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Thapk you. My name is Pamela Flaherty. As John Reed explained, I
am responsible for Citibank's community involvement.

This merger breaks new ground in its combination of insurance and
banking services. While many of our community partners are excited by the
opportunities this suggests, some are concern-ed that this will somehow
diminish Citibank’s community commitment. Nothing could be further from
the truth.

I want to make three points this moming:

1. Our lending record is good and improved dramatically in 1997,
particularly in terms of lending to low and moderate income consumers and
to minorities. |

2. We provide a broad range of products and services and access to
- consumers of all income levels. And,

3. We intend to do even more in the future, as evidenced by our
community commitment.

Let me first address lending. In the eight areas around the country

where we serve the local retail banking market, we have a strong record of
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lending to all segments of the community. In 1997 in those markets, we
provided $9 billion of credit to low and moderate income consumers, to
small businesses and to orgampizations engaged in .commumity economic
development.

We are particularly proud of our commitment to our local
neighborhoods. Since their emergence thirty years ago, we have partnered
with local community development orgaxﬁzations, combining their
knowledge of local community needs with our hwman and financial
resources.

Today our program is significantly expanded and Citibank’s
community development lending supports affordable and special needs
housing, small business and economic development, health and human
services, as we‘ll as the educational and cultural activities in LMI
communities. New community development lendingoriginations in 1997 in
all US Citibank markets totaled $238 million versus $146 million the year
before ~ up 63%. Of the 1997 lending, 42% was in metropolitan New York,
Citibank’s largest US marketplace. Here i1 NY our lending commitments

have doubled over the last two years to $100 million in 1997.
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We employ a comprehensive strategy based on building strategic
partnerships with nonprofit, government and other financial partners to
respond to the specific needs of local communities. In addition to lending,
Citibank employs a range of investment tools. In 1997, our Community
Investroent portfolio totaled $67MM, while we made $26MM in grants to
community and educational programs.

Citibank has also long provided the ﬁnz;ncing that addresses small
business credit needs. In 1997, nationwide, Citibank lent approximately $1.9
billion to small businesses, a total of more than 13,000 loans. We are
especially proud that 10,000 of these loans were for less than $100,000—the
loan size most ofien needed by small businesses. What’s more, 29% of the
dollars lent were in LMI census tracts. In New York we provided $768
million in credit .to small businesses. 35% of our loans were for less than
$25,000. And 30% of the dollars lent were in LMI census tracts.

Communities are also stabilized through home ownership. As early as
1978, Citibank began to reach out to LMI families eager to purchase homes
through our Stretch Mortgage piloted in Brooklyn — the first 10% down-
payment product in New York. Until 1991, Citibank was a leader in

mortgage financing, but the economic downturn in the early 90’s and the
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collapse of the real estate market forced us to restructure and cut back on our
lending. We regained momentum in 1996 and 1997.

In 1997, Citibank made 53,000 HMDA-reportable loans for a total of
$9.5 billion — almost a 50% increase from the prior year. Our lending to
LMI consumers and communities grew even faster, at $1.2B — nearly
doubling.

During 1997, Citibank also dmmaticall&‘ increased its lending to
minorities with $1.5 Billion in HMDA-reportable lending. Lending to
African-Americans doubled as did lending to Hispanics.

Let me now turn to access to financial services. Citibank has made a
deep commitment to the use of technology to increase choice and
convenience for all customers. We introduced the first ATMs in 1977.
Since then, we ﬁave expanded the use of telephone access as well as PC
banking.

Our data on customer usage patterns show that across all income
levels, customers increasingly perform their financial transactions outside a
branch — on the phone, through a PC or at an ATM. Customers who live in
low- and moderate-income census tracts do not differ significantly in their

usage from the rest of our customers. Our data show that these customers
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perform 76% of their transactions outside a branch (versus 80% for all
customers) and 25% on the phone or the PC (versus 30% for all customers).

Because consumers use the branch less frequently, the quality has to
be uniformly great. Our branches have been recently upgraded with better
training for our people, better and more user friendly technology and longer
hours.

Two years ago, in New York we closed 'a number of braunches and
converted several to Citicard Banking Centers, while renovating and
upgrading the remaining branches. When we started this process, 16% of
our branches were located in LMI census tracts. Today, 22% of our
branches are located in LMI tracts.

And we continue to open different kinds of specialized “stores” like
our new manned~ Electronic Banking Facility on Burnside Avenue in the
Bronx, 2 loan store in Harlem, both of which will open this summer, and a
Retirement store in Qakland, California.

Electronic Benefits Transfer is another innovation which has opened a
new opportunity for us to serve low-income people. The most important
benefit for EBT recipients may well be the ability to participate in the

mainstream world of electronic banking and payments systems.
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We’re encouraging customers to use technology and alternative access
points in two ways — pricing and education. In NY, we eliminated fees for
our ATMSs, PC banking, and telephone bill payment.

With regard to education, we have multi- lingual hosts to assist in-
branch customers and a umit of full-time educators who give seminars on
banking, credit and technology. Each year we conduct roughly 400 seminars
onsite, with nonprofits and at schools across Nev;r York

We also support a number of nonprofit organizations dedicated to
improving education and job skills training through technology in our
schools including Classroom, Inc.; CitiTech; and Junior Achievement.

Finally, let me talk about our 10 year $ 115 Billion lending and
investment commitment. Our Citigroup corumitment is a national pledge
that responds t(; our community partners by focusing on lending and
investing, financial literacy and insurance. We will execute the commitment
by working with our community partners. We will also aggressively market
these products ourselves. We seek to increase this lending in all our markets,
being responsive to each of them individually. We will report publicly on

how we’re doing on annual basis.
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Citigroup built its pledge through conversations with some 300
community organizations across the country. They told us they wanted to
ensure that we would remain an active parimer through comumunity
development lending and investing; increasing our small business and
mortgage lending; expanding our work in financijal literacy; and offering
greater access to insurance.

Our pledge was also designed as a challenge to our business. To meet
our targets, we must grow the areas our community partners are particularly
concerned about — mortgages, small business and community development
lending-— at an average annual rate of 8-10% over the ten year period, and
social investing must average over 12% growth per year. We believe this
pledge is a very aggressive corumitment.

The commitment is more than numbers and growth rates; it includes
insurance for the first time, as Chuck Prince described. It also addresses
Financial Literacy, a critical need of consumers of all income levels.

Let me close by saying that we believe we have done a great job of
meeting the credit and convenience needs of the communities where we

accept deposits, as required by CRA. And beyond that, we also believe we
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have met the test of being an excellent corporate citizen in all the
communities where we do business.

But we intend to do more. We intend to use the resources of the
combined company to improve the financial lives of all customers as well as
the communities in which we operate. We will do this primarily through our
business — offering quality banking services, loams, insurance and
investments - and parficipating in the {financing of community
improvements. We will also continue to innovate to expand access to
financial services and information so individuals and families of even
modest means can improve their economic well being.

We have listened to our community partners — those organizations
with which we work every day in our commumities. Many of them are
speaking at this meeting and we thank them. We intend to continue to listen
to them and to work with them.

Thank you for your time this morning.
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I am Mayor Dannel Malloy. | would like to begin by thanking you for the opportunity
as the Mayor of Stamford, Connecticut to testify on behalf of Citibank. Stamford is
the Connecticut headquarters for Citibank. Since the bank opened its first of

seven branches only four years ago, | have been impressed with the Bank's
commitment to be a major community force in Stamford and within the State of
Connecticut.

As the Mavyor of the 4th largest city in Connecticut with the 3rd largest concentration
of Fortune 500 corporate headquarters in the country - | know first hand that
corporate partners like Citibank are vital to continued urban growth. If Citibank’s
current activities are a refiection of broader available resources that result from the
Citicorp/Travelers Group merger, then | can only look forward to stronger
partnerships with the proposed Citigroup in Stamford and throughout the State.

To illustrate the depth of the Bank's commitment to the community, | would like to

highlight three key areas of creative initiatives that Citibank has lead.

FIRST KEY AREA - EDUCATION
Citibank and the City of Stamford share a personal commitment to the excellence of

public education for children of all ages.



Citibank has parinered to spearhead TWO Stamford School Readiness Programs.
These programs promise that all Stamford children will have an opportunity to be
ready to learn before entering school. The initiatives are:

1. The Hillandale Child Development Center . - This will be the first program in

the state to fully integrate state-of-the-art iearning strategies with health, nutrition and
parenting modules in a child care environment for pre-school children.

2. Success By 6 - Citibank is 2 key member of the Leadership Council. Success-
By-6 will ensure that ali children enter kindergarten with the foundation needed to
prepare them to succeed in school.

In addition to the above educational activities Citibank:

* Adopted the Hart Magnet School Read-A-Loud program

* Received major awards for Junior Achievement of Southwestern Connecticut

* Funded Connect'96 - Established Internet access for both Stamford High Schools.
* Developed and implemented a summer associate program with The Urban League
of Southwestern Connecticut.

SECOND KEY AREA- HUMAN AND SOCIAL SERVICE.

Two examples of leadership:

1. Citibank helped plan and fund with the City of Stamford, United Way and Infoline,
The Infoline Referral Center. The center is a unique staffed “storefront”

operation offering community agency information, access to caseworker services

and job shopping through a Department of Labor kiosk. The referral center is the



result of the partners concern that people moving from welfare -to-work needed a
place to connect with focal, regional and statewide agencies that can help them
become seif-sufficient.

2. Sheryl Adkins Green , Citibank F.S.B. President will serve as Chair of the
United Way of Stamford 1998-99 fundraising campaign which will raise over

$2 million for local agencies. This is another example of the personal commitment
Citibank’s senior management demonstrates.

THIRD KEY AREA - ACCESS TO CREDIT FOR LOW-AND MODERATE-INCOME
AREAS AND HOUSEHOLDS.

Citibank is an active lender in all Stamford neighborhoods. The Bank has

made substantial inroads into the Enterprise Zone with small business loans to
help retain jobs and help businesses grow. Additionally, the leadership of the
Community Development Loan Program is well recognized.

The bank became a pacesetter two years ago for new Connecticut banks when it
committed $1 million to the Housing Development Fund for affordable housing in the
City and directed more than $2 million in community development investments o
Bridgeport, Norwalk and Stamford. Citibank loans have extended to statewide
initiatives including a $2 million loan for the Connecticut Preservation Loan Fund and
an approval to fund $3 million for a Child Care Loan Fund this month.

Citibank knows that money alone cannot build neighborhoods. Therefore, in 1995
the bank helped establish a Fairfield County Local initiatives Support Corporation

office located in Bridgeport.



| would like to conclude my testimony with Benefits of the proposed Merger for the
community of Stamford and the State of Connecticut.

Unlike the traditional in-market bank merger that | have seen in Connecticut where
physical locations overlap and savings are achieved by consolidation, the formation
of Citigroup is different. This merger will not eliminate available resources as other
mergers have; rather the combination will greatly increase the value and
convenience for customers through offering access to a broader range of high quality
financial services and products, all from one convenient location in Stamford and
other Connecticut sites.

Additionally, the wide range of products and services offered by the combined
company will add breadth and depth to the career opportunities in Connecticut. The
stronger company will bring more jobs.

As | stated at the beginning of my testimony, | believe that the merger of Citicorp
and Travelers Group will only enhance the Bank's deep commitment of human and

financial capital to Stamford and the State of Connecticut.

Thank You.
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{ am Assemblyman Stephen B. Kaufman and | represent the 82™
Assembly District in the Bronx. My districts' boundaries Co-op City, Throggs
Neck, Eastchester Gardens, Westchester Square and Castle Hill Avenue.

1 am here today to tell you that Citibank has demonstrated again and
again its commitment to the social and economic well-being of the Bronx, and
as the borough undergoes a renaissance in many of its neighborhoods,
Citibank has been there to play a major role.

Citibank has focused its resources, technical assistance, leadership
and grants to foster business development, home ownership, comprehensive
economic development and educational programs for schoolchildren, high
school students, and college students, as well as welfare to work
participants.

Citibank fervently seeks to ensure that the unique needs of senior
citizens are not only met, but also exceeded through superior service and
customer satisfaction. In fact, Citibank’s work with legislators like myself
and community leaders led to innovative and creative initiatives that have

resulted in safer, more convenient alternatives to accomplish their banking.

4 RAoom 742, Legislative Olfice Building. Albany, New Yark 12248, (518) 455-5296
4 2910 Bruckner Boulevard, Bronx, New York 10465, (718) 829-7452
4 177 Dreiser Loecp, Room 12, Bronx. New York 10475, (718} 320-2220 -



For example, while responding to the need for greater education around direct
deposit and familiarity with using the phone for banking. Citibank also
discovered and responded to the need for transportation services and
protection against con games.

In response to concerns expressed by seniors in the Pelham Manor/Co-
op City area, Citibank offered to present its consumer education series to
seniors on a range of issues from how to use ATM’s and PC banking; how to
access basic checking; how to call into its phone service and speak with a
representative; and how to protect themselves from con games. Citibank
consumer educators worked one-on-one with seniors to teach them what to
watch for and how to protect themselves. From one of these sessions with
seniors at Co-op City's Einstein Loop Senior Cehter, Citibank learned of
seniors’ concerns over access to their branch and a discomfort with direct
deposit.

As a result of this meeting, when the Citibank branch closed in Co-op
City, Citibank set up a free shuttle bus so seniors could continue to bank with
Citibank at another branch. The shuttie bus also allowed time for the seniors
to do shopping at a nearby mall. Through this initiative, every participant in
the shuttle bus program is signed up for direct deposit, showing that seniors
will respond when you take the time to work with them. Through the
consumer education program, Citibank also worked one-on-one with senior
citizens who travel often to Puerto Rico and Florida. Many seniors were not

aware that Citibank offers free hill payment services through its 1-800 service



line. In one instance, a senior was able to avoid surcharges on her rent when
she was in Puerto Rico by having Citibank pay her bills. Overall, Citibank
consumer educators have conducted over 600 seminars in English and
Spanish, 20% of which were conducted in the Bronx in senior citizen centers,
schools, hospitals and local businesses.

Beyond the bricks and mortar of its branches, however, Citibank uses
the strength of its human resources to invest time, leadership and technical
assistance to community groups and residents. In my own district, Citibank
staff has volunteered for the 45" Precinct’s “Night Out Against Crime” and
other health fairs in Co-op City and Throggs Neck assisting in the creation of
KidCare ID Cards for hundreds of area schoolchildren. Citibank has also co-
sponsored with me a wonderful summer bus trip for senior citizens who were

treated to an all day picnic and barbecue. Citibank staff spent the entire day

immediately took up my cause and collected over 200 teddy bears for the
chiidren. These are the kind of wonderiui peopie who are the backbone of this
institution. Citibank has worked hand-in-hand with many community
associations in my district on numerous different issues. Citibank has also

participated in Read Aloud programs in schools in my district and has also



taken part in a clothing drive for people making the transition from welfare to
work. In my community, Citibank has surely made a difference.

In the Bronx last year, through its Partnership in Progress program,
Citibank committed $150,000 to three creative and innovative community
development corporations for the creation of affordable housing, commercial
stores and community revitalization.

For 25 years, Citihank has had a long standing commitment to
improving the quality of life in the communities it serves. It is clear from these
activities in my Assembly district and also those throughout the Bronx that
Citibank demonstrates its pledge to CRA by providing access to the highest
qu}:lity financial services and products, making them available to everyone
regardless of where they live or how much they earn. | look forward to
continuing my office’s strategic partnership with Citibank to effect positive

change in the Bronx.



Travelers” Application to Acquire Citicorp Assurance Co.

Teichman: We are on the record at this time. 1t’s about 10:05 a.m., Thursday, June 4,
1998. We're here in regards to the application of Travelers to acquire control of Citicorp
Insurance Company. My name is Mike Teichman, I am the Deputy Attomev General that
represents the Department of Insurance. Our hearing officer for this matter is Tony Meisenheimer.
And, with that, Mr. Hearing Officer, I'm going to turn it over to yvou. There arc some folks that
did enter the room. 1I'm going to say again, please sign vour name on the pad that’s going around.

Meisenheuner: Good morning, as Mr. Teichman said, I am Tony Meisenheimer, and |
have been appointed by Commissioner Williams to act as the heanng officer in today’s
proceedings. As vou know, the purpose of this hearing is to address pursuant to Section 3003 of
the Insurancc Code the application of Travelers to acquire indirect control of Citicorp Association.
Citicorp Assurance Corporation. In order to focus on the issues raised and matters presented at
today’'s hearing, I would like to review the standards the Department must apply in reviewing this
application. Pursuant to Sectton 5003d, the Commussioner 1s instructed to approve proposed
changes of control unless after a public hearing she finds 1) that the financial condition of any
acquiring party s such that it might jeopardize the financial stability of the insurer or prejudice the
interests of the policyholders, or 2) that as a result of the proposed changes of control, the insurer
may be able to satisfv the requirements for the issuance of a license to write the lines of insurance
for which it is currently licensed, 3) the competence, experience and integrity of those persons who
would control the operation of the insurer are such that the merger would not be in the interests of
the policyholders and of the public, or 4) the plans or proposals which the acquiring party has to
liquidate the msurer, sell its assets, or consolidate or merge it with any person, or make material
changes in its business or corporate structure or management, are unfair to policvholders or not in
the public’s interest; 5) there is any evidence that the proposed change of control may substantially
lessen competition in the state or create any monopoly in the business of insurance in this state or
elsewhere or the insurer has failed to file adequate information in compliance with Title 18,
Delaware Code. Section 5003(a), or 6) the plan is likely to be hazardous or prejudicial to the
msurance-buving public. Now, we’re going to stick to these six (6) things today, I hope, in keeping
this hearing on course. Before we begin evidence, does anvbody want to make any motions?

Ed Welch: Your Honor, Ed Welch from Skadden Arps, if I could just take a moment, we
represent Travelers. I'd like to introduce my partners here, Bob Sullivan from our New York
office, and Jerry Hirsch. They’re here with me today. And also from LeBeauf, Lamb, Don
Henderson 1s here as well. Don’s in the back over there. He’s counsel for Citicorp. He’s present
as well. Your Honor already has our Form A, and I know that along with all the exhibits Mr.
Henderson is going to be forming - handing out some biographical affidavits so Your Honor will
have those as well. I suppose we ought to formally move the admission of the Form A just so that
we 've done that. Now, my colleague here will be handing out some other exhibits. Whyv don'’t you
go ahead and do that.

Teichman: Mr. Welch, let me just interrupt you for one second. My understanding is that
there was going to be some motions regarding the order of witnesses that you all wish to present”?

Welch: Happy to do that, yes.

Teichman: Let’s get to those kinds of 1ssues before . | .

Welch: Fawr enough. What we have in mind, Your Honor, in terms of presentation that we
think would work this moming would be the following: 1) we’d like to call Mr. James Michener,
who is the senior vice president and general counsel for Travelers Property & Casualty. At the
conclusion of this testimony, we propose to call Mr. Charles Prince, the senior vice president and
general counsel of the Travelers Group. At the conclusion of that witness, we’d like to call Ms,



Mutholland, general counsel, Citicorp Insurance Group. Qur thought, Your Honor, was that it
made sense, of course, to get our whole presentation on the table. Each of these witnesses will be
addressing different components of the vanious standards that Your Honor made reference to. So
our thought was f we could get our presentation on the table and then perhaps at that point open it
up to cross-examination, we thought it might make a little bit more of an orderly proceeding. And
that way, we have no intention, by the way, whatever, of trying to limit cross-examination of
witnesses as appropriate, but we did think that if the whole presentation got out, it might make it
easier for our colleagues who wish to examine them to do so in an effective and perhaps more
efficient, timely basis. So I would make the motion at this time that we be permitted to put those
witnesses on and to go forward and complete that testimony and have whatever cross Your Honor
deems to be appropriate.

Meisenheimer: Are there any objections to this?

Leec: 1think we’d prefer to cross-examine them. 1don’t know, I think there’s a danger in .
.. we'll take notes, but I think if we find it easier, given that the burden is actually on them to
actually ask questions as the evidence comes in, we re not going to stop them as they make their
presentation, but I think 1t would be easier for us to actually ask questions, rather than call them
back up and go back to what they were saving. Idon’t see it that they have more than enough . . .

Meisenheimer: We do need to do this one way or the other, so . . .

Lee: I guess in one sense, the, your statement, the statement that there’s no objection to
¢ross-gxamination as appropriate. My fear is that all this evidence will go in and then as soon as
we begin to ask questions, there will be some already prepared motion to limit cross-examination.
If we know, in fact, it's going to be as fairly liberal based on the standards, we’'re more than
willing to be accommodating on the order of the witnesses.

Welch: I don’t think we have any . . . we certainly 1) we don't have any pre-prepared
motion of anv sort, If [ did, I'd mention it at this time. I don’t think we can make any motion to
limit cross. If we do it after an orderly presentation of all three witnesses that we wouldn’t make if
we were doing it one by one. [ just think it will make it easier for you all to hear the whole story
and for the hearing examiner to hear the whole storv as well. That™ all. There’s no, there’s nothing
more to it than that.

Teichman: Gentlemen, please direct vour comments to the hearing officer.

Meisenheimer: If yvou would direct them to me. And what we're going to do is have each
one of vour people get up to three (3) and then you’li have an opportunity after their presentation,
of each one, ta do a cross—examine. Okay? ] think that will keep it much more orderly.

Rangan: Can I also request copies of written testimony that are being read so we can
follow it along while it is being rcad?

Meisenheimer: That’s not a problem.

Teichman: Yes, if there are copies available, 1 have no idea whether -—

Welch: Actually, Your Honor, we did not prepare extra copies for testimony.

Meisenhemmer: Okay, so we’re not going to be able to do that.

Teichman: But that stuff will be made part of the record and it’s available.

Meisenheimer: Right, it will be part of the record available to be reviewed.

Lee: Just, I guess I'm not sure if it’s in the form of a motion as you obviously just brought
that in myself. We both asked for discovery, this was denied by your Order. Obviously, we object
to that. We think that that we’'re prejudiced in this hearing being limited to the Form A. 1 guess
that’s already in the written record.

Meisenheimer: Right, we’ve already addressed that.

Metsenheimer: It was just pointed out to me that we do need to address the issue probably
of how long we're going to keep this hearing open to get additional tnformation in, the record open.
So what I'm going to rule on right now is that we will leave the record open for five (3) days which

2
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will give you a chance to submit information which will give vou a chance to review the affidavits
and the biographicals.

Teichman: Anything that’s submitted to, as part of the record, anything that’s introduced
into evidence will be available for review.

Lee: 1 mean, and again, this is not, in thinking about it, I think that part of the order on
denying discovery that it was hard to imagine the relevance of the questions that we were asking to
the application. I think that if it’s possible to at least, T understand that on a recent application that
the five (5} days is sort of standard? We hope, I mean, again, if as things develop if we have not
shown the relevance of the information that we were requesting, then I, we would have these five
(5) days. But I think, you could say, I anticipate conceivably at the end of it, depending on how it
develops, conceivably making, moving that that be reconsidered and that discovery, post-hearing
discovery be allowed. 1don’t know, vou know, the standard. You could then-— but I think it
remains to be sgen.

Meisenheimer: I'll entertamn amy motion.

Lee: Okay. Great.

777 The one point I did want to make, Your Honor, was with respect to the biographicals,
I understood Your Honor to have ruled on that and to have made clear that the biographicals would
not be made part of the record. That’s the state of Your Honor’s rulings at this time. Not part of
the public record, that is. Certamnly, it’s part of the record for Your Honor.

Meisenheimer: That’s an issue of discovery. But it’s not an issue of what is introduced
here today. That will be public record available.

77?. Let’s go off the record for a minute.

Teichman: It's about 20 minutes afier 10:00 a.m. and we’re back on the record.

Welch: Your Honor, we do have some exhibits I'd like to hand up to Your Honor at this
time.

Meisenheimer: Well, really, we’re at a point. We're still doing the motions. Are there any
other motions? Other than what you’re proposing?

Teichman: Theyv're ready to start with their case.

Lee: Asvou said, you're willing to entertain motions. This is not the last call on motions?

Meisenheimer: Right.

Welch: We're going to hand up to the Court right now and the record should reflect that
we're doing so, two (2) copies of our exhibits as well as copies to Mr. Lee and Ms. Rangan. Your
Honor, these exhibits outline our basic presentation to be used by each of our witnesses as a
guideline essentially to their testimony. And as | say we would formally move their admission at
this time.

Teichman: Let me interrupt you for a minute, Mr. Welch. This one, what I've got is one
package here it's a booklet. Is this the only actual physical exhibit you wish to introduce into
¢vidence?

Welch: At this time, that’s correct. Subject to our comments earlier about having the
Form A filed and submitted to the Commission, which in turn commenced this proceeding.

Teichman: Well, I'll mark it for identification as Travelers Exubit #1. And Mr. Heanng
Officer, is it your desire 10—

Meisenheimer: Are there any objections? Then I move that it be marked as Exhibit #1.

Welch: Just to clarify, I understand the documents have been admitted as exhibits.

Lec: Yes. So in terms of the objections, obviously, what we’re going to try to do is to ask
them questions about this.

Teichman: The question the hearing officer asked is specifically is there an objection to
moving this thing into evidence.

Lee: Rught.

| e )



Teichman: There are none?

Lec. There are none given with the understanding, obviously, that we ask questions about
1t.

Meisenheimer: At the end of his presentation.

Lce: Sure.

Welch: Your Honor, if there's nothing further at this time, we call, propose to call Mr.
James Michener, Senior Vice President and General Counsel of Travelers Property/Casualty
Corporation as our first witness.

Teichman: Mr, Michener, sir, do you have any objections to taking an oath?

Michener; No.

Teichman: Sir, will vou raise vour right hand? Sir, do vou swear to tell the truth, the
whole truth, and nothing but the truth so help vou God?

Michener; I do.

Teichman; Go ahead and state vour full name and position for the record.

Michener: James M. Michener. I'm a senior vice president, general counsel, and secretary

of Travelers Property/Casualty Corp.

Welch: Mr. Michener, what is vour current occupation, sir?

Michener: As | said, I'm senior vice president, general counsel, and secretary of Travelers
Property/Casualty Corp. which 1s a publicly traded insurance holding company approxamately
83% of the company is owned by Travelers Group and its subsidiaries. And I have been
authorized to speak on behalf of Travelers Group at this proceeding.

Welch: In what insurance businesses are the company and its subsidiancs engaged, Mr.
Michener?

Michener: We are engaged in most forms of properts/casualty insurance for individuals
and commercial entities. We do business in all fiftv (50) states, Guam, Virgin Islands, Puerto
Rico, and Canada.

Welch: Now how long have yvou been working for the company and in what positions have
you been working?

Michener: ['ve been with the company and its predecessors since 1977 and I've held a
number of positions in the corporate legal department.

Welch: Okay. Could vou describe for the hearing examiner vour responsibilities at the
company”?

Michener: As the general couns. I, I am responsible for overseeing and advising of the
legal affairs of the company. My duties include regulatory compliance overseeing the preparation
of company filings, government affairs, inner company and third party agreements, and the
supervision of litigation.

Welch: All right. Now I'd like to turn for just a moment if we could to the Travelers
Group's proposed merger with Citicorp. Mr. Michener, what has been your involvement with that
transaction?

Michener: I am the individual with overall responsibility for the insurance-related matters
of the transaction, including the regulatory approvals.

Welch: Okay. And could you also briefly describe for the examiner the structure of the
Traveters Group’s proposed merger?

Michener: I'd be happy to. This would be a good chance to refer to the exhibits. And I
would refer the hearing officer to Exhibit #1. Exhibit #1 1s a simple description of how the
transaction will be accomplished. The first item, Travelers Group. will form a new subsidiary
which we’'ll call Newco. And this will act as the acquisition subsidiary for the acquisition of
Citicorp. In a sccond step, Citicorp will merge into Newco. In a third step, Newco will change its
name to Citicorp. And as a final matter, Travelers Group will change its name to CitiGroup. Asa
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result of these steps, Citicorp will become a direct, wholly-owned subsidiary of Travelers Group
and all of Citicorp’s subsidiaries will become indirect subsidiaries of Travelers Group. Citicorp
Assurance is one of those current Citicorp subsidiarnics that will become an indirect subsidiary of
CitiGroup after the merger. And then if we could go on in more detail, I would look at a number of
other exhibits. Why don’t we go to Exhibit #2.

Teichman: Let me interrupt you just for clarity with the record. You, what you're
describing as Exhibit #2 is #2 within what has been marked as Exhibit #1. Is that right?

Michener: That is correct.

Teichman: Thank you, sir.

Welch: Just for the record, the lower right-hand comer of each page has the exhibit
numbers that Mr. Michener will be referring to and I"d appreciate you pointing out that obviously,
we had marked this as a single exhibit, and the references he’ll be making will be to the lower nght
COrmer.

Teichman: Mr. Welch, I'm going to ask you to keep your voice up a little bit. The
machine’s having trouble. The farther you are from the microphone, the louder you have to be.

Welch: Ali right. Go ahead Mr. Michener. I think we’re directing the attention of the
hearing examiner to Exhibit #2.

Michener: Yes, Exhibit #2 is a description of Travelers Insurance Holding Company
system prior to the acquisition of Citicorp and the second page of that Exhibit #2 provides more
detail in the current structure of Travelers Holding Company system.

Welch: Okay. I'd like to then turn your attention to Exhibit #3.

Michener: This is a description of Citicorp’s pre-merger insurance holding company
system and you’ll note that Citicorp Assurance, the company that we’re discussing today, is shown
in the bottom central part of that exhibit and it’s ownership chain up to Citicorp is shown on the
exhibit chart. For simplicity’s sake we have eliminated some of the intermediate holding
companies on the Citicorp side.

Welch: And then next [ would like to bring the hearing examiner’s attention to Exhibit
#13.

Michener: And this is a description of the Travelers Group post-merger insurance holding
company system and as you will see at the top of the chart, the Travelers Group will remain there.
Its name will be changed to CitiGroup, and the Citicorp Companies will be added as an additional
chain of companies and that’s shown on the right-hand side of the chart. Citicorp Assurance is
shown in the lower right-hand comer and as it was before the merger, it will continue to be a
subsidiary of Citicorp Life Insurance Company.

Welch: So this is the post-merger structure of the organization? The prior exhibits were
the pre-merger structure?

Michener: Yes, that is correct. And as these exhibits illustrate, the end result of the
transaction is that Citicorp and all of its subsidiaries, including the insurance subsidiaries, will
become an additional chain of companies held by Travelers Group.

Weich: Now Mr. Michener, what overall berefits does Travelers Group believe that it will
derive by, from the merger with Citicorp?

Michener: Travelers Group believes that the financial services industry today, including
the insurance industry, is being driven by three (3) forces. These are consolidation, globalization,
and conversions. Indeed, it is hardly possibly to pick up a newspaper over the last several years
and not see some evidence of this in the financial services industry. In this environment, Travelers
Group believes that it’s crucial for the company to expand into new markets, establish a global
presence, and to compete vigorously for new customers through a diversified product base. And
the merger with Citicorp and Travelers Group will enable Travelers to do this. First, the merger
will create the world’s leading financial services company in terms of assct base and market

5
5



capitalization. Second, as a result of Citibank's global presence, the merger will provide Travelers
Group with access to new markets worldwide. Finally, the merger will allow Travelers Group to
provide a full range of consumer financial services, including banking investment services,
insurance, and assct management.

Welch: All right, now Mr. Michener, I'd like to turn for just a moment to the Form A
filing relating to the proposed acquisition of control of Citicorp Assurance. Are you familiar
personally with that filing?

Michener: Yes, I am.

Welch: And once again, you’ve touched on this earlicr, but are vou familiar with where
Citicorp Assurance stands within Citicorp’s overall organization? Let’s talk about that for a
moment.

Michener: Yes I am familiar with that and I'd like to suggest to the hearing examiner that
we look at Exhibit #3 again which we looked at before. This 1s a schematic of Citicorp’s present
pre-merger insurance holding company structure. And as you, as the chart shows, Citicorp
Assurance Company is a subsidiary of Citicorp Life Insurance Company which is an Arizona
insurance company. In turn, that company is a subsidiary of Citibank Delaware which is a
Delaware banking corporation. That company is owned by Citicorp Holdings, Inc. which is a
Delaware business corporation which is finally owned by Citicorp, which is the parent company
which is publicly held.

Welch: All right, now what about Citicorp Assurance’s insurance activities? Are you
familiar with the scope of those activities?

‘Michener: Yes, [ am.

Welch: And could you please describe for the heanng officer what tvpe of business
Citicorp Assurance is licensed to write?

Michener: It is licensed to write certain property/casualty lines in the state of Delaware
and its business consists entirely of insuring or reinsuring certain tisks of Citicorp and its affiliates.

Welch: Okay. Now to be specific about that, what types of business does Citicorp
Assurance currently actually write?

Michener: First of all, Citicorp Assurance does not sell insurance to the general public. It
only has corporate policyholders and only insures or reinsures the exposures of affiliated
companies.

Welch: Okay.

Michener: And it writes only two (2) types of business. First, it provides contractual
liability insurance to Citibank, N.A., a national bank subsidiary of Citicorp located in New York.
Sccond, Citicorp Assurance provides reinsurance on coverages underwritten by unaffiliated
companies, American Security Insurance Company and Standard Guaranty Insurance Company
for Citibank South Dakota, N.A. which is another national bank subsidiary of Citicorp located in
South Dakota. As a result, the company functions in essence like a captive insurer and does not
market its products to the general public in Delaware or elsewhere.

Welch: Okay. Mr. Michener, let’s take a moment and look at Exhibit #4. With that
exhibit in mind, I'll ask you what is the percentage Citicorp Assurance writes of the
property/casualty market in Delaware.

Michener: Well first, as the hearing examiner knows, the property/casualty market
consists of a number of lines of insurance, and in most of those lines of insurance, Citicorp
Assurance market share is -0-. The only line in which it writes is called “other liability” which 1s a
miscellancous liability line. And in that line it’s market share is less than 1% as shown on the
Exhibit #4.

Welch: All right. Now how competitive, Mr. Michener, is the market in Delaware of
property/casualty insurance?
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Michener: The insurance market in Delaware, as in the rest of the country, is highly
competitive and divided among a number or companies. Citicorp Assurance’s share of that
market, as we discussed, is very small.

Welch: All right. With that in mind, let’s go on to Exhibit #5 if we could, identified in the
lower right-hand comer of the page. With that exhtbit in mind, let me ask you, Mr. Michener, will
the acquisition of control of Citicorp Assurance substantially lessen competition in Delaware or
tend to create a monopoly?

Michener: Well the short answer is no with respect to the property/casualty business that
is written by Citicorp Assurance, we have just discussed that, and as I mentioned, its market share
is extremely small, Citicorp has other companies that are not the subject of the hearing today that
are licensed in Delaware, and I believe the only one is Citicorp Life Insurance Company. Exhibit
#5 shows the markets in which Citicorp Life Insurance Company and Travelers write the same
lines of business in Delaware. And as vou will see from the chart, both Travelers and Citicorp Life
Insurance Company have very small market shares in the lines of business that they write, like
annuity, accident & health, and deposit. And of course, when you add those two small market
shares together, you wind up with also a small market share of the combined company after the
merger. And just to go through them one by one, in the life insurance area the combined market
share will be approximately 1%, the market share and annuity will be approximately 1/3 of 1%. . .

Welch: That’s the second column on the page, is that right?

Michener: Yes. The life is in the first column, and I'm referring to the percentage shown
in the bottom box under the life column. And then if we would move to the annuity column, also in
the bottom box, the market share percentage is approximately 1/3 of 1%. The moving on to
accident and health, the lower box showing the combined market share is approximately %2 of 1%,
and similarly with deposit insurance which is a type of life insurance, the market share is
approximately % of 1% on a combined basis.

Welch: Okay now, following completion of the merger, will Citicorp Assurance be able to
satisfy the requirements for the issuance of a license to write the line or lines as the case may be for
which they are presently licensed?

Michener: Yes, it will. 1 am not aware of any aspect of the transaction which would
jeopardize Citicorp Assurance’s continued ability to qualifv for its present licenses.

Welch: Let me turn to another topic for a moment. Does Travelers Group have a
regulatory compliance program?

Michener: Yes, we have an extensive one.

Welch: And has any license or permit of any Travelers Group Insurance subsidiary ever
been revoked or suspended, Mr. Michener”?

Michener: No.

Welch: And to conclude, if we could, what effect will the merger have on the ability of the
state insurance departments, including the Delaware Department of Insurance, to regulate an
insurance company doing business in their states?

Michener; I think the merger will have no adverse effect on that ability to regulate the
insurance companies. The merger between Travelers Group and Citicorp will result in a holding
company structure that will be regulated along functional regulation lines so that insurance banking
securities activities will continue to be regulated by the same regulators that regulate them now. So
in sum, [ think it will have no adverse effect or really any effect on the ability of the Delaware
Insurance Department or other insurance departments to regulate insurance activities.

Welch: All right, thank you very much. Mr. Examiner, we have no further questions of
this witness at this time. Now, at the conclusion of the presentations of our witnesses, I think we
would like to recall Mr. Michener and have him kind of sum up. But subject to that, we have no
further questions at this time.



capitalization. Second, as a result of Citibank's global presence, the merger will provide Travelers
Group with access to new markets worldwide. Finally, the merger will allow Travelers Group to
provide a full range of consumer financial services, including banking investment services,
insurance, and asset management.

Welch: All right, now Mr. Michener, I'd like to turn for just a moment to the Form A
filing relating to the proposed acquisition of control of Citicorp Assurance. Are you familiar
personally with that filing?

Michener: Yes, 1 am.

Welch: And once again, you’ve touched on this earlier, but are you famihar with where
Citicorp Assurance stands within Citicorp’s overall organization? Let’s talk about that for a
moment.

Michener: Yes I am familiar with that and I'd like to suggest to the hearing examiner that
we look at Exhibit #3 again which we looked at before. This 1s a schematic of Citicorp’s present
pre-merger insurance holding company structure. And as you, as the chart shows, Citicorp
Assurance Company is a subsidiary of Citicorp Life Insurance Company which is an Arizona
insurance company. In turn, that company is a subsidiary of Citibank Delaware which is a
Delaware banking corporation. That company 1s owned by Citicorp Holdings, Inc. which is a
Delaware business corporation which is finally owned by Citicorp, which is the parent company
which 1s publicly held.

Welch: All right, now what about Citicorp Assurance’s msurance activities? Are you
familiar with the scope of those activities?

Michener: Yes, I am.

Welch: And could you please describe for the heaning officer what type of business
Citicorp Assurance is licensed to write?

Michener: It is licensed to write certain property/casualty lines in the state of Delaware
and its busincss consists entirely of insuring or reinsuring certain risks of Citicorp and its affiliates.

Welch: Okav. Now to be specific about that, what types of business does Citicorp
Assurance currently actually write?

Michener: First of all, Citicorp Assurance does not sell insurance to the general public. 1t
only has corporate policyholders and only insures or reinsures the exposures of affiliated
companies.

Welch: Okay.

Michener: And it writes only two (2) types of business. First, it provides contractual
liability insurance to Citibank, N.A., a national bank subsidiary of Citicorp located in New York.
Second, Citicorp Assurance provides reinsurance on coverages undenwritten by unaffiliated
companies, American Security Insurance Company and Standard Guaranty Insurance Company
for Citibank South Dakota, N.A. which is another national bank subsidiary of Citicorp located mn
South Dakota. As a result, the company functions in essence like a captive insurer and does not
market its products to the general public in Delaware or elsewhere.

Welch: Okay. Mr. Michener, let’s take a moment and look at Exhibit #4. With that
exhibit in mind, I'll ask you what is the percentage Citicorp Assurance writes of the
property/casualty market in Delaware.

Michener; Well first, as the hearing examiner knows, the property/casualty market
consists of a number of lines of insurance, and in most of those lines of insurance, Citicorp
Assurance market share is -0-. The only line in which it writes is called “other liability” which is a
miscellaneous liability line. And in that line 1t's market share is less than 1% as shown on the
Exhibit #4.

Welch: All right. Now how competitive, Mr. Michener, is the market in Delaware of
property/casualty insurance?
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Prince: Yes.

Welch: Let me turn for a moment if I could to the background on Travelers Group itself.
Could you provide a brief background of Travelers Group?

Prince. Well, there is a great deal of public information about Travelers Group and its
various subsidiaries because a number of our companies are public filers under the FCC system, so
there are annual reports and so forth for a number of our companies a number of which are
attached, I belicve, to the Form A, that are widely available. If I can, I would try to direct the
Hearing Examiner’s attention to a couple of pages of Exhibit #1 that have already been referenced
to try to point to a couple of significant points. The Travelers Group itself is a widely held,
publicly traded, diversified financial services company. If I can start, please, with page 6 of
Exhibit #1, you will see that at the end of last year at the end of 1997, Travelers Group had total
assets of approxtmately $386.5 billion dollars and a stockholders equity of about $21 billion
dollars. I I could ask vou to turn now to Page 7 —

Meisenheimer: Excuse me, would vou refer to that as Exhibit #7 of Exhibit #17 Just for
clarification.

Prince: All nght — one of these versions will be nght. Exhibit #7 of Exhibit #1. You’ll
see that we're in four (4) primary businesses. The consumer finance business, the investment
services business, property/casualty insurance, and life insurance.

Welch: All right now, Mr. Prince. The first one of those businesses you mentioned is
consumer finance services, could you describe that for the Hearing Examiner, please?

Prince: Of course, if I could ask you to turn to Exhibit #8 of Exhibit #1. There you’ll see
that the consumer finance business is operated through a commercial credit company and its
various subsidiaries and they provide consumer lending services, credit card services, and various
credit-related insurance services among their other activities.

Welch: All right now the other, the next business that vou mentioned is investment
services, could vou describe that for the Examiner, please?

Prince: That’s on the next, exhibit, Exhibit #9 of Exhibit #1. You’ll see that the
investment services business is offered principally through Solomon & Smith Barmey Holdings. It
provides investment banking and trading, retail brokerage, mutual fund, and investment
management services.

Welch: All nght, now can you summarize the third business of Travelers Groups
operations which 1 think vou identified as property/casualty business?

Prince: Yes, that’s on the next page. Exhibit #10 of Exhibit #1 and this is the Travelers
Propertv/Casualty business that Mr. Michener described. As you can see, it’s 83% owned by
Travelers Group, the group of companies offer a wide array of commercial and personal lines of
coverage principally in the U.S. They are licensed in all 50 states, the District of Columbia, and
certain other junisdictions. And the principal companies are rated at least A or Excellent by A M.
Best which means that they have excellent financial strength and a strong ability to meet their
ongoing obligations to policyholders.

Welch: All nght. The final business that you mentioned was life insurance services. Can
you summarize that business for the Hearing Examiner?

Prince: On Exhibit #11 of Exhibit #1, we talk about our two (2) life insurance operations,
the Travelers Insurance Company and its subsidtaries in the Primerica Financial Services group of
companies. These life insurance companies are also licensed and operated in all 50 states and the
District of Columbia, Guam, and certain other jurisdictions, and all of these companies are rated A
or Excellent by A.M. Best.

Welch: All right, let me change topics on you for a moment, if I could. What, in terms of
the merger itself, now what consideration will Citicorp shareholders receive in the merger?

Pnince: In connection with the merger, each outstanding share of Citicorp common stock,
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777 Actually, in hearing the flow, additionally we’'d objected to having three in a row go,
but | think it might be better having three go, subject to being able to recall which of the three that
we want. As it turned out, you were correct.

Welch: Well, we get one right every now and then. Your Honor, at this time, we will cail
Mr. Charles O. Prince.

777: Just, before yvou begin, I guess I'm qualified at least as to that witness, we didn’t see
any reason to break the flow. That doesn’t mean, we may after this witness, but—

?77: Quite candidly, I don’t think there is a problem, but why don’t we just go forward.

Prince: I’ll try to do as good a job.

[laughter]

Teichman: Sir, can I get vou to raise your right hand? Str, state your name please.

Prince: Charles Prince.

Teichman: Sir, do you swear to tell the truth, the whole truth and nothing but the truth so
help you God?

Prince: 1do.

Teichman: And go ahead and state your name for the record.

Prince: Charles Prince.

Teichman: We just did that, didn’t we? And vour title, too.

Prince: My title is executive vice president and general counsel of Travelers Group.

Welch: Mr. Prince, how long have you held the position that you have just identified for
the hearing examiner?

Prince; I've been the general counsel with Travelers Group or its predecessors since early
in 1983 and I also will serve as co-general counsel of CitiGroup after its formation.

Welch: And would you briefly describe for the examiner your duties and responsibilities
in that capacity?

Prince: In my current position I have responsibility for several of the administrative
functions of the combined company. The legal department, government relations, and corporate
security,

Welch: Now in this capacity, one or more of those capacities, did you have occasion to
become familiar with the details of the proposed transaction which is the subject of this hearing
today”?

Prince: Yes, I have.

Welch: And could you give us a brief description of your involvement and your role in
that proposed transaction?

Prince: Well, I assisted in the performance of the due diligence effort leading up to the
agreement. [ also participated in the negotiation of the contract and so forth. Presently, [ have
overall responsibility for obtaining the necessary governmental and other approvals overall for the
transaction.

Welch: Now, in connection with these responsibilities, have you also become familiar with
the Travelers Form A which has been filed with the Delaware Department of Insurance and which
1s the subject of this proceeding?

Prince: Yes, I have. I participate in the drafting of the Form A, and of course, 1 executed
it in behalf of Travelers Group.

Welch: Now, Mr. Prince, is the information contained in that filing accurate?

Prince: Yes, it is.

Welch: Okay. And were you present and listening to the testimony of Mr. Michener
regarding the structure of the transaction and the merger?

Prince: Yes.

Welch: And do you agree with his description of the merger?
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Welch: Now, have the parties designated individuais as executive officers, and if so, have
their biographical affidavits been filed with the Department?

Prince. Yes, certain individuals have been designated, and the Form A application
indicates the biographical affidavits of these individuals of Travelers Group and of Citicorp. And ]
believe those are being filed supplementally. 1 also believe that ail of them have been or will be
submitted except for one which should be submitted very shortly.

Welch; Let’s talk for a moment about financial condition. Could you describe for the
Hearing Examiner the financial condition of Travelers prior to the consummation of the merger?

Prince: Yes, I'll turn back to the exhibit booklet if I may and ask vou to tum to Exhibit #6
of Exhibit #1.

[pause]

Welch: Mr. Prince, I think you were starting to tell me about the financial condition of
Travelers Group prior to consummation of the merger.

Prince: Yes, I was just referring all of us back to Exhibit #6 of Exhibit #1 which we had
looked at just a few moments earlier iIn my testimony where the financial condition of Travelers
Group 1s identified as you can see the total assets at year-end were $386 billion and stockholders
equity was almost $21 billion. As an integrated financial services company with diversified
earning strcam from various businesses, each of which are strongly capitalized, Solomon, Smith
Barmney, Commercial Credit, Travelers Property Casualty, Travelers Life, Primerica Financial
Services, with all these different companics, Travelers enjoys strong eamings and strong cash flow.

Welch: Now, following the merger, what would the financial condition of the company
be? Define the companies were talking about.

Prince: Sure. If I could direct your attention to Exhibit #12 of Exhibit #1, this is a detail
of the pro forma basis of the combined companies at year-end. This is the simple arithmetic of
adding the two (2) companies together, Travelers Group and Citicorp. And as you can see on this
pro forma basis, the financial strength and capitalization of the company would be exceptional.

Welch: Now let’s change topics vet again if we could. I'm going to ask vou to talk for a
moment about the plans for Citicorp Assurance, which is the actual subject of this hearing, that is
Citicorp Assurance, will the proposed merger jeopardize the financial stability of Citicorp
Assurance. Will that prejudice the interest of any of its policvholders?

Prince: No, as I've indicated, the Travelers Group is very well capitalized, and I believe
that the combined financial strength of the two (2) companies after the merger will enhance the
financial stability of the subsidiaries of the company and will certainly not prejudice the interests of
any policyholders.

Welch: This next question is a long one, but let me try it anyway, because I think it covers
some ground that’s important. Does Travelers Group have any present plans to either liquidate
Citicorp Assurance, to sell its assets other than in the ordinary course of business, to merge
Citicorp Assurance with other entities, or make any other material change with the insurers
business or corporate structure or management, for that matter, that would be unfair and
unreasonable to its policyholders or otherwise not in the public interest?

Prince: I'll give vou a short answer to a long question, the answer is no to anv of those
matters.

Welch: Okay, then that’s addressing the ?

Prince: That’s correct.

Welch: Does Travelers have any plans to replace current management for Citicorp
Assurance or change its current business in any significant way?

Prince: Again, the answer is no, we have no plans to change the business or to replace or
change the current management of Citicorp.

Welch: Now, will the operations of Citicorp Assurance be integrated with those of other
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other than shares owned by the two (2) companies themselves, will be converted into the nght to
receive 2 shares of Travelers Group common stock. Fractional shares will be paid for in cash.

In addition, each issued an outstanding share of Citicorp preferred stock, again, other than shares
owned by the two {2) companigs directly, will be converted into the right to receive ong (1) share of
a corresponding series of Travelers Group preferred stock. As a result of these vanious
conversions following the merger, the former Citicorp shareholders as a group, and the current
Travelers Group shareholders will own approximately 50% of the outstanding shares of CitiGroup.

Welch: All right, let’s talk for a minute about the value of the consideration. What's the
value of the shares of Travelers Group common stock that Citicorp shareholders will obtain?

Prince: Because it’s based on stock exchange, the value changes every day as the stock
market changes. But just as a point of reference, the figure that’s often used 1s that the value will
be approximately $70 billion dollars. This figure is based on the number of shares of Citicorp
common stock outstanding at about the date of the announcement, which was $451 million shares,
and the price of a share of Travelers Group common stock on that date which was about $61 a
share.

Welch: Now is Travelers Group incurring any debt in connection with the merger?

Prince: No, we’re not.

Welch: Let’s turn to yet another topic, Mr. Prince?

777. Actually, could you maybe look at this one moment? I guess, in terms of a written
copy of it, I'm not objecting to any question or anything, I'm just, I'm wondering really is that
earlier you'd said there are no extra copies of it?

Weilch: That is correct.

777: That really is correct?

Meisenheimer: Would vou please wait according to what we agreed until he finishes his
presentation.

77?7. Okay. Go on and proceed from here.

Prince: | don’t have to start over again, do [?

Welch: All right, I think, we started to talk, Mr. Prince, about the question of shareholder
approvals.

Prince: Yes sir.

Welch: A little bit of shifting topic, will the shareholders of both Travelers Group and
Citicorp be given the opportunity to vote on the proposed transaction?

Prince: Yes, each of the shareholder groups will vote separately on the transaction.

Welch: And when will that vote take place?

Prince: Both of the shareholder votes have been scheduled, again separately, but both
votes will be held on July 22, 1998,

Welch: Now I think the Form A submitted by Travelers Group under Item #11 indicates
the Travelers Group will inform the Commissioner of Insurance of the identity of the proxy
solicitors retained in connection with the meeting of shareholders that we were talkang about a
moment ago. Have proxy solicitors actually been retained by either party to the merger?

Prince: Yes, I believe they have. 1 believe the Travelers Group has retained Morrow &
Company and Citicorp has retained Georgeson & Company.

Welch: All right, let’s turn to yet another topic, if you could. And that’s the Travelers
Group directors and officers. Or directors for the moment. What will the makeup be of the
Travelers Group Board following consummation of the transaction?

Prince: There will be a board of 24 people, 11 outside directors from each of the two (2)
companies presently, so that's 22, and Mr. Sanford Wile and Mr. John Reed, respective chairmen
of each of the two {2) companies will also be members of the board, and each of them will serve as
chairmen and co-chief executive officers of the company.
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Company Act, we will have a minimum of two (2) years from the consummation of the merger
with the possibility of three {3) one-year extensions to conform our operations to the Bank Holding
Company Act limitations.

Welch: Let’s talk about other regulatory approvals for the moment. Have all other state
and federal regulatory approvals been obtained?

Prince: Not vet, but they are all in process, and theyre all grinding away. We have
various regulatory approvals, both domestically and internattonally.

Welch: Okay, can you describe those for the Hearing Examiner and their current status?

Prince: Well, both Traveiers Group and Citicorp are required to file with various domestic
and international regulatory agencies. These include, of course, the Federal Reserve Board under
the Bank Holding Company Act that we tatked about, certain other banking agencies, some state
banking agencies, state insurance regulatory authorities, and the various foreign authorities.

Welch: Your Honor, we have no further questions of this witness at this time. Your
Honor, as our next witness, we'd like to call Catherine §. Mulholland.

Meisenheimer: Just a second.

2?77, I'd actually like to ask if we could question Mr. Prince on what he just said. 1don’t
know if I initially understood. After the first witness, they thought we were going to ask questions,
and we watved,

[pause]

777, If I could just initially respond to Mr. Lee’s request. The testimony of Ms,
Mulholland 1s relatively short, and Mr. Prince is obviously going to be staying in the hearing room
for the entire hearing and would be available at any time.

Meisenheimer: Okay. Are your questions just a few, or are they voluminous? [ mean,
how many questions do you have?

Lee: I guess it depends on how it develops.

Meisenheimer: To keep it moving, [ move that I would like to go ahead and let Ms.
Mutholiand . . .

Lee: Sure.

Meisenheimer: Okay.

Teichman: Ms. Mutholland, will you raise vour right hand? Ma’am, do you swear to tell
the truth, the whole truth, and nothing but the truth so help yvou God?

Mulholland: I do.

Teichman: Then will you state your full name for the record?

Mulholland: Catherine S. Mulholland.

Teichman: And your position?

Mulholiand: I am general counsel and senior vice president of Citicorp Insurance Group.

Teichman: Thank vou. And, Ms. Mulholland, I'm going to ask you to keep vour voice up
so that we can get you on the tape.

Welch: In your answer, Ms. Mulholland, you made reference to your employment with
Citicorp Insurance Group. Can you explain to the Heaning Examiner what exactly it is that
Citicorp Insurance Group 1s comprised of?

Mulholland: Okay, again, if you would look at Exhibit #3 on Exhibit #1, yvou will note
that on the right-hand side, Citicorp Assurance Company at the bottom is an affiliate of First
Citicorp Life Insurance Company, a New York company, and both are wholly owned by Citicorp
Life Insurance Company, an Arizona insurance company, with our direct parent being Citibank
Delaware and ultimately our ultimate parent being Citicorp. On the left side of the chart, you will
see Citicorp Intemnational Trade & Indemnity, Inc., a New Jersey insurance company, that is not
considered part of Citicorp Insurance Group, but it is an insurance subsidiary of Citicorp.

Welch: All right, that’s Citicorp Assurance way down there at the bottom of the chart, is
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Travelers Insurance subsidiarics?

Prince: Again, the answer is no. [ believe that Citicorp Assurance will continue 1ts
operations as they are now conducting.

Welch: All right. Let’s focus on the Board of Directors of Citicorp Assurance. What will
be the makeup of the Board of Directors of Citicorp Assurance after the merger?

Prince; There are no plans to change any members of the Board of Directors of Citicorp
Assurance.

Welch: All right. What will the impact of the merger on jobs be in Delaware? How many
employees are expected to be maintained?

Prince: Because all of the plans will remain the same, 1 believe there will be no affect on
employment levels in Delaware as a result of this transaction.

Weich: Okay. Now will the competence, experience, and integrity of those persons who
will control the operations of Citicorp Assurance be such that it would not be in the interest of
policyholders and the public to permit the acquisition of control?

Prince: Well since Travelers has no plans to change the management or the Board or their
corporate structure, then the same individuals who have been responsible for controlling the
operations of Citicorp Assurance will continue in that capacity. In addition, since Citicorp
Assurance really has only three (3) corporate policyholders, the insurance-buying public won't be
affected by the acquisition of control in any way.

Welch: Now let’s turn to some banking law issues if we could. Is Travelers Group
currently authorized to conduct any banking activities?

Prince: Yes, Travelers Group currently has two (2) bank subsidiaries which are licensed
to conduct business in Delaware. The first is Travelers Bank & Trust, FSB, or Federal Savings
Bank, a federally chartered savings bank located in Newark, Delaware, and the Travelers Bank
USA which is a Delaware state chartered bank.

Welch: All night, now what do these two (2) banks actually do?

Prince: Travelers Bank USA is engaged in the credit card business, and Travelers Bank &
Trust, FSB is primarily makes home equity loans.

Welch: Now can you explain for the Hearing Examiner the impact of the Federal Bank
Holding Company Act on the merger?

Prince; Yes, as a result of our merger with Citicorp, Travelers Group will become a bank
holding company under the Federal Bank Holding Company Act. We have filed an application
with the Federal Reserve to become a bank holding company, and once we receive that, we will
face certain limitations on our insurance and banking operations under the Act.

Welch: All right, we're focusing on Citicorp Assurance for the moment, does that mean
that following the merger there is a possibility that Travelers Group could be forced to sell Citicorp
Assurance because of the Bank Holding Company Act?

Prince: No. Many people read in the press the reports that at some point in the future
Travelers Group may have to divest or limit its insurance operations. Actually, the operations of
Citicorp Assurance are permitted by the current version of federal law, and so we don’t expect that
there would be any requirement in the future, even if the Jaw stays exactly as it is, for us to sell,
dispose of, or in any way separate the operations of Citicorp Assurance following this merger.

Welch: All right, now assuming that the Federal Reserve Board approves the Travelers
Group’s application to become a Federal Bank Holding Company, will the Bank Holding Company
Act impose any limitations on the insurance-related activities of the Travelers Group following the
merger?

Prince: Yes, and I referred to some of these limitations just a moment ago. lIt's possible
that at some point in the future, the company could be required to divest or separate some of its
insurance operations, not including Citicorp Assurance. However, under the Bank Holding
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Amernica and American Security Insurance Company and Standard Guaranty Insurance Company.

Welch: With that in mind, 1s it accurate to say that Citicorp Assurancc reinsures or
insures only affihates?

Mulholland: Yes, it is.

Welch: What's the A M. Best rating of Citicorp Assurance?

Mutholland: It’s A-, which is an Excellent rating.

Welch: And do you have any expectation that that will change as a result of the merger?

Muiholland: No.

Welch: What is Citicorp Assurance’s policyholder surplus as of March 31%, 19987

Mulholland: As of March 31% it’s $25 mullion.

Welch: Okay. And will that policyholder surplus change in any way as a result of the
merger?

Mulholland: Not as a result of the merger.

Welch: Let’s turn for a moment, Ms. Mulholland, to the statutory criteria, if we could.
I'm going to ask you a serics of questions about the statutory criteria. Following Traveler Groups
acquisition for control of Citicorp Assurance, will Citicorp Assurance continue to satisfy the
prerequisites to write the lines of insurance that it currently writes in Delaware?

Mulholland: Travelers Group has indicated that it has no present plan to change the
operations of Citicorp Assurance following the merger. So [ see no reason why Citicorp
Assurance would not continue to qualify with those licenses after the merger.

Welch: Are you aware of any aspect of the proposed merger between Travelers Group and
Citicorp that would affect Citicorp Assurance?

Mulholland: I am not aware of any aspect of the proposed merger that would in any way
Jeopardize Citicorp Assurance’s license. As the person responsible for Citicorp Assurance’s legal
and regulatory affairs, I believe that Citicorp Assurance has complied with all Delaware licensing
and other regulatory compliance requirements in the past and will continue to do so following the
acquisition.

Welch: Ms. Mulholland, will the proposed acquisition of control substantially lessen the
competition in Delaware?

Mutholland: No, I personally reviewed the exhibit regarding the combined market share of
Citicorp and Travelers msurance substdiaries licensed in Delaware. Mr. Michener was correct in
stating that in every line of business, both in life and health, property and casualty, that Citicorp
and Travelers subsidiaries have a very small market share. In addition, Citicorp Assurance only
writes in the line of other liability, which is a hodgepodge of, you know, line 19 miscellaneous
liability, and no other line of property/casualty insurance.

Welch: Ms. Mulholland, will the financial condttion of Travelers Group jeopardize the
financial condition of Citicorp Assurance or otherwise prejudice the interest of its policyholders?

Mulholiand: No, Travelers Group is a well capitalized company whose insurance
subsidianes enjoy very high ratings. Furthermore, Travelers -—

Teichman: Ms. Mulholland, iet me ask you to stop for just a second. And we're going to
go off the record for just a moment.

[pause to change tapes]

Teichman: And we're back on the record, it’s about 6 minutes after 11:00 a.m.

Welch: All right, Ms. Mutholland, before we went off the record, I think 1 had asked vou
whether or not in your judgment the financial condition of Travelers Group would jeopardize the
financial stability of Citicorp Assurance or prejudice the interests of its policyholders. Why don’t
you start that answer off again?

Mutholland: Okay. Well as I mentioned that Travelers Group is a well capitalized
company whose insurance subsidiaries enjoy very high ratings. Furthermore, Travelers Group



that right?

Mulholland: Yes, that is correct.

Welch: All nght. Now, do vou also hold a position with Citicorp Assurance?

Mulholland: Yes, I'm vice president and general counsel for Citicorp Assurance.

Welch: And Ms. Mulholland, how long have you been working for Citicorp Insurance
Group?

Mulholland: I have been working for Citicorp Insurance Group since July 1997.

Welch: Let’s talk about your responsibilities in Citicorp Insurance Group. Could you
describe those for the Hearing Examiner?

Mutholland: Yes, as general counsel, I'm responsible for overseeing and advising on the
legal affairs of each of the three (3) Citicorp Insurance Group subsidiaries, inchuding Citicorp
Assurance Company. My duties include reguiatory comphiance, overseeing the preparation of
company filings, corporate affairs, government relations, inner company and third-party
agreements, and supervision and management of staff.

Welch: Let’s tumn for a moment to the structure of the merger. Some of the other
witnesses talked about that, but we’d like to hear it from your standpoint. Have you reviewed a
copy of the Form A statement and exhibits the Travelers Group filed with the Department in
connection with the proposed merger?

Mulholland: Yes, I have.

Welch: Okay , in what capacity did you actually review that?

Mulhotland: Well, | reviewed it and | heilped prepare it.

Welch: In your judgment, does the Form A statement accurately characterize the merger
and its impact on Citicorp Assurance?

Mulholland: Yes, it does.

Welch: And did vou hear the testimony of the previous witnesses, Mr. Prince, Mr.
Michener, regarding the impact of the merger on Citicorp Assurance?

Mulholland: Yes, I did.

Welch: And to your knowledge, was that testimony accurate?

Mutlholland: Yes, it was.

Welch: Let’s tur for 2 moment to, again, to some details on Citicorp Assurance.
Describe Citicorp Assurance for the Hearing Examiner, if vou would.

Mutholland: Okay, again, as shown on Exhibit #3, Citicorp Assurance is a stock
property/casualty insurer whose ultimate parent is Citicorp which is also a Delaware corporation.
Citicorp Assurance is domiciled and licensed in Delaware and only Delaware. As Mr. Michener
explained, Citicorp Assurance currently has only two (2) types of business. First, it provides
contractual Lability insurance to Citibank North America, a national bank subsidiary of Citicorp
that is located in New York. The policy insures Citibank New York against its contractual liability
under a debt cancellation agreement that Citibank New York has with borrowers for certain types
of loans made by Citibank New York.

Teichman: Ms. Mulholland, can I ask you to slow down a little bit so that I can -

Mulholland: So you can make notes?

Teichman: Thank vou.

Mulholland: Secondly, Citicorp Assurance provides reinsurance on coverage underwritten
by American Security Insurance Company and Standard Guaranty Insurance Company, both of
which arc Delaware domestic companies and that reinsurance is provided on behalf of Citicorp
South Dakota. another national bank subsidiary of Citicorp.

Welch: Now, Ms. Mutholland, does Citicorp Assurance sell any products at all to the

general public?
Mulholland: No. it doesn’t. As I had mentioned, its customers are Citibank North
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into evidence.

Meisenheimer; Okay. Let’s mark these Exhibit #2, the Form A filing.

Teichman: Qkay, what I've got here is two (2) binders, loose-leaf binders. These are just
copies? One is the same as the other?

Welch: Yes sir.

Teichman: Mr. Hearing Officer, it’s your desire to mark one of them as Travelers Exhibit
#27

Meisenheimer: Right.

Teichman: Okay, so we'll move it into evidence as Travelers Exhibit #2.

Meisenheimer: There’s one other issue that I would like to see addressed at this hearing
today, or it could be submitted within the next five (5} days. I would like to see a list of the
officers and directors that will be involved with the new company with the merger and their
qualifications. And thetr qualifications. Any information that can be released to the public.

Welch: I'd be happy to do that, Your Honor.

Meisenheimer: Okay, we can do that in one of two ways. You can submit something or
you ¢an introduce it today orally. If you know the officers that we're talking about here, the major
officers and directors, you can give a brief bio orally. That way we can address those issues, too.

Welch: In order to be a little more orderly about it, why don’t we submit that
supplementally, We’ll do that after the conclusion of the hearing today. Now, just to clanfy, Your
Honor, when you say officers and directors of the company, you mean of the parent company, not
Citicorp Assurance itself? Because obviously they’re not going to change.

Meisenheimer: Right, nght.

Welch: I'd be happy to do that.

Lee: I guess whichever part is not confidential, obviously, we would like a copy of, and I
think, well, I was going to ask whether these binders are the same binders that were given to Ms.
Rangan on Friday.

Welch: The same thing was provided to Ms. Rangan on Friday afternoon.

Lee: To some degree, your suggestion of either oral presentation or some, we understand,
certainly people’s social security number or home address we have no interest in, but in terms of ---

Meisenheimer: Admission will be made with the next five (5) davs. You'll have an
opportunity to review it. It will be, a copy will be available to you.

Lee: Of those binders, or the supplemental things that are going to be submitted?

Meisenheimer: The binders and the supplemental submissions, both.

Welch: The binders have already becn made available to the individuals.

Meisenheimer: I just wanted to point out, is five (3) days a fair time in order for you to do

Welch: That’s fine, Your Honor. It’s not a problem.

Meisenheimer: I mean, there’s no set rule that it has to be five (3) days.

Welch: Five (5) days is fine.

Meisenheimer: If you can do it within five (5) days, then we’ll have it done by.

Lee: It’s just my understanding that in the prior proceeding that Ms. Rangan described to
me, there was five (3) days sort of after the dust had settled, she had five (3) days to review things.
- Soit’s not, you know, there may be other reasons for extending it further. But obviously if we get
whatever the supplemental submission is on Day 4 of the five (5) days we have to comment, it’s
not a very useful affair to us. You say five (53) days to submit, if you submit it tomorrow, then it’s
only six (6) days. We just want to make sure we have a chance to review.

Meisenheimer: Yes, that's a very valid point, and we’li hold it open five (5) days after we
receive it for your response.

Lec: Sure.
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capitalization and financial strength will be even greater following the merger. The interests of
Citicorp Assurance's policyholders, therefore, will not be prejudiced by this proposed acquisition,

Welch: Okay. Are there any current plans which Travelers Group has for Citicorp
Assurance which are unfair or unreasonable o Citicorp Assurance’s policyholders or perhaps not
in the public interest?

Mulholland: No, both Mr. Michener and Mr. Prince have testified that they plan no
changes to the business, corporate affairs, or management of Citicorp Assurance.

Welch: Okay. Now considering the competence, experience, and integrity of Travelers
Group, do you believe that the proposed acquisttion of control is in the interest of Citicorp
Assurance policyholders and the insurance buying public?

Mulholland: Yes, I do. The competence and experience of the management of Travelers
Group is well-known in the insurance and financial services industries. Again, Citicorp Assurance
only has three (3) policyholders. Its indirect parent, Citicorp — Citibank North America, and
Citibank South Dakota which it reinsures through contracts with American Security and Standard
Guaranty.

Welch: All nght, now is the proposed acquisition of Citicorp Assurance likely to be
hazardous or prejudicial to the insurance-buying public in any respect?

Mulholland: No, I do not believe it will be. First of all, Travelers’ financial strength is
added to that of Citicorp’s. The fact that the acquisition of control of Citicorp Assurance will have
no impact on competition in Delaware and the fact that Citicorp Assurance does not market to the
general public.

Welch: Thank you, Ms. Mulholland. Mr. Examiner, we have no further questions of this
witness at this time.

Teichman: We're going to go off the record for a moment.

Welch: Your Honor, just in case there 1s any doubt, [ think I formally moved our exhibits
into evidence, but | want to be clear about that that we did formally move them into evidence. [
think Your Honor’s already ruled, but just in case I got it wrong . . .

Meisenheimer: We’re talking about Exhibit #1, okay.

Teichman: We have been off the record for just a minute, and as soon as ! hit the machine,
Mr. Welch, vou started to talk. But we are back on the record and nothing vou said was cut off
before I started the tape.

Welch: Thank you, sir.

Meisenhetmer: There’s a couple problems or not really problems, but issues that I would
like to address that I think needs to be addressed here. Going back to our Form A filing just a
minute. 1 would like to see the Form A introduced here as evidence as an exhibit to this hearing.
The information, except that which 1s not public information on the biographicals, but all the other
information [ would like to see someone move it. And if not, we’re going to move it as the agency.

Welch: I have no problem with that at all, Your Honor. So we’ll formally move it at this
time, if that’s would you’d like us to do. We have a copy here I can hand up, and maybe that’s just
an extra copy here Your Honor doesn’t need, because 1 know you already have it. That formally
would move it into evidence subject to the questions that were addressed and discussed carlier in
terms of the biographical information.

Tetchman: Let me interrupt for a sec. If there are, obviously, i1t’s up to you, whatever you
wish to move into evidence, it’s your case. I know you’ve had problems with the biographicals, if
you want to redact just that part and then give us the rest of that, then we can mark it in, if that's
your desire.

777 Yes, the Form A copies which we have here do not inctude the biographical affidavits
or anyvthing that would be filed supplementally, so ---

Welch: Okay, so we’ll hand those up to the Examiner right now, and formally move them
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Lee: Thanks. It, under the heading, yeah. Do you have a copy of it? Under the heading,
“Benefits to Policyholders™ on page 2. You stated to the Commussioner and the Department, “it is
anticipated that the merger will offer the parties opportunities to sell their respective products to
each other’s customers.” Umm, I guess, can you explain a little more what you mean by that?

Michener: Yes, we're hopeful that with the combination of the two companies that there
will be opportunities to sell Travelers products to Citicorp customers and vice versa,

Lee: Would these include selling Travelers insurance products through Citibank branches?
You know, through the banks of Citicorp?

Michener: I don’t know.

Lee: Is it the intent of the company to do that or is it that you don’t know whether that will
be permirted?

Michener: I don’t know whether that’s the intent of the company.

Lee: I'd like the, we submitted as part of our, as one of our written submissions a letters
from counsel to Travelers and Citicorp. I have like two copies, T think though, that it’s my
understanding that they re part of the record. They re written.

Meisenheimer: Sure, we would like to have them marked in as exhibits,

Michener: Do we have them?

Lee: It's actually two (2) letters. You might want to mark them. If you don’t mind, in the
same, | have like three (3) copies. You got them.

Michener: Does that mean you don’t get to ask me any questions?

Lee: What? No, no. You already had a copy. I faxed it when vou called and asked me to
fax it. You know, but { mean, you may not have it with you.

Teichman: Please direct your comments to the Hearing Officer.

Teichman: What [ have here is two (2) documents -

Lee: Hang on a minute. Exactly two (2) documents. One is dated March 30™ and one is
dated March 31.

Teichman: Okay, this is a document that is, I guess, for lack of a better term we’ll call this
Lee Exhibit #1, and it looks like a 5-page letter dated March 30®. Mr. Hearing Officer, is it your
desire to move this Lee’s Exhibit #1 into the record?

Mgisenheimer; So move it.

Teichman: The next item is, we'll mark it as Lee Exhibit #2. And this is a 2-page letter
dated March 31. Mr. Heaning is it vour desire to move this thing into evidence?

Meisenheimer: So moved.

Teichman: Okay. Lee Exhibit #2.

Lee: Okay. [panse]. You got one. I guess with Mr. Michener, in the spirit of trying to
stick with one witness at a time, when you said it’s, you don’t, you're unclear as to Travelers or the
proposed Citigroup’s intent on cross marketing, on selling Travelers insurance products to Citicorp
branches, umm, the two (2} documents that are there, I guess at this point, Mr. Prince, have vou
ever seen these before?

Prince: I don’t believe so.

Lee: And you had said, when Mr. Welch was questioning you, that you were in charge of
the, say again, § guess, he asked you what your role in the merger is?

Prince: I have been asked to coordinate the insurance components of the merger, including
the regulatory approvals.

Lee: The approvals, but in terms of the plan going forward, actua! business plan of the
proposed CitiGroup?

Prince: What I am working on primarily is the insurance approvals to accomplish the
merger. Obviously, the merger has not taken place, so the companies are operating independently
at this point.
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Meisenheimer: Now I have a question, would you state your name, please?

Epstein: Yes, Jonathan Epstein from the News Journal. I'd like for clarification on what
is being left out of the public record as a member of the news media, I'm sure you can understand
we’d protest anything being left out of the record.

Meisenheimer: Sure.

Epstein: Anything that is left out, we’d like that to be as narrow as possible.

Meisenheimer: I would just like to refer you to the public affairs officer after the hearing.
{ don’t think that’s something that we want to address at this point.

Epstein: Well, if you're ruling right now on what’s being left in or out of the public
record, then shouldn’t it be addressed at this point and not afier the fact?

Teichman: Mr. Epstein, the point the Hearing Officer is trving to make is that we’re in the
middle of a public hearing, and it’s kind of like a trial. You wouldn’t interrupt in the middle of a
trial to ask questions of the judge. So the same thing, if you have questions of the Department,
then it would be appropriate at the conclusion of the hearing to ask Department representatives at
that time rather than in the middie of a hearing where we're taking evidence and dealing with
motions and so forth,

Lee: As a participant, | mean, this may - I'll keep it very brief, the idea was that
everything that’s not, that’s exempt under FOY A can be withheld. [ don’t know if vou’ve
detcrmined in advance under the State Freedom of Information law. I don’t know if you've
determined in advance what can be withheld or, if again, not as an attempt to, if they submit things
and we submit a request, would you then rule on 1t, you know rule on it?

Meisenheimer: Absolutely.

Lee: And we'll do that quickly, it’s not an attempt to, but I think that may address it as
well, at least that there’s some ruling and not just a --- that it be clear, not just a, what’s being
withheld and then 1t be actually entitled to exemption under the Delaware ---

Meisenheimer: Okay.

Welch: In response to your specific question, we’d be happy to submit the requested
information and we’ll do so promptly.

Meisenheimer: And then you'll have five (5) days to review it.

Lee: But I guess what I'm saying is are you going to review what they submit and actually
determine whether its exempt under FOYA or not. Or is it just there and they submit it, and ---

Meisenheimer: We'll have to make that decision.

Lee: Well, we need some kind of request, if that’s what triggers the review.

Meisenheimer: It's tmportant to point out that if you're not happy with what you recetve,
then you need to, you can make an objection to us, and we need to make a ruling and if we need to
extend the time frame, then we can do 1t at that point.

Lee: Okay. I guess what I'm saying is that it’s not, literally, if we get it, then we may
submit a request and you can rule on it. And we’ll submit it quickly, you can rule on it quickly . . .

Meisenheimer: Okay? And I think we're at a point now for your cross-examination.

Lee: All nght. Mr. Michener,

Teichman: Let me interrupt, just for continuity purposes. Try as best you can to, we're
pretty mformal here, but, just cross-examine one person at a tume rather than jumping between. 1
realize one question might be better answered by another individuai, but where possible, kind-of
keep vour cross to a single individual before you move on.

Lee: Okay. Oh, I see, but is that -—- I'll try to do it that way, but if there’s a need to go
back, it won't be a — Mr. Michener, if your cover letter to the Form A which I think now has been
moved in, I'm assuming that the Form A and the cover letter to Commissioner Williams has been
moved in ---

Mcisenheimer: Exhibit #2.
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captive insurer, as one of our witnesses put it, is dealing with. Three (3) policies, wholly owned,
no plans to change the business, an entirely different issue than what he’s going at. For that
reason, | would make the objection. 1 think it’s appropriate that if we keep this proceeding limited
to the statutory criteria, we’re going 1o be a whole lot better off. And I think it’s far more
consistent with the purpose of the statute and the purpose of the hearing, sir.

Lee: We think that the statute looks much more to the financial strength of the actual
applicant, which in this instance is the Travelers Group. Therefore, their express plans here in the
presentation, they’ve attempt to not - it’s been a presentation that’s really at odds with the public
presentation of the rationale of putting the two (2) companies together. We think this goes directly
to the financial — what’s at issue is the integrity and competence, the integrity, experience, and
competence of those who would control Citicorp Assurance and the financial strength of the
proposed applicant, the Travelers Group. That’s what we're --- by their logic, the fact that they
say they have no plans to change Citicorp Assurance is not enough. You have to — if a bearings,
a failing securities company applied to Delaware to acquire an insurer, it wouldn't matter if the
insurer was a captive insurer or anything else. The purpose is to look at the financtal condition and
strength of the applicant. And that’s what, I think, after an hour and twenty minutes of read into
the record testimony, I think to aliow us to explore this question is not --- is by no means
unreasonable. And I'd also refer you -— I'd prefer not to do it as an integrity matter, but there is a
contradiction in documents that we’ve submitted today between --- that we wish to explore. That
goes to, I guess even credibility of one of the three (3) witnesses. While I'd prefer not to say it that
way. We think it’s a legitimate —- when the deal of this was announced, a state insurance regulator
that didn't say, “wait a minute, it sounds like that deal’s not permissible under Federal law.”
What's the future financial strength of the applicant? It would seem that most state insurance —-
that that’s at the heart of the future financial strength of the applicant. And that’s what we want to
explore briefly and it would be unreasonable to not allow us to do it.

Welch: Your Honor, if I could make just one quick point. And it’ll be real short. The
point is, the fed issues are to be done with the fed. If you have problems with federal law and
federal points you want to make, there’s a forum there, you can make them. He's done that.
However, if there’s any issue at all about credibility of this management, we don’t have any
problem with these gentlemen and Ms. Mutholland addressing them. So I do think, Your Honor,
respectfully, that this ought to be limited. But if it goes to credibility, I think our witnesses will be
happy to answer it. And if Your Honor has a concern about that, that’s no problem from our
standpoint. I would suggest we keep it as brief ---

Meisenheimer: Okay, but I’'m having some trouble right now with your relevance as far as
the financial. How this is relevant to the financial condition.

Lee: Actually, if I can ---

Meisenheimer: I'm going to allow you to continue, but it’s not going to be forever, We're
Just going to try and see where you’re going.

Lee: I understand. The reason I began by asking, their own presentation at the Insurance
Department said “we’re gonna cross-sell” right under the heading, “Benefits for Policyholders™.

So it seems that that --- unless the showing they’ve put forward to the Department has a benefit of
the proposed merger is the ability to cross-sell.

Meisenheimer: Before you going any farther, too, I need to know if vou’re going to have
an objection as to this exhibit.

Welch: If1 could just take ---

Meisenheimer: First of all, we’ll need to mark this as Lee Exhubit #3.

Lee: It’s testimony of Mr. Prince, so you might want to read —

Prince: And others.

Lec: No, yours.
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Lee: Sir, Mr. Prince, have you scen these two documents before?

Prince: 1 haven’t.

Lee: 1 guess I'm directing your attention to the Exhibit of the March 30" letter. To page 4
of it, second paragraph from the bottom, I don’t know if you want to read it out? I don’t want to
put the words in your mouth, I can read it out, however you want to do it.

Prince: Please feel free to read it out.

Welch: Your Honor, before that happens, let me just interpose an objection if I could. I
think in Your Honor’s earlier opinion you made the point that with matters involving the fed are
pretty far afield. In fact, I think what Your Honor said was it strains credibility, it strains one’s
imagine to figure out what it is that those proceedings have to do with this proceeding. Now I
would make the objection at this time on the relevant basis with respect to communications and
discussions with fed, and all those issues involving the fed, this is not the fed. Thas is the Delaware
Insurance Commission, and as Your Honor pointed out at the outset, we've got a series of these
statutory criteria, and those are the things we’ve tried to focus on. Mr. Lee has appeared before
the fed, we know that, he stated his position before the fed, and he’s been quite vocal about that.
That's a separate hearing, that’s a separate proceeding, the fed can consider whatever Mr. Lee
submits to them that they think 1s appropniate, the fed can consider whatever 1ssues are appropriate
under federal law. I would make the objection on the grounds of relevance here. If Your Honor
rules against this, I would suggest that this line of questioning ought to be limited, it ought to be
kept short.

[pause]

Meisenheimer: Would you mind explaiming your -—

Lee: Absolutely. The, one of the statutory factors is obviously the strength of the existing
Travelers Group and of the proposed merger. It’s, we’ve, and again, [ guess we can develop this.

I was surprised by Mr. Michener’s answer of not knowing, both Mr. Wheel and Mr. Reeve, the
CEOQ’s of the two (2) companies merging at the top level have said that the cross-selling of
products is essential to the merger and is the financial rationale for the merger. These documents,
we te not asking questions to know about the fed proceeding. These documents describe, I believe,
in much more detail than was presented today, the actual business plan of the company. And what
we re asking, we believe it goes to possible hazard and prejudice to the insurance-buying public
and the financial strength of the proposed company because existing law would seem to preclude
that they cross some of these products. There seem to have been discussions in which indications
were given that this might be allowed. *''hat we’d like to explore them. We also have, and I mean,
I didn’t have the, under the integnity facior, competence, expenience and integrity of the proposed --
- those who would control the proposed company? One of the three (3) witnesses, we at least, we
seek to explore a discrepancy between other testimony under oath to Congress and the contents of
these letters which we think is something we absolutely have a right to gently explore in terms of
they presented witnesses, thev've sworn under oath. I'll introduce, 1 guess, Lee #3, which is a
transcript of Congressional testimony of Mr. Prince on April 29" to Congress.

Teichman: Will you provide a copy to counsel?

Welch: Your Honor, if I could make one point, | think the issue here, Mr. Lee’s argument
missed the point. He wants to talk about cross-selling amongst various Travelers and Citicorp
subsidiaries. The point that’s been made here, and I think made very clearly by Ms. Mulholland
and Mr. Prince and Mr. Michener is that what we're talking about is one (1) tiny Delaware
insurance company at the bottom of the chain. It only has three (3) policyholders, and they made
the point very clearly and very explicitly that they’re not selling policies to the public, nothing’s
going to change. This is just one hittle subsidiary that only does a very limited amount of busincss.
Now, Your Honor did make the point at the outset, let’s stick to the statutory criteria. I only make
the point that what Mr. Lee’s going into is something that goes far beyond what this little, this
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Lee: Umm hmm.

Prince: That’s on page 3 of Lee Exhibit #3. If you go back to page 2 of Lee Exhibit #3,
there is a series of questions that Congresswoman Waters asked of Mr. Rhodes, my counterpart at
Citicorp. And I won't repeat them all, but the general tenor of them was, “Isn’t it true that you
sought an informal opinion? He gave you informal support? Isn’t it true that he thought it was a
good idea” And that 1’1l be with you all the way?” Questions of that sort. And Jack wrote,
answered, “no.” At that point, Congresswoman Waters turned to me and said, “All right. How
about Travelers? Were you in the meeting with Mr. Greenspan?” I said, “no.” And she said,
“And you aren’t privy to any information about his response to the idea about the merger?”
Continuing the line of questioning, “Was there some kind of a secret or favorable pre-filing
indication from Chairman Greenspan?” And I answered then and | stand by the answer, that I am
not and was not.

Lee: No, I appreciate — 1 mean, it certainly moves along this way. What I asked you
earlier --- have you seen the Lee Exhibit #1 and #27 The letters between . . .

Prince: | have indeed.

Lee: And, I get the — in paragraph one where it says we appreciate your advice —

Prince: I'm sorry, where’s paragraph one?

Lee: Okay. Paragraph one of letter one.

Welch: It would be helpful if you could identify the date of that.

Lee: Sure. It is the March 30™ letter. The — in fact, I mean, again, it may not be the
formal way - would you be willing to give a similar narrative of your understanding of the letters
and have you seen them before and when you were aware of them and -

Prince: Yes.

Lee: Well, that would be great. We'll be very, vou know, as they said, informal. Go
ahead. Launch into it.

Prince: 'll wait, if [ may.

Lee: Sure. You’'ll see, it’s moving — I mean, we’re not, rather than asking a series of
pointed guestions, we’re more than willing to do the same type of narrative briefly on these two
and?

Prince: Mr. Lee has asked me about Lee Exhibit #3, which is a March 30, 1998 letter to
Virgil Maddingly, the general counsel of the Federal Reserve Board. The brief history of this
document as I recall it is that as a result of a meeting between some of the legal representatives of
the two (2) companies with Mr. Maddingly, this letter was sent to him to confirm many of the
matters that were discussed in that meeting. Uh, I don’t know if that puts it in a better context for
yOou or not.

Lee: I guess, where the letter says, “we appreciate your advice.” At the —

Prince: Can you show me-

Lee: Sure. March 30 letter paragraph one. “Thank vou for your time and assistance and
we appreciate your advice.” Were you —

Prince: I'm sorry. Perhaps I have a different copy than you.

Lee: No, it’s no problem.

Prince: Oh, well you skipped two (2) lines. I'm sorry.

Welch: Well let’s — if we’re going to have that read into the record, it ought to be
accurate, that’s all.

Lee: Okay. “Thank you very much for your time and assistance in the conversations we
had last week. Our objective was to obtain your views on questions important to the proposed
merger of red and blue,” {which is Travelers and Citicorp] “including the use of cross-marketing,
and we appreciate your advice.” Umm, at the time that Travelers’ counsel, Mr. Sweet, wrote the
letter to Mr. Maddingly, you were aware that he was writing a letter? This was conveyed?
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Teichman: All right. This is a 2-page document, or strike that, a 3-page document that at
this point is merely marked for identification purposes only as Lee Exhibit #3.

Lee: Okay. Mr. Prince.

Welch: Your Honor, no objection for purposes of the, the articulated purpose for the
exhibit is to question Mr. Prince on integrity matters, so as I said, we don’t have any objection to
that. Again, the same objection with respect to the fed matters. 1 think it’s far afield, but on that
limited issue for limited testimony, we’re not going to object.

Meisenheimer: Okay. Proceed.

Teichman: This is moved then, into evidence?

Meisenheimer: Yes, it’s moved.

Lee: Maybe, the relevance of the copy that you have. Since I don’t want to put anyone
else’s words in your mouth, but I guess, as to this one, from question - uh, Ms. Waters, from
where Congressman Waters asked you whether you were privy to advice from - she said, the term
of the report. I don’t know if you want to — actually, I no longer have my copy -

Prince;: I'm sorry, is there a question?

Lee: There is a question.

Prince: Okay. What is it, please?

Lee: The question is, is it true that in Congress on April 29, 1998, in rcsponse to a
question whether you were privy to advice prior to announcing a merger from Chairman Greenspan
on the Federal Reserve Board that you said “no.”

Prince: I'm going to ask you to restate that question. I'm trying to understand.

Lee: Sure. Is it true that in response to a question from Congresswoman Waters whether
you were privy to advice given by the chairman of the Federal Reserve Board as to the
permissibility of the merger, that you answered “no.”

Prince: Are you asking me to restate or recharacterize what you’ve introduced as Lee
Exhibit #37

Welch: Your Honor, let me object for a moment. [ have a little trouble following the
question. [ think it’s a little confusing.

Lee: I would have been happy to read it out. You know, I can read it out.

Welch: To the extent, Mr. Hearing Examiner, that there’s some testimony that he wants to
identify, the gentleman wants to identify, and ask Mr. Prince if he stands behind it, I have no
problem with that. My suggestion would be to identify the question and simply ask him what his
position is on that testimony. If he could be just a little clearer. Idon’t follow —

Meisenheimer: We’re having trouble understanding. If you could, you know, redirect?

Lee: Sure. Have you had a chance to review Lee Exhibit #37

Pnince: [have.

Lee: And, and the statement transcribed is yours? You stand behind?

Prince: They are correct.

Lee: Okay. In Lee Exhibit #1, umm, and you object? The statements basically say that
you were not privy to advice from Chairman Greenspan of the Federal Reserve Board.

Prince: Since you’ve asked it four (4) times, should I simply give you a sense of what
happened at the hearing?

Lee: Sure, go ahead.

Prince: I'm glad you were there.

Lee: What?

Prince: You're focusing on a question which is on page 3 of what you’ve handed me. And
the question is, Representative Waters and you aren’t privy to any information about his [referring
to Mr. Greenspan] response to the idea about the merger between you and Citicorp. And my
answer to that question was, “T am not.” That’s the question you are referring to, I believe.
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analysis. So [ would say 1n that sense, he did not provide us any advice.

Lee: Now this will get more into financial. The same paragraph, the same paragraph
where it says — second up from the bottom on page 4 of the March 30 letter where it states, “in
light of the advice we have provided to our clients” jmeaning Travelers and Citicorp) “they are
comfortable proceeding with the transaction, provided you are not uncomfortable with the type of
practices outlined above.” s it your — okay. Would it be fair to say that unless the practices
outlined in the letter of cross-selling were not viewed unfavorably by the Board that the merger
would not have been announced and would not take place?

Prince: I think there are about 12 “nots™ in that. I can’t foliow it. I'm sorry.

Lee: Okay.

Welch: The witness has made the objection for me, 1 guess. I would also note that the
question made some assumptions extemporancously about what was intended in the letter. He
Jumped from a quote into an interpretation of the quote. But in any event, if we could have —

Lee: Sure, no problem. What practice — when, when. What practices — described in this
letter that you say that you've seen, would need to be done in order for Travelers and Citicorp to
even have announced the combination, as the letter says?

Welch: Respectfully, Your Honor, same objection with the question.

Lec: What is the lett - What is the statement, what does the statement mean when it says,
“the merger will only be announced if certain practices are not viewed unfavorably by the Board™?

Pnnce: Let me -

Lee: This goes directly to the financial, because the merger was announced, and yet the
letter implies that if certain cross-selling were not permissible, the merger would not have been
announced. And now it’s being presented that those practices are actually up in the air and may
not be permissible at all. In which case the rationale of the merger falls apart and the strength of
the applicant is not there. By their own admi - by the own admission of the letter. This goes back
to why I'm pursuing this.

Welch: Your Honor, I guess I would only say that that sounds like a piece of the question
and 2 good bit of argument. I had objected when that argument was made. My only suggestion
would be that if we’re going to have questions, let’s have questions. If we're going to have
argument, we’'ll do that, too. But, if we could just have a clear question, we’d be fine with that.
Travelers has no problem with that,

Lee: You testified that you were involved in the negotiation of the contract.

Prince: Yes.

Lee: In light of this letter, if during the two-year waiver period, no cross-selling could
occur, no sharing of data could occur between Travelers and Citicorp, would the combination have
nonetheless been done?

Prince: I'm not sure I understand the line of your questions, but perhaps I could just
respond for a moment and see if we —

Lee: Sure, I have no objection.

Prince: I think that it is not correct, your presumption that the possibitities of cross-
marketing are in danger or in question. I don’t understand that to be the case at all. Cross-
marketing is extremely important to us and it’s an important part of this transaction. I would point
out, if I may, that Citicorp Assurance won’t be involved in cross-marketing at all. There is no
marketing to the public now, there will be no marketing to the public in the future. Now, I don’t
know if that moves the ball along or not. Is there a question that I didn’t answer that’s in there
somewhere?

Lee: Sure. Yes. If this letter which you say you're aware of — I guess we’ll go back,
we'll go back —

Prince: I'm still aware of the letter.
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Prince: 1 was aware that he was writing a letter. That is correct.

Lee: The meeting referred to with Mr. Maddingly, did you attend it?

Prince: Idid.

Lee: Presumably, Chairman Greenspan did not attend the meeting.

Prince: That’s a good presumption.

Lee: In the meeting, in the meeting that Mr. Rhodes did attend with Citicorp, is it your
understanding that in the meeting that Mr. Rhodes did attend with Chairman Greenspan, that an
indication was given to meet with Mr. Maddingly to, in fact, receive this advice prior to
announcing the merger?

Prince: [ am not aware of that.

Lee: Is, is, is, on page 4 of the March 30 letter -

Prince: Yes?

Lee: Paragraph, second paragraph up from the bottom - “In light of the advice we have
provided our client, they are comfortable with proceeding with the transaction, provided you are
not uncomfortable with the type of practices outlined above. While we do not ask for a written
response or presentation to the Board or that the Board address this issue in its order, acting upon
the application, we ask that you advise us if you disagree with the approach analysis taken above.
We will call you Tuesday evening.” How —

Welch: Actually, that’s inaccurate, it says —

Lee: Okay. I'm sorry, I jumped over two (2) words.

Weich: Ithink you did. “We ask that you advise us if you disagree with the approach and
analysis we have outlined in this letter.”

Lee: “This is a very timportant issue for our client in order to maintain the proposed
schedule. We propose to call you Tuesday evening.” How do you — I guess, how do - is it vour
position that the testimony to Congress, because Congresswoman Waters stated — asked whether
advice had been received from Chairman Greenspan and a response “no” without qualifying that,
that Chairman Greenspan’s lawyer had in fact provided advice was an accurate and forthright
response?

Welch: I think I'll enter an objection to the question --

Lee: Go ahead. Sure.

Welch: -- as being virtually incomprehensible.

Lee: Okay.

Welch: Subject to that objection, if the witness understands it.

Prince: I'm sorry, I do not understand it.

Lee: Sure, okay.

Meisenheimer: Mr. Lee, I’'m failing to see where this is going. Would you try to wrap it
up and get to the point as soon as possible?

Lee: Sure.

Meisenheimer: I mean, I'm having a problem following you myself.

Lee: Okay. '

Meisenheimer: Okav? So if you would continue and try to wrap it up, and then we’ll go
to some other questions. We have two other people we’ll do.

Lee; Sure. Is, is, is it - would you characterize the March 30 — March 31 letter as, as
involving advice received from the general counsel of the Federal Reserve Board?

Prince: T don’t think so. I think that the ~ what we went in to see, uh, Mr. Maddingly
about, was to present our proposed transaction and to describe various aspects of it and to describe
the legal analysis that we had and that our outside attorneys had given us about the transaction. He
said he could not approve the transaction. He’s obviously not a member of the Board of
Governors. And he didn’'t express any approval or disapproval of our transaction or the legal
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Lee: And no indication was given?

Prince: Not that I recall.

Lee: The first letter says, “we want to know what you think™ and the second letters says,
“thank you for the assistance.” But nothing was said as to what the person thought?”

Welch: Your Honor, I'l object to that as an inaccurate characterization of those letters.
The letters obviously say what they say, and [ don’t think the examiner can summarize them in one
or two statements and then use that as a predicate for the witness’s — to come up with an answer.
Subject to that, if the witness understands the question subject to my objection, as far as I'm
concerned, he can answer, Your Honor.

Prince: Well again, I'm not sure I understand the question, but let me try to see if we can
move the ball forward. As [ said before, the meeting of the communication to Mr. Maddingly was
to present the transaction and to present our legal analysis. That is, in the course of that
discussion, including these letters, Mr. Maddingly neither approved nor disapproved of the legal
analysis that we brought to the transaction. I think that we were comforted in our own minds by
the fact that we had not received either an approval or a disapproval of our legal analysis. We
went into the transaction believing that we understood correctly the legal issucs involved. We
received good advice. We came out of these discussions believing that. We had exactly the same
view of the world before and after.

Lee: Are these type of contacts with regulatory agencies something that you would do now
that an application is pending?

Welch: Your Honor, that’s one | think I do have to object to on the same grounds. Now
we go beyond the fed, now we’re getting into other regulatory agencies. This has nothing to do
with Delaware and this little msurance subsidiary that sits down in the far corner of this chart
which only has three (3) policyholders which only insures affiliates and which doesn’t seli to the
public and whose policies and plans are not going to change. I think we are way beyond — now
he’s getting into other things even beyond the fed. 1 think we are too far afield, sir.

Lee: Iobject. In a way, we're trying to develop what will be on the record and then the
Commisstoner can make her decision. But we would ask the question and vou’ll answer it. You'll
see whether a company that takes the position that a question about communications with the
Federal Reserve Board chairman can be said “no” when the chaimrman’s lawyer giving the advice
from our perspective. And that’s what we’re trying to put in. Umm, that that that when there’s a
series of letters and clearly communications between the two (2) that will say, all the person said 1s
“thank vou for the letter”. We don’t think it’s credible. We don’t think that that’s — and it’s, it’s —
that that that, to focus on the size of what the — on the size of the company to be bought, and not
the, the ongoing credibility and integrity of the applicants. We think it goes in there. And the
Commussioner can make her decision on the tape of how she thinks. Then the documents are in
there and they can be compared. Again, I mean, that’s what I'm say — that’s why we’re getting it
mto the record. She can then make — she can then make her decision on it. Also, there are other
questions.

Meisenheimer: Well, I'm going to allow you seven (7) more minutes to continue this
questioning on this, and then we’re going to another area because I'm having problems following
you. I'm sorry, but f am.

Lee: Okay.

Meisenheimer: Okay?

Lee: No, no, no. But I also, [ mean, I'm doing it as it is — okay. Seven (7) minutes. The
— to your knowledge, were there communications with the fed — with uh, the Federal Reserve Board
or its senior staff prior to March 30™7

Prince: Well, the March 30 letter I believe came out of our meeting with Mr. Maddingly,
so I would have to say ves.
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Lee: Sure. Yes.

Prince: Every time you ask it, I'm still aware of the letter.

Lee: Between the proposal to share data between Travelers Insurance Underwnting and
the banks, were that — what would be the financial impact on the proposed CitiGroup if that were
in fact not permitted.

Prince: Idon’t know.

Lee: Given that the letter implies that the deal would not - that the proposed merger would
not have even been announced unless these things were permissible. You don’t — you have no idea
what the impact of that would be?

Welch: Your Honor, I'il object to that, 1o the -

Lee: What - he doesn’t know? I mean. Okav. Go ahead.

Welch: [f1 could give my objection that might be helpful. Your Honor, I'll just object to
the question as argumentative and as including an improper premise in the sense that it purports to
be predicated on some invitation that Mr. Lee sees as being involved with the letter. 1 think you
can ask him about what the letter says, he could ask him about what the letter doesn’t say, but 1
don’t think he can predicate his question. Again, we’re talking about letters to the fed, now, that’s
pretty far afield. But I don’t think he can predicate his question on his assumption about what it
means, that’s all. I object to the guestion on that basis and request that it be rephrased. ! would
also comment that again, without being tedious, Your Honor, 1 don’t mean to be, but the fact is we
are pretty far afield.

Meisenheimer; If we don’t get moving along here with direct questions, and then if there’s
going to be an argument or summation, I'd like for you to do it at the end of this question.

Lee. Yes, sir.

Meisenheimer: You still have the nght to object to the questions, but if we get into
argumentative statements, then we’re going to be here all day. So I'd like you to keep vour
questions as direct as you could, rather than speculative.

Lee: Sure.

Meisenheimer: Okav?

Lee: Sure. The — turning to the second letter, March 31. The second letter, the second
letter references — says - the first letter says we will call you Tuesday evening. The second letter is
dated a Tuesday and says, “Thank you for your assistance.” Were vou a party to the tel — to the
telephone conversation referenced in the letter?

Prince: I was not.

Lee: Was the, was the substance of the conversation rela — relaved to yvou?

Prince: It was.

Lee: What was relayed to you? By whom?

Prince: By counsel.

Lee: What was relayved to you?

Welch: Your Honor, I'lt object to the attorney/client advice that that question might raise
and conceivably does. Subject to that, the witness can answer,

Lee: Not what advice were you given, but what — to the degree that you seem to have been
willing to address these communications with — communications with the Federal Reserve Board,
going to the likelihood of the approval of these practices, what would — what communication of
Mr. Maddingly was conveyed to you?

Prince: I'm not sure I understand to the extent I'm willing to address these as part of your
question. My recollection these many months later of the brief telephone call I received was that
Mr. Maddingly had received the letter and had thanked us for sending it in.

Teichman: Sir, I need to interrupt for a minute. Can vou keep your voice up so that —
vou’re starting to fade. Just keep your voice up.
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Lee: Do you remember the date of that meeting?

Prince: I do not.

Lee: Other than that then, what then — the one meeting with Mr. Maddingly referenced in
the letter — are you aware of other contacts between Travelers and the Federal Reserve Board in
connection with this?

Prince: Are we talking about the meeting with Mr. Greenspan that I did not attend? I
don’t recall the date of that, so I don’t know whether it was before or after this one. Those are the
only two (2) meetings that [ know about.

Lee: Are you aware — will you be surprised if, under the Freedom of Information Act, we
have, we had received a fax from Skadden Arps outside counsel to Travelers to the fed dated
March 24?

Prince: The question is would I be surprised at that?

Lee: Yes.

Prince: No.

Lee: Would you - do you have any idea what that communication involved?

Prince: No.

Lee: Are you aware of any communica — any further communications between Travelers
or Citicorp to the degree you're aware of them, and the Federal Reserve Board or its semor staff
from March 30" - between March 31 — from March 31* forward?

Prince: After the date of these two letters?

Lee: Yes.

Prince: I'm not aware of any. That doesn’t mean that they didn’t happen. [ wasn’t
directly involved in that process, but I'm not aware of any.

Lee: Can vou describe the process between the March 31% confidence that your legal
analysis, as you say, vour legal analysis was not, wasn’t unfavorable to the fed, and the actual
announcement of the proposal? Of the proposed merger?

Welch: Your Honor, could we have that question read back? Or I'm sorry, I guess we
can’t because there’s no reporter. But if that could be rephrased - two pieces didn’t seem to fit
together.

Meisenheimer: Would you rephrase your question?

Lee: Sure. Is it your — I'll change the question. Better vet. Is it your understanding that
the March — subsequent to March 31 and prior to April 5° when the merger agreement was signed,
there were no further communications with the Federal Reserve Board?

Prince: Well I think ["ve just answered that question.

Lee: Okay.

Prince: Do you want me to restate the answer?

Lee: No, no. No, no. It’s your understanding that vou're not aware of them?

Prince: That's correct.

Lee: Are vou aware — since the applicat — since an application has been filed with the
Federal Reserve Board, are vou aware of, other than written submissions sent to the parties,
communications with the Federal Reserve Board?

Prince: I - there have been a couple of meetings with a large group of staff of the Federal
Reserve Board to go over a variety of matters that I have attended. I can recall two (2} of those. 1

believe those have both been summarized in notes. But other than those two, I'm not aware of any.

Teichman: Mr. Prince, please keep your voice up.

Prince: Isaid I'm aware of two (2) meetings with a large group of staff with the Federal
Reserve Board to go over a variety of matters. I believe that those two (2) meetings have been
summarized in minutes. I'm not aware of other communications. That doesn’t mean there haven’t
been any. I'm not directly involved in that process. But I'm not aware of any.
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Prince: 1am. And I'm also aware of our strong, unequivocal denial of the facts in that
allegation.

Lee: And is it your understanding that the facts in that allegation involve not only
discrimination in mortgage interest rates, but also insurance issues? Credit insurance?

Welch: It strikes me, Your Honor, that the question is objectionable on the grounds that
the examiner referred to the facts in that case. Mr. Prince has pointed out that the allegations in
that case are something which Travelers denies. I'll object to that characterization to the extent
that he wants to ask him about what he thinks the facts are, which he’s already done. The
allegations have been denied, where the thing stands. He can ask about that. The question was

LInproper.
Lee: No, we re asking actually about his awareness. I mean, we don’t object to putting it
in that they disagree.

Prince: Thank vou.

Lee: Mr. Michener, as -- in your position as Travelers Insurance — Travelers Property &
Casualty, both the National Fair Housing Alliance filing with HUD and the Harnis filing with
HUD, are you aware of both of them or one or the other?

Michener: [ am not aware of the Harris filing, I am aware of the National Fair Housing
filing, and I agree with Mr. Prince’s comment on it. And the only other thing [ would add is that
the same time and the same day or two, filings were made against a number of other insurers, so [
don’t believe that the filing — the alleged, the aliegations in those complaints are really directed at
Travelers, they re directed at the insurance industry.

Lee: Actually, [ don’t want to — Rashmi?

Rangan: Yeah. Actually, in this matter that is here today -

Teichman: Ms. Rangan, just go ahead for the record and state who you are.

Rangan: Okay, my name is Rashmi Rangan. And Ms. Mary Harris, who I worked with
last year to help her file her complaint with HUD, is here today and later on, time permitting, she
will testify. Back to some line of questioning that Mr. Lee was conducting, [ think my personal
biggest concerns and fears are the — goes back down -

Meisenheimer: Excuse me, but you're making the statement, and we’re asking questions.

Rangan: Okay. I will ask questions. On 29" of March, you stated that you did not
receive or to the effect that you did not receive counsel from Greenspan or anybody ¢lsc in his
office. On May 30" — March 30", you requested categorically stating that unless cross-marketing
opportunities were permitted, the merger would not move forward because it is not beneficial to the
clients. You asked in that question — letter, clearly that if we do not hear from you, we will assume
that our presumption is clear. Is that correct?

Welch: I'll object to that, Your Honor, on the grounds that 1 think it isn’t a question, it’s a
scries of perhaps four (4) or five (5) questions beyond which it also includes, I think, the
examiner’s perhaps argumentative point of view with respect to what she thinks the letters mean
and the letters say or what was done. It might be better if we had one (1) question at a time asking
about specific events, specific situations, so the witnesses can answer it and we can move on. A
long diatribe like that followed with a question, “Is that nght?” that’s a tough one for any witness
to handle, and so I object to that.

Meisenheimer: Excuse me. We’re going to recess at this point and we’ll be back.

Teichman: I'm sorry. We’re back on the record. 1 apologize for that.

Welch: Your Honor, I would simply make the point that number one, our witness doesn’t
have any problem with testifying about anything that’s relevant to these Form A standards. It’s not
a problem in anv respect. However, if you look at this article, Matthew Lee, Exccutive Director of
the -

Lee: That’s not what -
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Lee: I'm actually going to — I am going to - excuse me, Your Honor. Go ahead.

[pause]

Lee: I'm going to turn — Ms. Rangan said that of the 7 minutes, 3 minutes remain.

Teichman: We’re going to go off the record for just a minute.

Teichman: We’re back on.

Lee: Reserving those 3 minutes, moving to ancther area. You had testified under Mr. - in
response to Mr. Welch’s question about the two (2) banks owned by Travelers.

Prince: Yes.

Lee: Travelers Bank & Trust FSB, Travelers Bank USA.

Prince: Still those two (2).

Lee: In terms of the, the, the uh compliance which was raised on, on, on direct, umm, do
you recall in 1997 a finding by the New York Banking Department that commercial eredit and
subsidiaries were not complying with the Home Owners Disclosure Act in New York state?

Prince: 1don’t remember a finding by the New York Banking Department. 1 remember
you raising the issue. And I don’t believe Citicorp has anything to do with those two (2)
companies. So it may be that the New York Banking Department found something, [ don’t recall
it. I remember the issue coming up.

Lee: Dovyou-

Meisenheimer: Mr. Lee, would you tell me -

Lee: What the relevancy 1s? Compliance. They raised on their — they, they, they put into
the record that that, that the applicant, Travelers Group, has a compliance program and a
compliance culture, has never had a license removed, so | have a series of a few — it’s a few, it's a
few questions that we think are inconsistent with that,

Sullivan: That was the testimony —

Teichman: Sir, let me interrupt you. You made a couple comments — who are you, sir?

Sullivan: My name is Bob Sullivan, from Skadden Arps representing Travelers.

Teichman: Thanks.

Sullivan: I think the hearing testimony of Mr. Michener reflects that the question asked by
Mr. Welch was, “Has any Travelers Insurance subsidiary license been suspended or revoked””
Not as Mr. Lee has just characterized as any license by Travelers Group or its subsidiaries.

Lee: That wasn’t the question. There was a question, 1 think, to Mr. Prince about the
banking subsidiaries of Travelers. I guess, identify — we have to presume that what you asked, that
what you put in you believed was relevant. So we ask questions about it.

Sullivan: Yes, but the question went to -

Lee: Right.

Sullivan: -- Mr. Michener that you referred to was, “Did any license of any of the
Travelers Insurance subsidiaries, have they ever been suspended or revoked?”

Lec: Right.

Sullivan; The answer is no.

Lee: Right, no, no, I did remember that.

Sulltvan: Just for clarification.

Lee: Mr. Prince, are you aware of a filing for insurance redlining by the National Fair
Housing Alliance with HUD conceming Travelers Insurance?

Prince: I am, and I’'m aware of our strong, unequivocal denial of it.

Lee: Are you aware of the status of it?

Prince: Ibelieve it’s not moved since then. I believe it was filed, we answered it, and 1
don’t believe HUD has taken any action on it since.

Lee: Are you aware of a racial discrimination filing with HUD by Mary Harris concerning
Commercial Credit in the State of Delaware?
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Meisenheimer: Mr. Lee, that is an assumption. | want you to move on.

Teichman: And before you do that, Mr. Prince, can I ask you to move the seat closer to
the microphone?

Prince: Sure.

Teichman: Your voice tends to trail off.

Lee: More substantively on that pomt, as it goes to whether or not the proposed CitiGroup
will be ~ will, will, will in fact be allowed to cross-market during the two (2) vear divestiture
period or further, is it your understanding that the four (4) in — in Exhibit #1, the March 30 letter,
the four (4) numbered points combining and bundling products between Citibank and - Citicorp
and Travelers, doing relationship pricing, tying the pricing of insurance products to a banking
relationship, sharing the databases of the insurance company, including health insurers and the
banks, and finally providing a single consolidated bill between banks and insurance companies. Is
it your understanding that the Federal Reserve Board — that, that general counsel Maddingly has
stated that those practices are consistent with, with not having an unfair competitive advantage and
being able to divest the business.

Welch: Let me object -

Lee: That’s — it may be long, I don’t think it’s unclear.

Welch: Your Honor, a couple of points. Number one, it 1s extraordinarily long. Number
two, more importantly, he’s injected four (4) new issues relating to cross-setling by insurance
subsidiaries and banking subsidiaries other than Citicorp Assurance. Again, the proceeding here is
Citicorp Assurance. Citicorp Assurance doesn’t sell to the public, 1t’s only got four (4) - three (3)
customers, rather, it doesn’t intend to sell to the public. Nothing’s going to change. He’s talking
about a whole series of different companies that have nothing to do with this transaction. With
apologies, Your Honor, 1 feel compelled to point that out and to make that objection. Now, if the
witness understands the question, and he can add something — as far as I’'m concerned he may
answer, But the line of testimony is just way far aficld.

Meisenheimer: One question, go ahead. But vou’ve got to get to the point.

Lee: I'll say this now, in, in the nature of it — given, and I don’t know if, if we’d submitted
this letter earlier, that’s why I don’t want to go on. The key quote from this letter, we find, is — and
this is why it goes to the financial strengths of the proposed acquirer — is this. From page 4 of the
March 30 letter, second to the last paragraph. “'In light of the advice we have provided to our
clients” [i.e. Travelers and Citicorp] “they are comfortable proceeding with the transaction
provided that you are not uncomfortable with the type of practices outlined above.” From that we
infer that the CitiGroup combination, whici: will be the proposed acquirer and controller, Citicorp
Assurance, is dependent on being able to do these practices. That’s why thev’re relevant. It goes
to the prospective financial strength of the acquirer. And that’s why - the letter says it, the letter
says we are comfortable combining the two (2) companies, which is what this application is all
about, only if these practices will be permitted. And I named the four (4), that’s why it was a
lengthy question. The practices being the sharing of data between insurance companies and banks,
the bundle - the tying of pricing between insurance companies and banks, -- the point is not
whether or not Citicorp Assurance is going to tie its practices, although it could. It may only be a
captive insured now, but it’s chartered to do a full line of P & C and can at any time. And there’s
no representation in the record that they will not immediately after, after — if there were an
approval, being doing so. So it seems a fair thing to explore at this time. But I - I honestly - !
believe that in light of the sentence which is not — you know, it's not — it’s from senior outside
counsel to the Travelers Group stating to the Federal Reserve Board they are comfortable
proceeding with the transaction, i.e. merging Citicorp and Travelers. This letter is written before
the deal was even announced. If you, the Federal Reserve Board, are not uncomfortable with four
(4) sets of things. And so we’re exploring whether in fact they've been given any assurance of
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Welch: If 1 could finish my objection if it’s all right, sir. s using every means possible to
derail the Citicorp Travelers Group merger. Mr. Lee asked the Federal Rescrve Board to fill out
the application. Uh, if the fed refuses, Mr. Lee has asked several other regulators to recuse
themselves. It’s thematic that Mr. Lee’s opposition to this transaction and perhaps a whole lot of
other merger transactions, I don’t know. Our witness will answer any questions Your Honor thinks
are appropriate, but I don’t see that this is substantive evidence of anything. 1 don’t think it’ll
come in as substantive evidence. Subject to that, we don’t have any problem with the witness
answering any questions.

Meisenheimer: Mr. Lee, would you explain?

Lee: Sure. I mean, I guess it aimost goes directly to — in the earlier testimony, I asked Mr.
Prince what was his understanding was said in the telephone conversation between Mr. Maddingly
and Travelers counsel between the March 30™ and March 31* letter. As I recollected, Mr. Prince
said all that was said was, “thank you.” He thanked them for the letter. And this article reported
by a respected banking trade paper on page 3, full paragraph 3, says, “during that call, Mr.
Maddingly said, he told the lawyers the cross-selling plans should not interfere with the divestiture
requirements or give the company an unfair competitive advantage.” Which is quite different than
“Thank you for the letter.” And that’s what Mr. Maddingly said. Unless there’s some idea that
Barbara Reem, 12-year banking reporter, made up the quote from Mr. Maddingly, either Mr.
Prince — they're inconsistent. Does Mr. Prince stand by

Meisenheimer: I'll mark that as an exhibit and then I'll let you stast with your questions.

Lee: Okay. In fact ['ve even asked the question. And now I'll ask it again. Mr. Prince, if
I recollect this moming before the break when I asked what was said in the telephone conversation
between the March 30 and March 31* letter, Exhibits 1 and 2, you said that what was said was,
“thank you for the letter.” In Exhibit #4 just introduced, full paragraph 3 on the third page, it is an
article by Barbara Reem of the American Banker, it states during that call, Mr. Maddingly said he
told the lawyers that cross-sclling plans should not interfere with the divestiture requirements or
give the company and unfatr competitive advantage. [s it still vour position that what was said in
the call was, “thank you for the letter”?

Prince: What I testified to this morning was what the lawvers told me. And I stand by that
testimony. What you're pointing to is a comment that supposedly Mr. Maddingly told the lawyers.
You're missing the middle part of that. You’re missing the middle part of that. Now, I have heard
our lawyers tell us that it’s very important, coming to your point on Maddingly’s comment there,
that our cross-marketing plans ought not — we must make sure they do not interfere with the ability
to divest the insurance companies. If that quote is accurate, then that may be where that came
from.

Lee: But it remains your testimony that you’re aware of both letters and that what was
conveyed to you after the communication that followed the March 30 letter, all that was conveyed
to you was, “thank you for the letter.” And on that basis, the merger went forward.

Prince: I'm not sure how to answer that question. I stand by my testimony this moming,
Is there a different question that I"ve missed?

Lee: You stand by — you also stand by the testimony that that was the last communication
vou are aware of with the fed and following that, the merger was announced?

Prince: If I can, make sure you recall I said I wasn’t personally aware of any other
communications. There may have been some. You remember I said that? But I'm not personally
aware of any others.

Lee: You also testified that you were involved in negotiating the agreement presumably in
reaching the final agreement.

Prince: Indeed I was.

Lec: So it would be reasonable to assume that if there were -
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that, that — that this is central in any way. The Form A is informationally incomplcte'. Provides a
superficial analysis and is incorrect. We dispute whether they would be able to holq it for ﬁve‘(S)
vears and we think that goes to the financial strength of the company. We were hopmg.to receive —
the problem is that we received answers - this is why we asked for discovery - we received
answers that have been, I never knew we were going to cross-marketing from the head of
insurance. We’ve received answers where we didn’t — I don’t know - I'm not saying you're not, |
mean -

Meisenheimer: Mr. Lee, what you're doing is making an argument here. You're going to
have a time to give your testimony, and that’s what I would like to move on towards.

Lee: I guess that I was noting that we object that it would have been more useful to us to
have the actual — as you noticed in our first question after the break, what was said by -

Teichman: I think, Mr. Lee, the Hearing Officer has made a ruling with respect to your ~

Lee: Okay — we thoroughly object that neither of -

Teichman; Mr, Lee ~ there will be ample opportunity — Mr. Lee —

Lee: -- that neither author of the two (2) letters, Swede and Sabel, were here, because no
one else can answer what was said, apparently.

Teichman: Mr. Lee. Everybody will have an ample opportunity to make arguments to the
Hearing Officer when the testimony is complete, when all the evidence is received. Once the
Hearing Officer makes a ruling, and he tells you that he wants to move on, that means that he
needs to move on,

Rangan: [ have a few questions and anyone can actually answer. But to begin with, how
many of you are here today?

Meisenheimer: What's the relevance of that?

Rangan: How many of your legal counsel is here to defend against two (2) community
activists? If's a question that I'm quite interested in knowing what are we pitted against, how long
is the . If you don’t wish to answer, that’s fine.

Welch: The only person speaking on that today, Your Honor, as far as I'm concerned, is
me. I've made the objections that I think are appropriate, and by and large, I think we’ve had the
witnesses answer questions, and I fail to see the relevance of doing a head count on whose in the
room.

Meisenheimer: We have the register of attendees here, which you're perfectly welcome to
have a copy of.

Lee: Great,

Rangan: Also another question. Was Citibank Assurance Corporation chartered to and is
empowered to other property and casualty insurance, including to the general public in Delaware?

Prince: I'm sorry, [ didn’t hear the first part of your question.

Rangan. Okay. Was Citibank Assurance chartered to and is it empowered to other
property and casualty insurance, including to the general public in Delaware?

Prince: I don’t know the answer to that. T assume it’s a matter of public record.

777: T would suggest that Ms. Mulholland answer that question.

Mulholiand: Yes, and the answer to the question is yes.

Rangan: Thank you. It has also been stated time and time again that Citicorp Assurance
Company basically does only captive insurance. Exhibit #4 of Exhibit #1 states “Citicorp
Assurance Company has directly written 901,000 policies and has .898% of the market share.™ 1
just need some clarification and explanation.

Mutholland: Perhaps I can clarify that, That is ~

Teichman: Ms. Mulholland, could I get you to come around so that we can get you on
tape?

Mulholland: In answer to your question, the 901 is dollars and the - that is the contractual
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being able to do the four (4) things. Because in fact if they haven’t, the financial strength of the
proposed acquirer is in question and needs to be further examined. If they admit it sure, that’s then
— well it’s inconsistent with the prior testimony but at least it’ll show something.

Welch: Your Honor, it’s a lot of argument. It’s a lot of rthetoric. [ think what it really
does is highlight the first sentence of this letter that Mr. Lee puts in. Matthew Lee, this will make
an argument, Executive Director of Inner City Press, is using every means possible to derail the
Citicorp merger. This stuff has nothing to do with this Delaware proceeding. Now you’ve got a
company like Travelers, multi multi-billion dollar situation, assets, the whole thing. It’s as strong
of a financial vehicle as you can imagine. Sure, cross-selling, it’s got some — there’s some
opportumities to it. The fed can do what the fed is going to do. Nevertheless, the theme here, the
key theme is Matthew Lee is going to use every means possible as his exhibit points out to try to
derail this thing. Subject to that objection, I do find no objection as far as I'm concerned and the
witness can answer.

Lee: We don’t dispute that we object. The facts that we are opposing in other forums
have — doesn’t make the question less refevant or not. It goes directly ~ their own letter to the fed,
unless the letter to the fed wasn’t true. It says they feel comfortable going forward provided you
are not uncomfortable with those practices. It is a totally fair inference to say if you’re not allowed
to do the four (4) things, they are not comfortable with the transaction and they wouldn’t do the
transaction.

Meisenheimer: Do you have any other questions?

Lee: No, I, the question — I, it’s still - it remains up in the air. He said you don’t object to
him answering — | can rephrase it, | can ask it —

Prince: We don'’t.

Lee: Okay.

Welch: As far as, Your Honor —

Meisenheimer: Let’s wrap this up.

Prince: I thought I heard four {4) questions in there. First, I would disagree with your
characterization of the four (4) points, but they are what they are in the letter. You asked whether
or not not being able to do cross-marketing would somehow implicate the financial strength of the
company. I think that was the basis of your question. I think as we’ve gone through and looking
at some of the exhibits of the financial size and strength of the company, cross-marketing is an
ability for the company to do more. But the notion that if we were not permitted to do cross-
marketing, that somehow the financial strength of our company would be called into question, is |
think with respect, silly. Just silly. Another question you asked was whether or not, when we said
in the letter we were comfortable proceeding, provided you, and you said, meaning the Federal
Reserve Board.” That’s wrong. This is not addressed to the Federa! Reserve Board, it’s addressed
to Virgil Maddingly. The fourth question I heard in there was had we received any assurance on
the cross-marketing”? And the answer to that is no. I don’t know if there are any other questions in
there, but those are the four (4) I heard.

Lee: I guess what I - what — given what the letter says, that the two (2) companies are
only comfortable proceeding with the transaction of the proposed merger if the general counsel of
the Federal Reserve Board, chief legal officer that advises the Board on the permissibility of
activities, is not uncomfortable with it, it doesn’t — we believe that the application - do you - you
were involved in preparing the Form A, as you said earlier.

Metsenheimer: Mr. Lee, I want you to wrap this up. I just — please wrap it up. Because
you’ve read that paragraph about six (6) times now. And I think it’s time to make your point. You
ask vour question, you get your answer, and we move on to something else.

Lee: I guess, vou know — if you want to know what the poiat is, the point is this is not in
the app with the Form A. The Form A describes the overall merger without stating that this is ~
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Michener: My testimony, and I think the testimony of others is that we have no current
plans to change the operations of the company.

Lee: But there is, there is also no - the company could do it. There is no commitment
being made in the record to the Department that that will not take place.

Michener: I can’t testify to what could happen. 1 can only tell you what the facts are.
The facts are that we have no current plans to change the operations of the company.

Lee: Exactly. I'm asking not what the plan is, but whether any representations are made.
Number two, is — and is, is, are you representing that, that, there — that, is Travelers committing
nto the record that if it were allowed to acquire Citicorp Assurance that Citicorp Assurance would
not be merged into a Travelers insurance company for any committed-to length of time? Two (2),
five (5), or is it simply, are you — is that a commitment that is being made or is it simply a
statement that there is no plan at this time?

Welch: That’s about four (4) questions —

Meisenheimer: Stop.

Welch: Sorry, Your Honor, but subject to that, if the witness understands and wants to
answer the question, I have no objection.

Michener: We have no plans to merge the company in with any other companies if — I just
know from my general expenience in the insurance business if plans such as that were developed,
we would have to go through a process similar to this in the future. It would require regulatory
approval and would have to go through that process.

Lee: Does that apply to the, to the first question about writing property/casualty directly
to the public? Would you have to apply for, for, regulatory approval or would you just do it?

Michener: 1don’t believe we'd have to apply for regulatory approval to do that.

Lee: And then the third question is, is financial in nature. And it involves either by, either
by projected earnings or by percentage of projected earnings, what impact does Travelers believe it
would have to not be allowed to engage in the four (4} practices described in, in Exhibit #1 during
the two (2) year waiver period.

Welch: Objection - clanty?

Meisenheimer: Could vou clarify it, please?

Lee: Sure. That, that, that given — it was described that there was a due diligence made,
it’s been described that the deal is well thought-out. What, for the record, what would be the
financial implication of — since there’s no assurance that these things ~ that, that, that — these
practices that were described as being important can be done, whether there is any way whether
Travelers in its due diligence in thought about the merger calculated in any way the result on
earnings or financial strength as you define it of not being able to do — not being able to cross-
market, and in fact, divesting insurance underwriting in two (2) years.

Meisenheimer: Do you understand that question? Because I don’t. I'm sorry.

Lee: Okay, I'm assuming —

Meisenheimer: Would you rephrase it one more time, please?

Lee: Okay. Okay. I'll rephrase it, you're right. Let me not. .. A representation has
been made that the company is strong and will be a benefit to the policyholders. What provi —
what estimate has Travelers reached as to financial strength if it is in fact required to divest its
msurance underwriting business two (2} years after a prospective Federal Reserve approval?

Michener: The question of the impact, the financial impact on the combined company with
divestiture is one that has not been calculated. [ think that analysts have looked at those figures
and have made rough calculations based upon published figures. The company has not done that
because the company doesn’t know what form the divestiture would take. The published reports
that I have seen have suggested it might impact 10% of our combined earnings. But again, those
are a third party’s, those are not ours. We have not made that calculation.
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liability insurance that we sold directly to Citibank North, N.A., the New York bank.

Rangan: Does any other insurance company offer the same protection to the same
suhsidiaries of Citicorp? I don’t understand the market share of .898%. Where is that denived
from?

Mulholland: Okay, that other liability is a line on the annual statement. The NAIC adds
up all the lines and gets a total premium written for each line of insurance sold in the property and
casualty field. That’s the miscellaneous line that includes anything that doesn’t fall into vehicle
insurance or such things. Under other liability, our debt cancella — our contractual liability for the
debt cancellation is reported at $901,000. The annual premium.

Rangan: And the percentages are percentage breakdown of all of your loans, is that 1s?

Mulholland: No, not at all. It has nothing to do with loans. The $901,000 is less than 1%
of that total line of insurance as reported to the NAIC.

Prince: By all insurance companies in the state.

Rangan: Okay.

Mulholland: No, 1 think in the country.

Lee: Why is this — why is this listed under Citicorp Insurance? Are these policics written
by Citibank, N.A.?

Welch: Your Honor, I have no objection to the question, but I think we’re getting into a
free-for-all here where we’ve got person shooting questions and another person jumping in. The
indication was that we’d follow standard tnal procedures, and I'll object on that basis.

Meisenheimer: Sustained.

Rangan: [ still need — I'm sorry, but I cannot understand, umm, the percentage
breakdown.

Michener: Why don’t I take a shot at answering this question? I think I testified to it
carlicr. These are the numbers that are indicated on Exiubit #4 of Exhibit #1 are dollars and
they’re in thousands of dollars. So if we start at the top — well, let me start even further. The
source of this data is shown on the bottom of the page and is based on data from a company called
One Source. And they collect, they are one of the organizations that collect data on premiums
written by insurance companies countrywide. So in Delaware, for 1997, I believe, the entire
industry, if you add up all the insurance companies in Delaware under this particular line of
insurance, it will be $100,300,000. That’s the top line. The next line is if you take all of the
current Travelers Group subsidiaries that write this line of insurance in Delaware and add up their
premiums for 1997, you'll get $4,240,000 and thai works out to be 4.227% of the entire industry.
And to keep going, Citicorp Assurance, their premiums were $901,000, their total — their percent
of the total was .898%, so less than one percent. So finally, you add, just adding up those numbers
and those percentages after the merger in this one particular line of insurance, 1 keep pointing that
out, the total will be $5 million — or would have been in 1997, $5,141,000 with a market share of
5.125%.

Rangan: I think I understand it, thank you very much.

Meisenheimer: Do you have any rebuttal to the question?

Welch: No, Your Honor, we don’t at this time,

Meisenheimer: 1 think at this point, then, I think we're ready for your testimony, Mr. Lee.

Lee: We have a witness who’s been waiting.

Teichman; Let’s just go off the record for a minute.

[pause]

Teichman: Okay, we're back on the record. It’s about quarter to 2 in the afternoon.

Lec; Mr. Michener, is Travelers representing that Citi — that if it were to acquire Citicorp
Assurance that it would remain a captive insurance company and not write property/casualty
insurance 1o the public in Delaware or elsewhere?
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Lee: Well, you said it depends on the form the divestiture takes?

Michener: Is this the fourth question?

Lee: It’s a — well, I find it hard to beheve -

Meisenheimer; One last follow-up question. This is the last question.

Lee: Sure. So, well, I guess it’s your testimony that Travelers does not know what the fi -
what, what the financial impact would be if legislation is not passed allowing you to keep insurance
underwritings?

Michener: I think that’s the same question, and | would stand by my answer.

Teichman: Before the witnesses are excused.

{pause]

Meisenheimer: There’s just a couple things that we would like to clear up for the record.
Number one, Citicorp Life is not a Delaware company as far as, you know, the hearing today. It
may have been a little bit confusing for the record, so we just wanted to clear that fact up. And
number two, we wonder if going down the road, if HRT docs not pass in the next few years, will
the company have to divest itself of its insurance? Have you thought about that?

Teichman: Again, that might be information that’s sort of up to you, if you want to — if all
of you want to address that more, that’s more of a legal argument as to why - there was a
statement made earlier that Citicorp Assurance — even if the federal banking regulators required
down the road that this deal be unraveled that Citicorp Assurance would not be an entity that had
to be divested from CitiGroup. Umm, that’s probably more a legal argument that you might want
to address in ¢losing, or however vou wish to do it. . .

Welch: Well, that’s fine. Mr. Prince’s testimony did anticipate that, so umm, why don’t
we direct that question to Mr. Prince and let him respond to it?

Prince: I frankly don’t have anything to add to what I just said. The federal banking laws
draw distinction between various kinds of insurance, and I understand that the kind of insurance
that ts written by Citicorp Assurance is not prohibited and that we would not be, of course, under
any circumstances to divest Citicorp Assurance. So I don’t have anything to add to that, if vou
wanted a further analysis of it we’d have to do that supplementally.

Meisenheimer: That'll be fine. Okay, we’re ready for your testimony.

Rangan: May I present a witness? This witness is a Delaware resident, has experiences
with one of Travelers subsidiaries, and we want to bring to light that issue of competence,
experience, integrity, of the acquirer and both Matthew Lee and myself are very familiar with this
case and we want to help our witness along so that she can present her case to the hearing today.

Meisenheimer: Look, I'm trying to see the relevance of this. Where do you think it’s -- ?

Rangan: Uh, Ms. Harris had experience with, uh, Commercial Credit, a mortgage loan
through them for placed insurance, very high credit insurance. A complaint had been filed with
her, we still do not know the outcomes of it, but we are addressing basically, uh, the issue of
competence, experience, integrity of the acquirer to show that Delaware residents have been
mmpacted, uh, there is a, umm, this merger is hazardous and, uh, prejudicial to the Delaware public.

Meisenheimer: 1 will allow this for a short time. We'll see where it goes. If I don’t see
where it’s going anywhere like some things that we’ve done the first part of this morning, then I'm
going to just —

Rangan: Basically, this is not a question and answer, we are just helping Ms. Harris, who
has never had an experience to present in this kind of setting, along with her story.

Welch: Your Honor, may I speak to that for a moment?

Meisenheimer: Sure.

Welch: We understand Your Honor’s ruled about Ms. Harris speaking; however, Your
Honor has also ruled that Ms. Rangan and Mr. Lee are not entitled to appear here as counsel.
They are not Delaware lawyers and they ought not serve in the capacity as Delaware lawvers.

37
37

1



Weich: And the fact that HUD has not responded already we think is significant. So we
would object on a substantive basis to that just to preserve the objection. And we understand Your
Honor’s ruling.

Rangan: Uh, if I understand correctly, I just introduce her, she is able to testify. She does
not come prepared with a written testimony, but if there are points that are critical and she misses
them, can 1 mention them or no?

Meisenheimer: No. It’s her testimony.

Rangan: Okay. Ms. Mary Harns.

Teichman; Ma'am., do you have any objection to taking an ocath?

Harris: No.

Teichman: Ma’am, will vou raise vour right hand? Ma’am do you swear to tell the truth,
the whole truth, and nothing but the truth so help you God?

Harris: Ido.

Teichman: And please state your fuil name for the record.

Harris: My name is Mary Ellen Harns.

Teichman: Thank you.

Meisenheimer: You may proceed.

Harris: I want to thank you for this afternoon and for giving me this opportunity to speak
my heart concemning a problem I had with Commercial Credit. T had received - in 19 - between
1996 and "97 I had received a flier in the mail, and um, that flier represented Commercial Credit,
and as many of us receive fliers today, it’s a type of advertising, advertising Commercial Credit,
what they can do for the customer, for their customers, or, you know, their business. How they
can help you if you're in trouble with a financial loan or anything. And during the time when [
went, 1 only went for like a small amount of money, and umm, I was coaxed into a, a large sum of
money, uh, plus a home equity loan. And uh, which I didn’t understand a whole lot about it then.
And when we, we took out the loan, uh, they charged us $8,000 for life insurance. And it wasn’t
even the whole term of the loan. And uh, I was beginning to find out some things about
Commercial Credit further on when we took the loan out further on in the course of paving them,
because when 1 went to pay a bill, it seemed like, uh, when I went to pay a bill it seemed like for
about six (6) or seven (7) months into the loan that, umm, none of the monies that we were paving
in was even going on the loan. And I had a question on that which they became snappish and they
kinda avoided me with their answers. You know, I want to know that we didn’t see our money
being put into the loan, and uh, you know why wasn’t there some subtraction. All right? We also
decided to look into some of the paperwork. It was some things that we had a problem with that
uh, some places was blank on the paperwork, and they were not filled in unti! after, after we had,
ummm, came to pick up, uh, you know, the money for the, uh, loan. And umm, also, umm, they
charged us $1,800 on top of this $8,000, $1,800 for one year's life insurance when I, we decided
to, umm, we decided to uh, let Commercial Credit go and go, you know, go and get help from
another loan company, because we just wasn't satisfied with what was going on there. We wasn’t
happy with what was going on there. And umm, we thought that was a awful lot of money. You
know, when you figure it out, about $9,000 some dollars and we’re just low-income people, and
umm, they never deducted that. They didn’t want to deduct that monies from the payoff balance
when we went to another loan company. They still kept the, kept the, kept that, uh, total amount of
money on the uh, the payoff figure. And umm, you know, we trusted, we trusted them. And those
bills that we had was just like small, were small bills, and when they got done, I mean, thev added
so many things on that it made a large group of money and which, which was hard for us to pay it.
Because, umm, uh, you know, like I said before, we're a low-income family and uh, vou know, we
pay our bills, and I work every day. My husband does, too. And umm, during the time I was
taking care of my parcnts. My father’s a cancer patient and my mother had her legs amputated,
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They are not authorized to practice law in Delaware, and one thing is for sure, and that is that
putting a witness on and doing a Q & A, even an informal one as she’s chosen to characterize it,
that’s practice of law in Delaware. And that’s not something they ought to be permitted to do.
Now, we don’t object, since Your Honor has ruled on the question, we understand that ruling has
happened with Ms. Harris making that statement as a member of the public, that’s fine. However,
we do, and beyond that, we obviously we would want to put it into perspective at a later time,
perhaps afier this statement’s been made. But we do object to them acting as lawyers here in
Delaware where they re not qualified to practice. Secondly, by the way, Your Honor, it's a little
bit off the topic, but Mr. Prince and Ms. Mulholland have compieted their testimony. Mr. Prince
has a appointment down in Washington, D.C. Ifit’s acceptable, Your Honor, we’d like to allow
him to be excused at this time.

Meisenheimer: Is there any objection.

Lee: For the record, we do object. Because I can imagine - we only stopped — we stopped
questioning because you ordered us to stop questioning. But we didn’t agree — our questions
weren’t finished. We don’t think that the issue of the financial impact on the acquirer of the
passage or non-passage of HR 10 has been answered. He answered it as to we wouldn’t have to
divest Citicorp Assurance Group, but the, the, we think that that should be explored more. [ think,
I think the question that you asked wasn’t only about would you have to divest Citicorp Assurance,
would Travelers Group have to divest all of its insurance underwriting if HR 10 doesn’t pass?
And that goes night to the financial question that wasn’t answered. So we have more questions for
Mr. Prince. I — we don’t want to tie ham up, 1f we can keep asking him now, we’ll fimsh this as
quickly as we can. But we have more questions.

Meisenheimer: It goes noticed that you object. And he can be excused.

Welch: Your Honor, we appreciate that. And back to the other point which is where we
started discussing, we, if Your Honor is going to allow Ms. Harnis to speak, she ought to make her
statement and we respect her right to do that, but we don’t think these individuals here ought to be
serving as lawyers in Delaware where they 're not admitted to practice law. So subject to that, —

Meisenheimer: That was part of the ruling that we handed out, so . . .

Lee: Her participation pro se means that she could only - if she testifies, --

Teichman: Let’s go off the record for just a minute on this.

[pause]

Teichman: And we're back on the record, it’s 2:00 p.m.

Meisenheimer: 1 will allow vou to introduce her, but you will not be represent, or if we
feel that at any point that you're coaching or representing then we’re going to cut the testimony.

Welch: Your Honor, anticipating the testimony as well, I will make the following
objection, and that is, and I think what we’re going to hear about today is a personal grievance that
Ms. Harris had with Commercial Credit with one (1) branch manager problem that she ran into
which has been heard and is being presented to Housing Urban Development. And I think what
they’re asking Your Honor to do now as Hearing Examiner for the Department of Insurance is a lot
like what they asked you to do this morning. This morning they said step into the shoes of the fed
and resolve issues before the fed that we’ve been ventilating there. Now what they’re saying to you
is, we’ve got a personal grievance, it's one that is to a certain extent —

Lee: Is that an objection or an argument?

Welch: That’s an objection,

Lee: Well, it’s kind of a long one.

Welch: It’s an objection. The point is that this is exactly what we saw this moming in
terms of them asking Your Honor now to step into the shoes of HUD and to, and to resolve a
personal grievance that’s before HUD -

Lee: What is the objection?
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making our voice known. You know, things that we were disagreeable with. And uh, so that, you
know, we had to go to ancther loan company and that meant, you know, extra this and extra that
to, to get away from Commercial Credit, you know. To get away from them and uh, and the
problems that they, uh put on us. So uh, and this didn’t help us any, either. You know, we just
had to go through another loan company and, and the like. And the paperwork was shoddy. The
paperwork that they did was shoddy uh, to Commercial Credit. Because it was, uh, and like I said
on the loan, it was uh, some of the things we did not even see on there and we didn’t see until we
come back to pick up the loan papers itself. The blank spaces was on there and I bought cars or
got cars and things before and they handled it a whole lot different than that. And, you know, like 1
said, if it wasn’t right, believe me, I wouldn’t be here.

Meisenheimer: But you do have a formal complaint into HUD which has not been decided
as yet?

Harris. Yes.

Meisenheimer: Thank you very much.

Harris. Thank you.

Meisenheimer: Would you like to mark that as —

Rangan: It would be my exhibit. I would be happy to -

Meisenheimer: Are there any objections?

Welch: Uh, no, Your Honor. Subject to the ones we've already made, I have the same
objections, but that’ll be it.

Teichman: We'll identify it as Rangan Exhibit #1 for lack of any better method of
identifying it. It’s a 2-page, appears to be a 2-page letter, apparently written by Ms. Harris who
just testified. Mr. Hearing Officer, 1 take it it’s your wish to move this into the record?

Meisenheimer: Yes, it i1s. So moved.

[pause)

Meisenheimer: Would you like this to be an exhibit?

Rangan: That’s fine.

Meisenheimer: Please mark this as Rangan Exhibit #2.

Teichman; It's marked as Rangan Exhibit #2. It appearstobe a 1, 2, 3, 4, 5-page, uh,
written summary of uh, what I assume is Rangan’s testimony.

Meisenheimer: Any objection?

Welch: Uh, Your Honor, I haven’t been able to get through it, I can take —

Meisenheimer: Would you like to take a minute to do it?

Welch Why don’t I do that?

Teichman: Okay. Let’s go off the record then.

[pause]

Teichman: Okay, we’re back on the record and it’s 2:20 p.m.

Welch: Your Honor, we do object to this. This is a — it looks like a kind of a mixed bag
of legal argument. Of course, we pointed out already that Ms. Rangan is not in the position to
practice law in Delaware or before this proceeding. Her views with respect to various policies of
the law and the community in general as far as I can tell, beyond that rumination and speculation
on her part about the intentions of the acquirer, beyond that the intentions of CitiGroup, how she
can possible testify on a first-hand knowledge basis of any of that is absolutely baffling. And
beyond that, I don’t see any reference in here — maybe there is one, we’ve had to go through it
fairly quickly, I don’t see any reference in here whatsoever to Citicorp Assurance. I mean, Ms,
Rangan made clear that she publicly opposes the Travelers/Citicorp merger. She opposes a lot of
mergers — it’s very clear from the public record. When a merger is proposed, they’ll consider a
challenge and not undertake one. But this seems to be nothing more than a reflection of that. 1
don’t see anything in here that’s relevant to the Citicorp Assurance transaction and the Form A
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and umm, you know, we really couldn’t afford a lawyer. And umm, you know, to look in, to help
look into these things. So, uh, that was one of the reasons why, uh, [ was told to contact this lady
by the name of Rashmi. And umm, you know, to see if uh, you know, if they could help. And uh,
we just didn’t realize the overcharges and the, a lot of things that was added on to make a large bill
when uh, in other words, we almost paid, we would have been paying almost three (3) times as
much back, rather than for uh, we would have almost been paying about three (3) times as much
back for one particular bill that should have been, uh, half that much. And umm, you know, in
other words, I'm saying the balance was greater than really what it should have been. You know,
we knew at that point that it wasn’t very fair. And to me it was like a target against, I mean,
toward black people, because most time when I went down to pay bills, it was about all you saw
was minorities there. And uh, you know, it just makes you wonder, you know, who the people that
were figuring up these things, were they really figuring them up right? You know, the bills and
things up right. And vh, were they right in the things they were doing dealing with insurances and
uh, adding on a lot of extra things on the umm, on the loan itself when they were making them out.
Umm, years, a lot of years was added on to that loan because of that. And a lot of years was put
on my husband and I because, it was, you know, it was really hard. Because we went to them for
help, and it was like they, they did a lot of things unfair to us. And it, you know, it’s really made it
hard, you know on us. And like I said, I couldn’t afford to hire, you know, some big time lawyer
or something because, you know, working every day and I was trying to take care of my parents
and the like, we have children, four (4} children and it wasn't that easy. You know. And my
husband doesn’t make a great deal and 1 don’t, don’t either. But umm, this is part of my story that
I just want to let you know, because if thev were doing something that was not nght, I think
somebody needs to look into it because it probably didn’t just affect me, but other people, a lot of
other people might have been affected through this, uh, through this company, Commercial Credit.
And mavbe they were, you know, ripped off, you might say, or whatever. Maybe — maybe not
some of you, but uh, maybe if you kind of take a look around and maybe look into the records or
whatever, then maybe you might come up with some information, uh, some questions on how they
do their business downtown Commercial Credit. And I'm just, uh, ordinary person from Delaware
and I just want my voice to be heard because [ don’t want nobody to go through what I went
through, causc I, I've just been a nervous wreck. You know, my husband and I was, you know,
trying to pay bills and, and that sort of thing because of the load thev put on. 1 mean, say if vou
went to borrow $20,000 and before you got out of there, 1 mean, you come out with a $80 or
$90,000 loan, uh, I'm not a mathematician, but something will tell you that something’s not right.
Or if they’re not putting — applying the proper monies to uh, to that bill like it’s supposed to, and
uh, then something is not right. 1 mean, they ~ we were coaxed into that, we were coaxed into that.
And that to me was like, you know, the more, the more they could put on there was, you know, the
more money we would have to pay. The more things that were put on there. The more we would
have to pay. And that’s not right. 1just, I, vou know, it was not right. It’s not fair.

Meisenheimer; Thank you very much. Do you have any questions.

Welch: Uh, no Your Honor, we don’t. The only comment I would make is that I
understand that the matter is pending before HUD, that Ms. Rangan and Ms. Harris have made
their views — have made their views clear to HUD. And that it’s being looked at. That the
company has denied the allegations, obviously there is no suggestion here for a moment that this is
any kind of pervasive practice, or even if it were true, which we deny that it was, but one situation
involving one branch and one individual and it’s all before HUD. And again, subject to that, I have
no questions.

Harris: Your Honor, I'd like to just say one more thing. Because of that, we had to, when
we closed the loan out with them, uh, they was still beginning to want to try to add things on for us
to pay because it was like they were angry with us for cutting off, you know, cutting off and
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procedural matters? How is the public interest served when no budget, mission-driven, non-profit
advocacy organizations who are most ably represented by their directors and boards must retain
legal counsel? How is the public interest served when the non-profit organization does have pro
bono out-of-state legal counsel but remains unqualified to participate because of further
restrictions imposed on the organization to retain a Delaware lawyer? How is the public interest
served when the individual, and in this case I am talking about myself, who represents an 11-year
old, locally, regionally, and nationally recognized organization at the forefront of bank mergers
challenging these mergers, testifying before the banking regulators, driven by its mission to ensure
equal access to credit and capital for the underserved populations and communities throughout
Delaware is found to have a minimal interest in these proceedings? I present that my personal
interest in these proceedings and my organization’s interest in these proceedings is far from
minimat, and I submit into evidence Rangan Exhibit A which summarizes my credentials, and I
apologize, it’s a copy from a grant application I had made.

Teichman: Let me interrupt you for a moment. This is actually going to be Rangan
Exhibit #3, it’s at least identified as such. s there going to be an objection to this?

Welch: IfI could just have a moment.

Teichman: Okay, we’re going to go off the record.

[pause]

Teichman: And we’re back on the record.

Welch: Your Honor, we do object to this. This is, uh, 1 don’t know how to characterize it.
It's a — appears to be a list of things that Ms. Rangan thinks that she has achieved personally and
on behalf of her organization. I can’t imagine that this would be admitted in any court or
administrative agency in the state. It’s just, it’s pure utter hearsay. It’s a, although it’s quite
complimentary to her, and I can understand her interest in having before the — in the record, it is
not evidence. And I object to it on the grounds of relevance, on the grounds of hearsay. Idon’t
think it should be admitted for the truth of the matter asserted in any respect. I don’t think it’s
substantive evidence. So we object to it on that basis, Your Honor.

Meisenheimer: Would you like to answer?

Rangan: Yes. I object to your objection. Iam here representing myvself and I myself have
the right to present my credentials and unlike your clients, I am not even requesting that my resume
be kept confidential. It is public record. Everyone in this room can have a copy of my resume.
I'm very, very proud of what 1 do for my organization.

Meisenheimer: The rules, I'd like to remind vou, the rules of this does not apply to what
we're doing here. But we can, you know, mark this, and I agree, it doesn’t have any relevance.

Teichman: Just for the record, the objection is sustained.

Meisenheimer: Sustained.

Lee: Fine, I'll say something and you can object. If she secks review of it, on standing,
she has a right to get stuff into the records.

Teichman: Right now, she’s testifyving.

Rangan: I do need to understand what does that mean, what he just stated? So is my
Exhibit A part of the record or not part of the record.

Meisenheimer: We’re going to make it part of the record.

Welch: Your Honor, I understand, I understand the objections.

Teichman: So the objection is overruled then?

Meisenheimer: Right.

Teichman: So then Rangan, what has previously been marked for identification purposes
as Rangan Exhibit #3 is moved into evidence.

Meisenheimer: So moved.

Rangan: And since my credentials really are of the organization that I lead, I submit again
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that’s before Your Honor. So we would object on that basis.

Meisenheimer: Objection is noted, and I will allow you to speak.

Teichman: Ms. Rangan, will you go ahead and raise your right hand? Ma’am, do you
swear to tell the truth, the whole truth, and nothing but the truth so help you God?

Rangan: Ido.

Teichman: Okay. Then go ahead and state your full name for the record.

Rangan: My name is Rashmi Rangan. And well, it’s afternoon now. My testimony reads
good morning. My name is Rashmi Rangan on behalf of the Delaware Community Reinvestment
Action Counsel of which I am executive director of Inner City Press Community of which I am a
member and in my personal capacity as a Delaware consumer, I am here to testify againss the
proposed acquisition of Citicorp Assurance Company by Travelers Group. 1 will address my
concerns with the Department’s handling of this public hearing first. Next I will offer my
arguments opposing the application. I strongly and strenuously object to Ms. Donna Lee
Williams®, Commussioner of the Delaware Department of Insurance, refusal to recuse herself from
these proceedings, saying, and I quote, “I will not recuse myself from making the final decision in
this case™ even when we have established that Ms. Williams has received campaign contributions
from the regulated community. The fact that the independent hearing officer used here is appointed
by the Commissioner and the fact that the final decision relative to the outcome of the application
rests with the Commissioner and the fact that the Commissioner received contributions from
Travelers taints today’s hearing process. Ms. Williams also stated, “I am elected by the people of
Delaware. I will make my decision based on what is in the” — Yes?

Meisenheimer: Excuse me, could I ask you to highlight your objections and your points
rather than —

Rangan: These are my objections, these are my points relative to this particular hearing
process relative to the Department’s handling of the pro se representing myself of me representing
the organization which in the larger community [ am recognized in the Delaware community as
representing the Delaware community’s concerns when it comes to access to credit and capital for
them. And that includes access to insurance as well because high-cost insurance is a growing
concern in the community. And although I am not an attorney, I challenge any of vour attorneys
here to be able to speak on behalf of any of the consumers like people like Ms. Harris to bring their
concerns to this body.

Welch: Your Honor, let me just make one point, and that is that I understand Your
Honor’s ruling, pre-hearing ruling addressed the point of Ms. Rangan’s right to represent other
people here. She can represent herself, but Your Honor already said she can’t represent other
people. We have no reason to believe she represents anybody elsc other than herself here.
Admittedly, she says she does, but Your Honor has ruled on the fact that she can’t do that. So we
understand Your Honor has also ruled she may testify, and we’re not objecting further to that, but
I don’t believe she can testify on behalf of others.

Meisenheimer: Continue.

Rangan: Thank you. Umm, I cannot in all honesty believe that Ms. Williams” position
will be in the best interests of the public. One, how is the public interest served when the interested
citizens of the state must bear the financial burden and invest travel time to be able to review the
public portion of the application filed? How is the public interest served when the insurance-
buying public entitled to conduct discovery proceedings in the same manner as presently allowed in
the Superior Court of the state under Title 18, Delaware Chapter 5003(d)(2) can be overruled
because an individual’s interest in these proceedings is, I quote, “minimal.” How is the public
interest served if the counsel for the Department refuses to provide the individual with direction
regarding proper procedures to fiu/ly and fairly participate in these hearings. How is the public
interest served when the same counsel does provide the corporate legal counsel advice on
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there is question, concerns, grumblings about what is happening And there is enough pressure on
the Federal Reserve Board to do the right thing such that it does not walk over the Congressional,
there is a law created by the Congress that is not overwritten. We remain gravely concerned over
the regulatory oversight of the various aspects of businesses that the proposed CitiGroup would
conduct. Umm, we are concerned about just recently Nations Bank was slapped with a million
dollar — 7, uh, 6.75 million dollar lawsuit for misrepresentation by its loan officers, again, taking
elderly couple, picking out the ¢lderly couple and misrepresenting to them that the investments, that
the deposits into a trust fund were insured by the Federal Deposit Insurance Corporation. [ agree
that that does not pertain to insurance, but in insurance we have seen tons of violation, or fair
disclosure laws as well. We have requested to the Federal Reserve Board and we are gaining
momentum that the proposed CitiGroup must divest its non-permissible activities right away and
not be granted that automatic extension of three (3) year plan. We are glad to note that Governor
Mever in his testimony before House Banking Committee agrees that these activitics would have to
be divested under government law. We know that CitiGroup does not have anty intentions of doing
so. Mr. Charles Prince in his testimony before the House Banking Commuttee says this year we
hope to provide more kinds of financial products and services in more kinds of ways than any other
company in the world. Basically want to gain strength and stability, uh, meet competitive
challenges. And it’s the competitive challenges that I will address first. There is perbaps an
important Mr. Charles Prince at his public hearing, there is perhaps no other industry in the world
as competitive as the financial services industry. Competition for the customer and his or her
business is fierce. I disagree that the financial service industry is highly competitive. If there is
one thing I have learned in my economucs class and from my experience with the
telecommunications industry, competition drives prices down. In the financial service sector, we
have seen the reverse happening. Ergo, financial services industry is on the verge of monopoly.
No way are we talking about competition here. New York Times has reported that basic checking
fees continue to rise at many banks, ATM fees everybody has used them and knows how expensive
thev are, umm, bank fees actually account nationwide for 24% of revenues last vear. I also want
to address to another quote again attributed to Mr. Charles Prince. As companies become larger
and more diverse, they are better able to serve as a source of strength and stability, not only for the
affiliates, but more importantly for the customers. And herein lies the real public policy concerns
of implied federal guaranty to all affiliates. A consumer walking in to a Citiwhatever, with a Citi
name, assumes its a Citibank, therefore deposits are insured and is not — does not realize the impact
of doing other businesses with that entity that could not necessarily be insured. The merger
between Citicorp and Travelers Group is hazardous and prejudicial to the insurance-buying public.
Both Dietrich and ICP, a consumer and community advocacy group, with members who purchase
insurance products, our missions are to advocate for the interests of the consumers and under again
the existing codes, the Department must consider whether the acquisition is likelv to be hazardous
or prejudicial to the insurance-buying public. And to consider whether the competence, experience,
and integrity of those persons who would control the operations of the insurer are such that it
would not be in the interests of policyholders and of the public to permit the merger of other
acquisition of control. We speak for myself and on the insurance-buying public and the public, in
fact, and on, in my capacity as an individual and as the director of the non-profit organization, we
have charged Travelers Group to have insurance underwriting qualities that have a disparate and a
discriminatory impact on the minority community seeking insurance policies. And [ enter into
exhibit basically a report by the greater ~ Fair Housing Council of Greater Washington v.
Travelers Property & Casualty Corporation and to characterize it as a general anti-insurance
industry study is absolutely wrong.

Teichman: Let me interrupt you for a minute, Ms. Rangan, do you - you wish obviously
to have this thing marked for identification as an exhibit?
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into evidence Exhibit #4, which is a summary mission purpose of the organization.

Teichman: This will be marked as Rangan Exhibit #4 and appearstobe 1, 2,3,4,5,6, 7,
8. 9, and 10-page document.

Welch: Your Honor, I think we make the same objection, although I understand Your
Honor’s prior ruling, but for the record we’ll make the same objection. It has nothing to do with
the criteria under Section 503.

Meisenheimer: So moved that it be moved into evidence.

Teichman: Okay. Rangan exhibit is moved into evidence as Exhibit #4.

Rangan: Underscoring this particular merger application is the gigantic merger plans
announced by Travelers Group and Citicorp on April 6, 1998. And I will cite that 18 Delaware C.
D18. After the change of control, the domestic insurer referred to in subsection A of this section
would not be able to satisfy the requirements for the insurance of a license to write the line or lines
of insurance for which it presently is licensed. Under the existing Glastical Act, securities and
insurance cannot mix And under the existing Bank Holding Company Act, banking and insurance
cannot mix. This was a firewall built to prevent future economic catastrophes from lessons leamed
in the aftermath of the market crash. Therefore, the acquirer would not be able to satisfy the
requirements for the insurance of a license to write the line or lines of insurance for which is it
presently licensed. Although we heard testimony today that Citicorp Insurance would not be
impacted, however, right now it is the impact of Citicorp and Travelers Group merger that we are
gravely concemed about. This leads us to the next DIC. The financial condition of any acquiring
party is such as might jeopardize the financial stability of the insurer or prejudice the interest of its
policyholders. The financial stability of the acquirer, therefore, is an illusion. It is built upon an
assumption that certain laws and legislation will be passed and therefore they will be able to cross-
market and will be able to build their empire and will be able to grow financially to the extent that
they will be able to continue doing what they want to do. The Glastical Act and Bank Holding
Company Act permitted newly created bank holding companies up to two (2) years to divest its
non-permissible activities. It is by no stretch in imagination an automatic divestiture time frame.
In this case, the acquirer, Citi — Travelers Group, already conducts insurance business and does
not want to get rid of its most profitable business which is insurance and does therefore, intends to
use this time to lobby Congress to change the law so that they can continue moving forward which
was the crux of our cross-examination this moring. So, we say this is a loophole that is willfully
and knowingly being abused in the application that will create the proposed CitiGroup, leading us
into the next D1E, the competence, experience and integrity, and I've bolded that deliberately. Of
those persons who would control the operation of the insurer are such that it would not be in the
interest of policyholders of the insurer and of the public to permit the merger or other acquisition of
control. It is with this regard to the integrity of the acquirer that both Dietrich and myself sought
and were denied discovery and depositions. We continue to question the integrity of the acquirer.
Like I said earlier, the acquirer has no intentions of divesting itself of insurance activities currently
non-permissible and currently very profitable. Rather, it intends to invest these two (2) years and
additional three (3) year waivers that the Federal Reserve may, again, may not automatically grant,
to lobby Congress to repeal the Glastical Act and historically, it has registered demolition attempts
since 1979. Most recently, a month ago, it again failed to pass and amend the Bank Holding
Company Act so that the proposed CitiGroup can concentrate its cconomic resources, 7Y billion
income and 50 billion in revenues, and financial services, insurance, consumer finance brokerage
and investment, and banking. Citicorp employs full-time in-house lawyers, we’ve seen that today.
Umm, outside legal and consulting firms, and has a multi-million doliar lobbying budget. These
laws permitted the newly created bank holding company up to two (2) years to divest its
permissible activities. This is not an automatic extension of divestiture granted to a new banking
holding company, and groups like mine and other groups nationwide, including in the Congress,
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filed apparently before the Office of Thrift Supervision on behalf of Ms. Harris or someone else,
I’m not sure, but we’ll make the objections.

Meisenheimer: You realize that you are representing her interests when you introduce this
into evidence” When you introduce it to us? I mean, it looks like you're representing her, I mean,
this looks just like something that would come from an attorney.

Rangan: In that case, I must amend. Idon’t know whether you want it for the record or
off the record. In that case -

Meisenheimer: I'm telling you, you realize, to me this is what it looks like. You want to
still introduce this into the record as an exhibit?

Rangan: It is also my communication in my capacity as the director of an organization
that has constantly for the last three (3) years communicated with the Federal Reserve Board, with
the Office of the Comptroller of the Currency, with the OTS, with the FDIC, with every regulatory
body out there we have been in communication, so would it be your position to then say that every
communication that we have had with other regulatory agency would be representing — because we
are constantly representing other people’s interests.

Meisenheimer: I’'m really not here to answer this question. So you would like to still
introduce this?

Rangan: As long as I am not violating any, uh, laws, veah?

Meisenheimer: Well, I cannot rule on that, on your violating the attorney —

Welich: Your Honor, I'm wondering if Your Honor’s inquiry to Ms. Rangan about that
issue should be made a part of the record. I would submit that it should be.

Meisenheimer: Are we still off the record?

Teichman: No, we're on the record.

Meisenheimer: Okay, we’re on the record, this is on —

Welch: Okay, then I apologize. I thought we had gone off the record. Thank you very
much.

Meisenheimer: No, sir. This is on the record. Let it be marked.

Teichman: It’s vour wish to move it in as evidence?

Meisenheimer: Yes.

Teichman: It's moved in as Rangan Exhibit #6.

Lee: She’s not seeking to represent —

Meisenheimer: You are speaking out of order. You're out of order.

Rangan: This is my communication to the Department, to actually the office of
supervision that I would like to enter it into record as speaking more about the commercial credit
group, Travelers Group Commercial Credit’s violation of all fair lending and consumer disclosure
laws. Again, to give you an insight of the Harris’s case, again it is public record. It has been
record into my columns that I have written into the news letter — into the News Journal on my own
behalf that they went to Commercial Credit for a $7,000 loan, ended up borrowing $52,000 loan,
$11,000 of which were in closing costs against their home on which they initially owed less than
$13,000. They did not realize they paid 5 points and $8,890 premium for credit life insurance of a
$50,000 loan for 10 vears. We charge Travelers Groups Primerica Financial Services with
targeting minority and low- and moderate-income families for expensive, predatory, self-serving
lending, investing, and insurance sales practices. Primerica has targeted many leaders in the
community including myself to be a financial representative for Travelers Group. The designation
of them as personal — as financial planners or advisors is a misnomer in their own submission in
Form A 10k clearly, not even 10k there, in a report to the investors, Travelers has clearly stated
that Primerica Financial Service providers are actually selling all the products that it can possible
sell. They will now have a few more wares to peddle to the unsuspected familtes who meet with
the sales agent under the assumption that they will help them plan and tnvest their finances. 1 will
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Rangan: What, I think we are on 4 or 57

Teichman: 1 believe this is 4.

Meisenheimer; Exhibit #4?

Teichman: No, it’s Eximbit #5. It’s Rangan Exhibit #5 for identification — oops —
purposes.

Meisenheimer: s there an objection? Would you like to read it?

Welch: Your Honor, we — yeah. It’s several pages long and we don’t know what it is.
Maybe it could be identified in the record?

Teichman: What I'm looking at is, uh, what is apparently identifies itself as Fair Housing
Council of Greater Washington v. Travelers, some sort of a report, on apparently that, uh —

Rangan: They have submitted to HUD their results of their study that they conducted that
they attest that we did mention earlier in - back and forth.

Teichman: Looks like a 6-page document. Let’s go off the record for a moment and
consider this.

[pause]
Teichman: Now we’re back on the record. It’s 2:45 in the afternoon.

Welch: Your Honor, we make the same objections to this document that we’ve made to all
the others. This looks like a series of antidotes involving a whole host of different facts involving
different tests and studies that were done. It’s not clear what the context is. It cerfainly shouldn’t
be admitted for anything substantive. It has nothing whatsoever to do with the statutory criteria
under Section 5003. It looks like another anti-insurance industry piece, uh, and uh, having nothing
to do or not even mentioning Citicorp Assurance, we think it cught to be excluded and we would
object to its entry as part of the record.

Meisenheimer: Your objection is noted, but it is moved that it be entered.

Teichman: Okay, Rangan Exhibit #3 is moved into the record.

Rangan: I would just claborate a little about that report that has just been entered into the
records. Oftentimes non-profit organizations receive complaints and just based on the complaints
alone, we cannot go and stop legal proceedings or seek review of files. Therefore, many of the
non-profit organizations also conduct scientifically tested, paired tests where they do
send identical folk, black and white, to determine the kinds of treatment that the white receives at
the hands of the, uh, entity being tested, and the black that receives at the hands of the entity being
tested. Since the Greater Fair Housing Council of Greater Washington did recetve tons and tons
and tons of complaints against Travelers, they did send their testers to find out what was
happening. And in terms of property and casualty insurance, they found that if you were a
minority, you were quoted higher priced lower coverage property insurance. If you live in poor
neighborhoods, you were quoted the same thing. Higher priced lower coverage. And we are
bringing it again back to the practices, experience, etc. etc. of the acquirer. And we have also
charged Travelers Group’s commercial credit with violating fair lending and consumer disclosure
laws. We did forward the complaint to HUD, HUD has taken almost a year to review that
complaint while they apparently haven’t gotten back yet, I have had informal conversations, and
they said that the complaint, Ms. Harris’s complaint, is just the tip of the iceberg. And I will
actually submit my initial read when I met with Ms. Harris a long, long time ago. When I looked
at her loan to see what was happening and I will submit since she has already testified, my analysis
of what happened to her into record as Exhibit #6.

Teichman: This document will be marked as Rangan Exhibit #6. Marked for
identification purposes.

Welch: Well, Your Honor, we’ll just incorporate the other objections we’ve made at this
point. We make the same objections with respect to this. This one really looks like Ms. Rangan is
practicing law. What she’s trving to do here is let into this proceeding some picce that she has now
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skip to some quotes, basically it goes on to talk about exactly what are the discussions that we
have already gone into this morning about seeking prior approval prior to making an announcement
of whether the two (2) groups can be merged, etc. etc. Umm, well, I will end it with it should be
clear that we, as an organization, me as an individual, have greater than just passing, fleeting
interest in this particular proposed merger to be granted right to discovery on all insurance-related
questions that we still have and we also want to raise the issue under the integrity and all others in
our written communication to the Department over the past several days. At this point, I also want
to for the record again request that Miss Donna Lee Williams recuse herself from these
proceedings, and I submit my request along with an article that goes into details about Delaware
Commissioner’s campaign funds scrutinized. And 1 would submit these as Exhibits #6 and #7.

Teichman: We’re going to go off the record for just a moment.

[pause]

Teichman: And in fact we are back on the record at 3:00 in the afternoon.

Meisenheimer: As far as this issue is concerned, it’s not one that I will make. [ don’t
think that it’s right, it’s the time to be made or the appropriate place to be made. What you decide
to do with it as far as submitting it dircctly to Commissioner Williams, that would be fine. I'm not
trying to give you advice or anything. I don’t think this is the place, this hearing, to do this,
because in the legal term, right is the word that we want to use. Unti! we have received all of the
evidence and given this to Commuissioner Williams, and then at that point, it will be the time to do
it. So I will refuse that motion.

Rangan: Okay. Thank you. Before I conciude and before I take any questions, I also
wanted to formally for the record request copies of this particular taped recording primanily
because we actually provided copies of everything that was admitted into these proceedings,
including my testimony. We did not have the same privilege of the Travelers and Citicorp
represented as to be able to see what they said. Uh, we also do not have the money to be able to
pay for the copies of these, so we again formally request that these be forwarded to us free.
Finally, I was informed that these tapes are not transcribed, and I fail to figure out how the
Commissioner can rule on a application if they don’t have access to transcribed records. And that
brings me to yet a couple of questions that I don’t know if T have - if [ should ask now or if T wil
ask later. I will ask later. Thank you.

Welch: No questions, Your Honor. The only thing we would ask would be — a number of
things have been put in from HUD and submissions that were filed in other, in the OTS in
circumstances such as that. What we’d like to do is just reserve the right should we choose to do
so prior to closing of the record in the five (5) day period that Your Honor spoke of at the outset, to
put m anything supplemental that perhaps we filed in response to Ms. Rangan’s or anyone else’s
submissions that have become part of the record here as a result of Your Honor’s rulings. We’d
Just like to have the opportunity to put something in should we choose to do so.

Meisenheimer: Yes, we’ll have five (5) days that we’ll keep the records open, and after it
comes in, you'll have five (3) days to make a response to it — both parties.

Welch: Thank you.

Teichman: Ms. Rangan, your testimony and so forth is complete?

Rangan: Umm hmm. Thank you.

Meisenheimer: Mr. Lee, do you have a testimony at this point?

Lee: I guess I want to understand a little further what when you said this distinguishing
between testimony and argument, what opportunity to argue is going to be made. Well, to make
motions — remember you said you'd entertain motions? So why don’t I - I guess, what do you
envision? If I don’t testify, what’s, what is the process? What happens next?

Teichman: Well, go ahead and answer.

Meisenheimer: You'll have a point at the very — at the very end to make your comments,
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in insurance in this state. My findings show that the majority of Citi — Citicorp Assurance’s
business is derived from reinsurance assumed. Less than 1 million of Citicorp Assurance’s total
premiums collected to 1997 were from direct premiums as Cathy Mulholland already stated.
Traveters Group has no specific plans to change the business of Citicorp Assurance, nor docs
Travelers Group have any plans or proposals to have Citicorp Assurance declare any extraordinary
dividends, to liquidate Citicorp Assurance, or to sell any assets of Citicorp Assurance other than in
the normal course of business. Travelers Groups does not have any present plans to merge
Citicorp Assurance with any other person or persons or to make any other material change in
Citicorp Assurance’s business or corporate structure or management. There are no persons who
currently hold or are anticipated to hold at the time of the merger 10% of or more of the voting
securities of Travelers Group or Citicorp. And they re not expected to hold 10% afterwards.
Umm, based on the submitted plans and requirements of Title 18, Section 503, I would recommend
the merger be approved based on my review.

Meisenheimer: Well, from your review of Exhibit A and — not Exhibit A, but Form A -

Call: From the Form A.

Meisenheimer: --then there were no ~ nothing that would lead you to beheve that, uh, there
is —

Call; I didn’t find anything —

Meisenhetmer: violate the six (6) things that we went over in the very beginning?

Call: No, they comply with the statutes as I understood -~ stand them.

Meisenheimer: Are there any questions?

Welch: No, sir.

Lee: Yes. In your review, in Form A there is a footnote about the — the possibility that in
connection with the merger, Travelers will have to divest itself of all insurance underwriting
activitics. Right in Form A, it’s in Form A.

Call: Yes.

Lee: Did, in your review, did you consider the financial impact of that divestiture — the
odds of divestiture?

Call: 1 read the note, I considered it. From my perspective, the companies were profitable
before a merger, and if they did have to divest, I would think that they would have profits after they
divested.

Lee: But not to be — on what basis do you think that? Something in Form A?

Call: Based on their past history of profits. Their net income. They have positive net in -
Travelers has positive net income for the last five (5) years that I looked back into. And Idon’t see
a reason why they wouldn’t be afterwards.

Lee: Even if they had to sell off the, the — all their insurance underwriting.

Call: Well, I - from all the different companies that Citicorp was profitable, Travelers
was profitable, uh, Citicorp Assurance has positive net income, so they — to me, they stand alone
on their profits. And if they did have to divest, you know, I would think that there would stiff be
profits, even if they weren’t able to cross-sell their products or whatever.

Lee: I mean, I guess — and this is all based on a review of Form A?

Call: No, I reviewed their financials. They submitted their annual statements for five (3)
vears for Travelers and two (2) years for Citicorp. Alsol locked into the NAIC database and
reviewed the information there.

Lee: Without again trying to — have you, have you — arc you aware that, that the proposed
merger has been called something of a bet, a bet on a change in legislation? Have you heard that
idea?

Call: I've read, yes.

Lce: And - that, that a bet — it scems to me that you could lose a bet and be less than what
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your final comments.

Teichman: Ms. Rangan sort of muixed argument with testimony about facts and
circumstances. And that’s okay. Umm, I would have preferred to keep argument regarding the
propriety of this thing separate from the facts and circumstances type testimony.

Lee: I guess I just wondered about this idea of entertaining — you said you’d entertain
motions later on, but then a motion was, like, not entertained.

Teichman: That particular motion for a particular reason. If you have another application
1o make to the Hearing Officer, you can do that. Go ahead.

Lee: No, no. 1 mean we’ve already said — we wish we — there are other individuals we
would have liked to cross-examine and depose. We have more questions for Mr. Prince, but with
that understanding, we can move to uh -

Teichman: I think the Hearing Officer’s question was did you have some testimony that
you would like to give —

Lee: I think more in the nature — the way I see your interpretation, it’s more in the nature
of arguments.

Teichman: So you wish to make argument after the evidence is in.

Lee: Yep.

Meisenheimer: Okay, we're ready for the Department now to, Mr. Cali.

Teichman: Mr. Call, would you raise your right hand? And sir, do you swear to tell the
truth, the whole truth, and nothing but the truth so help you God?

Craw: Ido.

Teichman: And please state your full name and your position with the Department for the
record.

Call: My name is James Call. 1am a financial analyst for Delaware Department of the
Insurance.

Meisenhetmer: Would you summarize your findings, and you can read from that report if
you need to, regarding your review of this application and Form A filing?

Call: Okay. I umm, well, Travelers Group submitted a Form A to this Department, and
the filing relates to the proposed acquisition of control of Citicorp Assurance Company, a
Delaware-domiciled insurance company. The acquisition of control will result from the merger of
Citicorp, to ultimate control and parent of Citicorp Assurance with and into the wholly owned
subsidiary of Travelers Group. Newco, organized solely for the purpose of completing the
mergers. ] reviewed the merger and the structure of it. 1 reviewed the financials of Travelers
Group and Citicorp and I won’t go into uiat, because the other, the other ones have already gave
the financials. Uh, I wi/l say that umm, the operating results of Travelers Group for 1997 and
1996 showed net incomes of 3.1 billion dollars and 2.9 billion dollars respectively. Citicorp
Assurance Company, the one that’s merging, had surplus for 1997 was 38.8 million with a risk-
based capital ratio of 6.31. 1996 results showed a surplus of 34.5 million dollars, a risk-based
capital ratio 7.2, and the only state where Citicorp Assurance is currently licensed is Delaware.
What I'm saying here is that, you know, these are very profitable companies. And they do have a
lot of surplus. During the review of the Form A, the following items were noted, the restated
certificate of incorporation of Travelers Group will be amended to change the name of Travelers
Group to CitiGroup, Inc., that they increase the number of authorized common stock of Travelers,
the by-laws of Travelers will be amended to reflect that Travelers will be managed by co-chairmen
and co-chief executive officers who are initially expected to be the current chairman and chief
executive officers of Travelers and the current chairman of Citicorp. Travelers and Citicorp will
each designate 11 individuals to serve on the Board of Directors of Travelers following the merger.
All members of the group of the Board of Directors of Travelers Group other than the co-chairmen
will be outside directors. From the review of Form A, this acquisition will not lessen competition
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and the testimeny presented on behalf of Travelers and Citicorp Insurance demonstrate that the
merger complies with the Commissioner’s standards of review for Travelers Group’s acquisition of
control of Citicorp Assurance. We respectfully submit that the record as a whole does not provide
a basis for any findings by the Commissioner that would approve disapproval — that would permit
disapproval of the pending application. Indeed, we believe that the record affirmatively establishes
the following: 1) After the proposed transaction, Citicorp Assurance will continue to satisfy the
requirements for a certificate of authority to operate in Delaware. As our witnesses have testified,
Citicorp Assurance currently satisfies the requirements for issuance of a certificate of authority in
Delaware. Travelers Group has no present plans to change the business or operations of Citicorp
Assurance following the merger. Except for becoming an indirect, wholly-owned subsidiary of
Travelers Group, there will be no changes to Citicorp Assurance, its statutory financial statements,
or its operations. Thus, Citicorp Assurance will continue to meet the requirements for a certificate
of authority. 2) The proposed merger will not substantially lessen competition in Delaware or tend
to create a2 monopoly in Delaware. Citicorp Assurance does not market insurance to the general
public and for the great majority of its lines of insurance, Citicorp’s tnsurance subsidiary do not
write business in Delaware. In addition, for those relatively few lines of insurance which are both
written by Citicorp, and I'm speaking of all of their insurance companies, and Travelers Group’s
insurance subsidiaries, the combined market share of these companies is approximately 5% or
lower. The merger, therefore, will have no anti-competitive effect in Delaware. 3) The financial
condition of Travelers Group will not jeopardize the financial stability of Citicorp Assurance or
prejudice the interest of its policyholders. As Mr. Prince testified, as of year-end 1997, the
Travelers Group had tota! assets of over 386 billion dollars and total stockholders equity of almost
21 billion dollars. Travelers Group, therefore, is a very well capitalized company. This is
reflected in the fact that it has insurance subsidiaries licensed in every U.S. state and the fact that
Travelers principal insurance companies have A M. Best ratings of A or better. Furthermore,
following the merger with Citicorp, Travelers Group will have the largest market capitalization, as
well as the largest asset base of any financial services company in the world. All the capital of the
insurance company subsidiaries and other subsidiaries of Travelers Group will necessarily remain
separate within the holding company structure. The financial strength of Travelers Group and the
opportunity to access the worldwide capital markets will provide increased security to
policvholders and customers. 4) The post-merger plans of Travelers Group with Citicorp
Assurance are fair and reasonable to Citicorp Assurance policyholders and are in the public
interest. As a testimony from Travelers and Citicorp Assurance demonstrates, Travelers Group
has no plans to change the current business operations or management of Citicorp Assurance. Nor
does Travelers Group have any plans to liquidate Citicorp Assurance, to sell its assets, or
consolidate or merge the company with any person. 5) The competence, experience, and integrity
of the persons who will control the operations of Citicorp Assurance are such that the transaction
will be in the interest of Citicorp Assurance policyholders and the insurance-buying public.
Travelers Group is the ultimate controlling person of more than 40 insurance subsidiaries
domiciled in 13 jurisdictions licensed in the United States. The knowledge and experience that
Travelers Group has acquired in managing those companies will ensure continued security and
protection for policyholders of Citicorp’s insurance subsidiaries, including Citicorp Assurance.
Finally, the proposed acquisition of control of Citicorp Assurance is not likely to be hazardous or
prejudicial to the insurance-buying public. As Ms. Mulholland and Mr. Prince testified, the
insurance-buying public is not impacted by Travelers Group’s proposed acquisition of control of
Citicorp Assurance. First, because Citicorp Assurance has no individual policyholders and does
not market to the general public. And it only insures or reinsures the business of Citicorp and its
subsidiaries. And as we’ve also explained, we believe the proposed transaction will enhance the
security provided to policyholders of Citicorp Assurance. In conclusion, I would respectfully
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yOu are now.

Call: Well even if — in my perspective, even if they did lose the bet, I couldn’t see where
they would lose money on it. | mean, they might not make as much money as they hoped to make,
but I don’t sec how they can go from a profit-making organization to a money-losing organization
based on not — or having to sell off certain, uh, parts of their business. If the businesses arc
making a profit, then they - if they even had to sell it, they would, you know, probably sell it at a
profit. So, in my perspective.

Lee: And I guess, just to know, did you — in just that part of it, as | understand the review
of the annuals, the annual reports and everything. In terms of the possible, the possible outcomes
of having to divest or not, did you put any numbers on it? Did you -

Call: I asked for the consolidated balance sheets of both companies, as far as, uh, I didn’t
ask for the financials if they divested. But I guess at that point, you know, I read the note, but 1
don’t see where they could lose the money. If all the entities were making money, [ didn’t see the
point.

Lee: In, in, in your review, I'm assuming that you’ve reviewed other mergers for the
Department. Would something like asking for a future, you know, future profitability, would that
be a thing that you would usually do? Not existing, future, projected.

Call: I would uh, well, I did ask for the consolidated financials of the combined
companies, and uvh, and their projections into the quarterly statements and the annual statement.
But I did not ask for the, uh, profitability if they had to divest.

Lee: So the statement were all — the statements that they gave vou were based on not
divested?

Call: Yes.

Lee: And as the Department, you didn’t ask for statements if they had to divest?

Call: No.

Meisenheimer: Further questions?

Lee: No.

Meisenheimer; Okay. I think we’re ~ no more questions?

Welch: Uh, no sir, Your Honor, not at this time.

Meisenheimer; Okay. Do you have a 10K?

Call: Yes.

Meisenheimer: Is that part of the Form A filing?

Call: Uh, yes.

Meisenheimer: So that should be part of it, then.

Call: As far as the annual reports?

Meisenheimer: No, not the annual reports. I mean, I know the Department gets the 10K,
but have you reviewed the 10K?

Call: No.

Meisenheimer: Okay. All right. We’re ready for our closing statements.

Welch: Your Honor, I think what we’d like to do as we indicated at the outset would be to
call Jim Michener back and have him make our final statement.

Michener: In our list of exhibits was Exhibit #1, page 16 or Exhibit #16 summarizes the
applicable standards for review by the Commissioner, and I thought that that might be helpful just
to look at those as I try to summarize our presentation. At this time, I will describe how Travelers
Group application satisfies the applicable standards of review for approval by the Delaware
Department of Insurance for the change in control of Citicorp Assurance. I'll address each one of
the statutory standards. In Delaware, the approval of Travelers Group’s application to acquire
control of Citicorp Assurance is governed by Title 18, Section 5003 of the Delaware Code. The
evidence contained in Travelers Group Form A statement exhibits provided as part of that Form A
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Department to consider that issue. Not just to say, well, the fed’ll do what it’ll do. Because that
would involve being remiss in a, in a responsible consideration of the financial strength factor. 1
also, again, without — it wasn’t our intent — we initially wanted to pursue the letters strictly as a
financial matter, and that was the goal. It was then argued that that was irrelevant. So we argued
under an integrity factor. But ['m struck! I believe that the tape of today’s hearing and, and, and
the written, the written things that have been put in, you know, I guess I can say at the least reveal
a tru — a lack of candor or a sort of a pride in answers narrowly drawn. For example, I mean, the
distinction between — we tried to point out the difference between exhibit ~ Lee Exhibit #1 and Lee
Exhibit #3. Testimony to Congress, no advice from Allen Greenspan. A letter from the counsel
saying thanks for your advice, Greenspan’s counsel. And this was an opportunity, anyone can
make a mistake, but it seemed to me that an applicant that sticks -~ that sticks by this type of
narrow hairsplitting is, is — there are questions raised under the application — under an application,
under, under factor E of the 503. There is also, I think directly — I mean, on the record, answering
the question, there was a representation made about — and the reason these calls — these are not just
Federal Reserve calls. These are the — these are the only way one could figure out what the odds of
the future financial — of, of, of the financial strength are going to be. I really, you know, with all -
it doesn’t, it’s not enough to say well, they’re profitable going in. It’s a seemingly controversial
possible explosive combination that’s going to require divestiture of 20 - 30% of their business.
But we don’t need to look at it because they're both strong companies. And then | think at today’s
hearing, that’s why we tried to ask the question, what numbers has Travelers put on the various
scenartos of how it could work out under legislation or of a fed order? I mean, in fact, as a
financial matter, had they received assurance from the fed, that’s why pursued this issue. And 1
think it’s an issue that the Department itself should pursue. Because it goes directly to financial
strength. If they — if in fact they did receive assurance, that’s a positive financial factor from the
Federal Reserve Board. Then again, it would be a negative integrity factor because they’ve
claimed that they haven’t. I think in examining the record — we, obvicusly, the Department is not
going to rule on, on, on - we don’t think it’s just a fed issue. That’s what I'd say. It’s been por -
1t’s been portrayed that just as a complaint is filed with HUD and do nothing about it. This is not a
fed issue, this is an issue that, that is at the heart of a reasoned and responsible assessment of this
applicant’s financial strength, the ramifications of the proposed combination on the insured,
reference — [ couldn’t figure it out. Earlier in the — there was a question asked, is Travelers
representing that Citicorp Assurance will not write P & C in Delaware? They said no, we’re not
representing, we have no current plans. Then it was said, you know, in closing it was said we will
not. I mean, I think that’s something — T don’t know if whether that’s an aff — that’s a post-
hearing, the Department has to nail it down. It’s in - it’s in the participation order that since they
can. So I think it doesn’t — and it was certainly said that they could change that with no
application whatsocver to the Department. But that’s really the least of it. I think, | mean, at the,
at the core and what doesn’t ~ what was really not portrayed in the Form A at all, and I guess
maybe there was a sense of it sort of coy, almost. It’s an unprecedented merger. It’s something
that Chairman Volcur, the ex- -- the last chairman of the Federal Reserve Board, said it’s
something that the feds shouldn’t touch with a 10-foot pole until the law changes! Even in terms of
giving the 2-year waiver. So it’s not — it was portrayed as there’s some crazy groups that are
protesting mergers or there’s some individuals with their own axe to grind, but everything’s really,
you know, on the up and up. This is not an up and up issue, but it is — it would be unreasonable
not to get to the bottom of the issue and we object to not having been allowed to get to the bottom
of the issue and in fact we, you know, we asked — we asked that the order be reconsidered and that
we be granted post-hearing discovery precisely on this issue. We will narrow it to this. But we
think it’s impossible. It could - including after today’s, today’s showing, to say that that issue is
not relevant to the determinations under 503, It's ~ I know what that the order said - I strain to see
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submit that Travelers Group application to acquire control of Citicorp Assurance meets all the
regulatory requirements imposed by Section 5003 of the Delaware insurance Code. As a result,
we would respectfully request the Commissioner to approve Travelers Group’s Form A
application. And I would also add that we thank you for the hospitality in listening to our
presentation today. Thank you.

Meisenheimer: Thank you. Mr. Lee?

Lee: As has been, as has been — in terms of objections, you said you would entertain them.
So I guess even just formaily, Ms. Rangan attempted to, to, you know, formally put into the record
her basis for asking for recusal. I think it should at lcast be entertained. How it’s ruled on or what
it’s ruled on or no. But it could - it doesn’t seem to make any sense to wait until after the hearing
is held and all the evidence is in for the Commissioner to decide whether appointing the Hearing
Officer was correct. With all due respect, it’s not in any way directed at you, it has to do with the
affair - the appearance of fairness. In — I believe that the, the, the submission of Travelers Group
to the Department in Form A was superficial and did not touch on any crucial aspect to the
ongoing financial strength of the applicant, which is whether this combination with Citicorp in fact,
it’s a bet. It’s a bet that could very well can be lost. And that is not — not only was it not
forthrightly presented in the application in the record to the Department, but you know, with all
ducs respect, it does not appear that the Department itself looked into it. Then we arrive back at
that as protestants or members of the public, we were denied discovery on exactly this point that
we wish to develop. Umm, we think that the current record does not - that it would be
unreasonable and arbitrary on the current record to declare - to, to, to approve a merger that’s —
here’s another, another way to put it would be this. This 1s an unprecedented merger, this is not a
normal, this is not Bntish-American Tobacco buying Zurich or some, it’s not an insurer to insurer
deal. It is described as an absolutely unprecedented — a bold stroke that flies directly against
existing law that is a bet on Congress changing the law. And the fact that the, the application
under a standard that considers the financial strength of the applicant, did not — the fact that it was
testified today that Travelers has made no estimate of what the financial imphcations would be if 1t
does — if it has to divest. Either its not credible or there was no due diligence and its impossible for
us to believe. If it’s true, 1t supports the non-approval of the application. It doesn’t — it is, 1t 1s, it
would be mrresponsible [laugh] to do a merger of that size without having calculated the
ramifications of what is described by even supporters of the merger as a bet. Umm, this is why the
objection to being denied discovery is exactly on this point. Because it’s — we view it as — if the
Department didn’t look into it, one would try to avail themselves of public — the public seeking to
testify, developing the record on that issue. We were deny — we were unable to, to depose the
people in the best position to know what the odds are, that’s what I was saying about odds, 1t
sounds strange, but if, if there was, if the applicants were responsible business people they’d have
put an odds on it, and it goes back to these letters. This is why I — I definitely appreciate it, 1 know
yvou've allowed in more than, than you may have wanted to. We still felt constrained by the
inability to get to the bottom of it. Because I think, viewed in the context of the perspective
financial strength of the applicant, the letters are crucial because it’s the only — and, and, it was
imperative if they wouldn’t answer our questions that the Department ask questions and get to the
bottom of it. Because, you know, like, the, the - to say that if a company is prof — is profitable,
even if it has to sell part, it’s still profitable, you know, respectfully, we disagree. A company’s
very profitability is based on a synergy between the parts. If, if, if a company like a Microsoft,
which is strong, is required to sell off certain parts of it, it could become an unprofitable company.
At least theoretically, you can’t — just the fact that it’s profitable doesn’t prove that. And if, in
fact, that although it’s portrayed that the Department should be get involved in Federal Reserve
Board issues, for the Department to responsibly consider the perspective financial strength of the
applicant in this instance because it is an unprecedented application, it absolutely requires the
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anyone be an attorney to submit comments. They consider routinely comments from community
groups in support of residents of their neighborhood. They’ve never ruled that an individual,
particularly the executive director of a community group, can’t speak for the group. 1 mean, that’s
something that was ruled here, but I think that, that, that it’s something that certainly was objected
to. There’s a — the organizations — it would seem if consumer protection and consumer advocacy
organizations in Delaware have no — are deemed by the Department to not be affected or interested
in acquisition of Delaware insurance companies when by statute there is a public hearing, umm,
then something is — something is drastically wrong with the process. And it goes back to this that
the idea of — I don’t want to say it’s a test case that, that this is a major merger. There is a danger
here. I mean, I'll - the point we want to make is this: the heart of the merger. What's actually
going on in the merger and the way in which it clearly impacts the financial strength of the
applicant, the future strength of the insured to be acquired, is something that the record is — the
record - the burden was on the applicants and they didn’t address a major question. And it doesn’t
appear to us, you know, with all due respect, that the Department inquired into it in any — in any
responsible way. We renew our request to do discovery on that issue because we think that a
decision made without that information in the record would be — certainly, when to deny we
certainly have no objection to. But when to approve on this record would be, would be incomplete
and arbitrary and the test — today’s testimony that the company has not calculated the numbers if it
had to divest — I’'m wrapping up.

Meisenheimer: Are you making another application for discovery?

Lee: Yes, we are.

Meisenheimer: How is it different than the previous one?

Lee: The difference is that, that it - from the order that was issued on May 29™, it seems
that the per — the, the — we believe that the purpose of the request was misapprehended. It is not -
although, although the letters that some of it concemed are letters back and forth to the Federal
Reserve Board, it’s not an inquiry about the Federal Reserve Board. It’s an inquiry about the
major doubt and wildcard in the future financial stability of the applicant. Which is would the
proposed CitiGroup have to sell off 20 to 30% of its business? And we — and the letters are
relevant because the letters say on behalf of Travelers to the Federal Reserve Board that only if -
not only — only if the businesses can be integrated. Only if the products underwritten by Travelers
can be sold at Citibank branches, only if there is a single statement saying CitiGroup that’s
banking and insurance products, only if those things are permissible is the deal even worth doing.
So I think you step back and you say, since they’ve now said that there are no assurances, no
reason to believe that the Federal Reserve Board or anyone else will approve that, that an inquiry -
too, again with all due respect, the answers given today that the company hasn’t looked into the
numbers. Mr. Prince, there was a missing witness here today. The letters are crucial because they
involve — do they have a reas — is there a reasonable basis to believe that they can keep 30% of
their business and that they can cross-sell? And that the wiggle room that was left is that, well,
that’s what Mr. Swede told Mr. Prince. All he said 1s Mr. Maddingly said thanks for the letter.
That would seem, based on the first letter, a very thin reed to do the merger on. But Mr., but Mr.
Swede wasn’t here. We’d asked to depose Mr. Swede, and if we had, maybe we would have come
here and said, you know, that was all that was said.

Teichman: Let me interrupt you, please, just a minute.

Lee: Sure.

Meisenheimer: Okay. I'm going to rule on that right now. I"ve listened to everything
today, too. And I'm persuaded at this point that any additional things that we’ve heard today
would have us do additional discovery. Now you’re going to submit a list of the officers and
directors?

Welch: yes.
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the relevance of fed letters to the standard, but I think the standard - I, T would hope that, that
that’s now shown. And we will request that either, you know, immediately or as soon as possible
after the order there’s an oral motion that discovery be allowed on this issue, narrowed to that
issue. But the record at present would not legitimately support approval as presented today. As
presented with an applicant that says we have never even calculated numbers if we have to divest,
which I think is what was said. We can — we’ll go back to the tape, with all due respect.. The
Department didn’t inquire into this. But I would lay more blame on the applicant, because it seems
to me it’s something that’s supposed to be disclosed in the application. We requested the Form A.
So that you know in terms of late participation — we requested the Form A from Travelers and
Citicorp April 13™ followed up by a letter to coun - to their counsel of April 27*. We finally only
got it on April 28" - on May 28" is when we got the thing. So I think that there’s a sense that, oh
the public, you know, they come in too late asking questions, that was the reality. I'm saying that
to the record, that 1 think that there’s some, there’s some, you know, the, the — again, in the nature
that this is an unprecedented application. It is. There is a sense that oh, we’re raising policy
issucs. It sort of — it is kind of a test case. It’s a test case for the, the credibility of State regulation
of an enormous part of what would be the largest financial company in the world that there’™s a -
there’s, I think an argument was made that although it’s domiciled in Delaware, it doesn’t matter if
they write insurance policies elsewhere. That the Commissioners - [ think there was actually in the
News Journal said that Commissioner Donna Lee — it said that her only duty is to citizens of
Delaware. I don’t necessanly think it’s true. If, if in fact the entity that’s licensed here is insuring
Citibank N.A. and Citibank South Dakota N.A. It seems quite — that not allowing an applicant to

Teichman: We’re going to go off the record for just a moment.

Lee: Okay.

[pause to change tapes]

Teichman: We're back on the record. It’s about 3:45 in the afternoon.

Lee: We'll try to, in the interest of time, I mean, obviously, we have these various
objections, but, you know, we made them and then asked the Department to rule on them. Umm,
the one thing to make clear, in, in putting in context the things that were presented, umm, Ms.
Harris’s experience with — is with Commercial Credit, a — right in the booklet they presented of
affiliates, a major affiliate of Travelers Group. She’s a Delaware citizen, member of the Delaware
public. Her experience with Commercial Credit involved a quite questionable, uh, credit-related
mnsurance by the Travelers Group that in fact is not the thing that’s in front of HUD but is
something that the Delaware Insurance Department is particularly suited to look at in terms of its
pendency at HUD being an excuse to not look at what she testified to and what the written things
show, umm, HUD is generally required to rule on complaints made to it in ninety (90) days. It has
in fact been nine (9) months on her complaint. Too, because she waived the ninety (90) davs on
the representation of HUD and turned it into a systemic inquiry and had gone to Commercial
Credit’s headquarters in Baltimore to review files, not onlv her file and rule on it, but to review the
entire — to review the marketing and pricing practice by race of Commercial Credit. So that’s
something that it would seem that the Department, given that it’s in the record, it’s not something
that to the degree that the argument is, that’s before another agency, don’t worry about it. It is in
fact an insurance-related thing going to the very applicant on insurance and in Delaware. So it
seems — 1t would seem extremely narrow not to, to — we would object to it being treated in the
record as something that, because it’s in front of HUD, the Department doesn’t have to look at it at
all. Umm, there is some — there seems — we viewed it as a public hearing in the sense that, that
members of the public come and testify. It may be that for historical reasons it’s a very formal
process, but the, the issues that arose as to Ms. Rangan, you know, somehow practicing law, in
submitting comments which she submutted into the record to the OTS, the OTS doesn't require that
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Meisenheimer: We understand. And that will be available for you to review, and then
after that you will be able to give your comment to that. So I'm going to clear up that issue right
now and now allow additional discovery. Based on what I've heard today and based on the
additional information that we’ve asked them to submut.

Lee: Then -

Meisenheimer: You can go on, you know, from here.

Lee: Umm hmm. I guess there’s another request that the Department itself make some
tnquiry into that issue. It seems that what - I didn’t understand that the Department itself would be,
would be a witness. But the current records — the state of the current record is that there was no
inquiry, from our point of view, into the future financial strength of the applicant. That the, the,
the conclusion drawn about the future financial strength was that because both are profitable now,
must be profitable in the future. And that is something that, [ mean, actually, we have — hang on a
moment. We've entered an exhibit. It's just because I've ~ ['ve mentioned it, I think it's im —

Welch: Your Honor, I'm going to object to that.

Lee: Go ahead.

Welch: T want to object to that, and the reason is, the record has been closed. What we
have going is argument now, final argument. He’s been supplementing that final argument with
new facts he’s been coming up with throughout it. But [ don’t think Your Honor ought to take any
new exhibits at this point. The record is what the record is. We’ve done it, and this is not some
new uh, we ought not re-open with some new procedure.

Meisenheimer: I'd like to point out that the record’s going to be open anyway, 0 you can
submit it within the five (3} day period.

Lee: And just to clanify this, it’s five (5) days after they submit.

Meisenheimer: Yes, but we're not going to receive any more exhibits because you are
summizing right now and you will be able to submit that within the five (5) day period.

Lee: Given that you - [ guess — here’s a — you've ruled that no more discovery. Now I
think it’s an important point to make. When is or was the right point to make a request for
recusal? We were told it wasn’t - Miss Rangan asked Mr. Teichman who’s been, you know, very
well — again, it’s with all due respect. She was told that he couldn't tell her when such a request
would be made. That that would be legal advice, couldn’t be told. I think it’s a fair question. The
issue — the issuc has been raised. Ms. Rangan attempted to make a motion and it was not
entertained. It was returned to her. Is that motion part of the record or not part of the record”

Meisenheimer: Well, once again, I'm not here to answer those questions. I'm here to rule
on what I"ve heard, and that is my position at this point.

Teichman: I think the Hearing Officer made clear that it’s his position that the — that the
recusal matter is not ripe. It stands to reason, therefore, that if you wish to make an application
regarding the recusal of the Commissioner, that gets made to the Commissioner after the Hearing
Officer’s proposed order and recommendations go to her for review and for her final decision.

Lee: Even if the request is not only to recuse the Commissioner, but the Hearing Officer
appointed by the Commissioner? :

Meisenheimer: That’s correct.

Lee: And that’s in the five (5) days period?

Teichman: That really - that’s something that — recusal issue needs to be addressed after
the hearing officer issues his proposed order and recommendations.

Lee: And is there a twenty (20) day period between — I'm just, I guess I'll just have to -

Teichman: Sure, I think we need — let’s just finish with your argument. Ms. Rangan has
some argument I think she wishes to make.

Lee: Yep, she sure does.

Teichman: And then we’ll address procedural matters as far as the time that the record’s
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extent that there was going to be a change in policy - in plans of some sort, and, and Citicorp
Insurance was going to start selling insurance to the public, they would be coming before you and
making that clear. So to the extent that there was any lack of clarity on that, Ms. Mulholland has
urged me to clanfy that. They are captives, they” don’t sell to the public. There’s no plans that
that’s going to change. This transaction is positive for Delaware. The fact of the matter is, it is a
progressive transaction, it /s a leading transaction, Delaware is a progressive state, and, and uh, it
ought to be approved. Thank you so much for your time and attention again.

Meisenheimer: We have five (5) days that we’re going to keep the records open. Which
that will be until June the 9" and for you to submit whatever documents, additional documents for
the Department’s review. Now, after that five (5) days we’re going to keep it open another five (5)
days to give each party to have a chance to, uh, make their comments regarding that.

Teichman: Let’s make clear that what you - just so everybody’s clear, that — what you —
you want to limit the second five (5) days to issues that are only raised in the submissions that
occur in the first five (5) days.

Meisenheimer: Right. So we have ten (10) days from today. All ight. We’d like to
thank everybody for coming, for your patience, and for your uncut.

Teichman: Before we — actually, before we close out the record, I want to make sure that 1
have everybody’s exhibits. For Travelers, I actually have two (2) exhibits. Is that your
recollection? Okay. Mr. Lee, I believe 1 have four (4) exhibits from you, is that correct? And Ms.
Rangan, let me check, I think I have five (5). Is that your recollection? No, strike that, six (6), I
have six (6). And the time is 4:00 in the afternoon, Thursday, the 4® of June, and we are off the
record.
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going to be left open and so forth afterwards.

Lee: Okay.

Welch: Your Honor, if 1 could take — if I could just have two (2) minutes of argument, I
promise it won’t go beyond that, but if -

Meisenheimer: Well, I was going to give you a rebuttal, so go ahead, since you went first.
But do you want to wait? That'’s fine.

Welch: Go ahead.

Rangan: I think based on the testimony we heard today, the questions and answers, I have
more reason now to belicve that this merger will not benefit the commumity in any way.
Particularly the ramifications are tremendous with globalization. Have we so quickly forgotten just
about two (2) months ago Asia burped and the stock market went roller coaster nde! We're
concerned about particularly the insurance and the banking mergers as one thing. The concerns
stem from again, the appearance of a, uh, federal subsidy. Again, with the safety and soundness.
Say, for example, I was a banking customer of this proposed CitiGroup. I also had insurance from
this proposed CitiGroup and proposed CitiGroup had also insured say thousands of home in
California and God forbid, California got hit with an carthquake. What will I do? I'm going to
pull out my banking deposit, my investments, ¢tc. etc. to ensure that [ don’t go down, I don’t go
under. And I’'m sure if nothing else, the consumers in America do watch the natural calamities
theyre their front-page news, they’re there on the news, and with the, uh, greater coverage of the
finance sector, again on an hourly basis on the news, I think the consumers are getting a little more
aware of what is happening and with the greater awareness, I think these collaborations are going
to put a greater financial burden on the consumer and on the acquirer as weil m this case and goes
back to the strength, stability financially of the acquirer. We have already talked about concerns
with the integrity of the acquirer, and 1 will let it rest at that. Again, on the current record of the
various subsidiaries of Travelers Group, this merger request should be denied. 1 think I've covered
it all. Thank you.

Welch: Of all the exhubzts that Mr. Lee and Ms. Rangan put in, the one that stands out
most in my mind now that I get a chance to look at it 1s Lee Exhibit #4. Matthew Lee is using
every means possible to derail the Citicorp merger. He attacked Donna Lee Williams, the
Insurance Commissioner, he attacks Your Honor, he attacks the witnesses here, he attacks the fed,
he attacks the Hearing Examiner’s financial analyst, none of it holds up. Absolutely none of this
holds up. The fact of the matter is that as Mr. Michener pointed out, the statutory criteria have
been met hands down. As the financial analyst for the Department pointed out, the statutory
criteria have been met hands down. It’s unrebutted. Now what about this divestiture point? Well,
your own financial analyst points out that his analysis is flawless. He points out that Travelers is
very, very sound, very, very profitable before the transaction. Citicorp — very, very sound, very,
very profitable before the transaction. You put them together and you've got something even
strong and even better. [fthere has to be some divestiture, the profitability was there before, the
profitability was there after. Now obviously, divestiture can happen in a whole lot of different
ways. It's the kind of thing that’s going to come before groups just like yours. You'll get the
opportunity under some circumstances, other insurance departments will as well, if there’s going to
be something. The fact of the matter is, attacking the financial analyst makes no sense. He looked
at the issues, his analysis of it is flawless. There’s simply no basis for the attack on him or the
attack on, on, on the, uh, analysis. Bevond that, if one divests assets, one gets cash. Does that
necessarily adversely impact? Just as a matter of common sense, does that adversely impact the
business organization? Not necessarily. And I think that’s inherent in your financial analyst’s
analysis. So the testimony of our witnesses remains unrebutted. It's a ca — what we're talking
about here is captive insurance company. It does not sell to the public. It isn’t gonna sell to the
public. As Ms. Mulhotland pointed out to me shortly before, or rather during the break, to the
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Hello, my name is Gwen Jacobs. I am the President of New York ACORN, and I am
testifying today for New York ACORN, and for Maude Hurd, ACORNs National
President who was not able to be here.

in April ACORN did a study of Citibank’s record on single family lending to borrowers of
different races and incomes in ten cities; we also looked at their lending record by
neighborhood in 6 cities. Finally, we compared Citibank’s performance to the performance
of other institutions.

What we found is that if you are lower income person of any race, and especially if you are
African American or Latino, you had better not look to Citibank for a loan. Citibank is not
looking for our business, and if we go to them, we are much more likely to be rejected.
Citibank is not making loans in our communities and not meeting its basic legal obligations
to serve all potential borrowers in its service areas.

Before I go over some of the details of Citibank’s outrageously bad record, there
are two important things to keep in mind. First, don’t dismiss the numbers on Citibank’s
failure to serve low and moderate income people with the thought we can’t afford to buy
homes anyway. In cities around the country people with moderate incomes - below 80% of
their areas median, and people with low incomes - incomes below 50% of the area median,
even those with incomes below 30% of the area median, can and do buy homes. We can
and do buy homes, and we can and do pay our mortgages. When barfks will lend to us.

When banks like Citibank won’t lend to us we pay someone else rent forever - often more
rent than we would pay monthly for a mortgage - without ever building the equity of
owning a home, Or we are forced to pay outrageous interest rates at mortgage companies.
Potential homebuyers who would contirbute to community growth and stability are forced
to move in order to get a loan; houses are left abandoned, and neigborhoods deteriorate.

Now for the details.

- In 1996 ( the most recent year for which data are available) a Latino applicant for a home
loan at Citibank was 300% more likely to be rejected than a White applicant. An African
American applicant was 350 % more likely to be rejected than a white applicant.

How does this compare to other institutions?

- Citibank is much worse than your avera e bank. Citibank’s ‘rejection ratios’ -the rate at
which minority applicants are turned away as compared to white applicants - are
substantially worse than the average rejection ratios of all lenders in the 15 major cities
ACORN has studied. On average Latinos were rejected 1.7 imes as often as whites in
1996 compared to 3 times as often by Citibank; and African Americans on average were
rejected 2.1 times as often as White applicants compared to 3.6 times as often by Citibank.

How does this compare to Citibank’s own past performance?

- Citibank’s own performance is getting worse not better. Citibank’s loans to African
Americans and Latinos fell by more than 50% between 1995 and 1996. The share of
Citibank’s single family mortgages that went to Latino and African American families fell
dramatically from 36% in 1995 to 13 % in 1996.

Even when we looked only at relatively high income applicants - families earning 50 and 60
thousand dollars a year and more, we found that African American applicants were rejected
nearly 3 times as often as whites, and Latino applicants were rejected more than four times
as often as whites.



One thing that is particularly disturbing about Citibank’s record is the fact that not only do
they reject minority applicants at high and growing rates, but also their practices -
rejections, location decisions, advertising, outreach, customer service - who knows what
combination of elements - seem to be working increasingly to discourage or prevent
minority families from even applying for loans. While the banks total number of
applications per year 1s growing, both the percent of their applications from minority
borrowers, and even the absolute number of such applications shrank between 1996 and
1995 to unacceptable levels. Total applications from African Americans and Latinos fell by
47 and 48 percents , respectively. The share of applications from African Americans
declined in every city we looked at, and averaged only under 6% of all Citibank
applications.

What if we look at neighborhoods, not individual borrowers, or if we focus on income
alone, rather than race?

- Citibank has systematically redlined lower income neighborhoods of all races, as well as
minority neighborhoods.

For examptle, Citibank made 104 loans in the Baltimore area in 1996. Only 13 of these,
however, were made in inside the city limits - where the Citibank branch itself is located.
Looking outside as well as inside the city, nearly half of the Baltimore areas
neighborhoods ( 47%) are low and moderate income - that is, with average incomes below
80% of area median - but these neighborhoods received only 17% oftthe loans from
Citibank. Neighborhoods with average incomes below 50% of area median are 16% of the
metro area, but received only 2% of Citibank’s mortgages. Neighborhoods with more than
90% minority residents make up 154 of the Baltimore metro area, but received only 1
mortgage loan.

In Miami, where nearly half of the metro area is made up of low and moderate income
neighborhoods, Citibank made only 18% of its loans in these neighborhoods. Instead, a
full half of the banks loans went to the only 21% of areas with average incomes above
120% of area median. Of its 343 loans in the Miami area, Citibank failed to make even a
single one in the 15% of all area census tracts where minorities are more than 80% of the
residents.

Here in New York City ACORN looked at more than 800 Citibank loans and found that
Citibank makes few loans to any low income or minority neighborhoods, and that while it
makes the majority of its loans overall in Manhattan, it makes essentially no loans at all to
minority or lower income parts of Manhattan. ( show race map) Citibank made no loans at
all in census tracts in Manhattan which were more than 90% minority in 1996, and only 1
loan in a census tract with more than 75% minority residents in the borough, although there
are a total of 76 such census tracts on the island. The bank made only 5% of its loans to
such neighborhoods city wide, even though they make up 28% of the MSA.

Looking at income, ( show income map) although 18.2 % of the New Y ork metro area is
low income, Citibank made only 6 loans in these areas. Moderate income census tracts,
with incomes between 50 and 80 percent of the area median make up an additional 35% of
the city, but received only 10% of Citibank’s loans,

I could go on and on.

But what the numbers I have talked about, and those there wasn’t time to go over, add up
to is a clear picture of the fact that Citibank is steering capital away from us. They control
huge amounts of capital and they are directing it away from low and moderate income
people of all races, and from African Americans and Latinos of all incomes.
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Without access to capital, no matter how hard we work, our families and our
neighborhoods will never really thrive. By failing to make loans in our communities, - and
they clearly fail to do so - Citibank is blocking our access to opportunity.

Given this record, it is absolutely wrong for Citibank to be given access to still more
markets. Given this record, it is absolutely wrong to give Citibank still more market
power. The Federal Reserve Board needs to say No to this greater concentration of wealth
and power, and say Yes to democacry
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My name is Gloria Waldron and I am a member of New York ACORN. I Am testifying in
part for Ted Thomas, who is the President of Chicago ACORN, and was not able to be
here.

I want to say first for Ted and others in Chicago and around the country how disappointed
and angry we are that the Federal Reserve is holding hearings on this merger only here in
New York. A huge merger is being proposed between two giant companties with bad
records, and it 1s a merger that we and many others believe is illegal under current banking
law. Tens of millions of consumers across the county will be affected by this merger , in
Chicago, and in Oakland, in Miami, everywhere. But they are being denied the opportunity
to comment on it on it person, and deliver their messages to the regulators about what is at
stake here.

In Chicago in particular I know that not only ACORN, but also the Chicago Community
Reinvestment Coalition, and the Woodstock institute, and others, groups with a long,
active, and successful history of fighting for fair access to credit have asked for hearings.
When the Federal Reserve Board refused, the Woodsotck institute proposed a video
hearing, but the Board said that was too complicated too. When we see that the federal
Reserve Board cannot even be bothered to take the trouble to be thorough in hearing from
the public about a merger this important we are pretty upset.

Now I want to talk about three things. <

First, Travelers record of ignoring inner city and minority neighborhoods
Second, the total inadequacy of the Citibank’s announced CRA commitment
and Third, the illegal and dangerous nature of this proposed merger.

Travelers Insurance is not serving lower income, urban and minority neighborhoods. We
don’t have as many numbers on Travelers as we do on Citibank, because they do not have
to make their numbers public. Thats part of the problem. What we do know isn’t good
though.

Insurance industry studies have pointed out that most of insurance agent’s business comes
from within 3 miles of their office location, and office location was a key element in the
Justice Departments Fair Housing Suit against the American Family company in 1995. So,
in order to back up what we know from experience about Travelers performance,
ACORN has taken a look at their office locations and also their advertising practices.

What we found is that in the ten large racially mixed cities and their surrounding metro
areas that we looked at , three out of four Travelers agents are located in zip codes where
whites make up more than 85% of the population.

The travelers agents are located mostly in suburban areas, especially wealthier and whiter
ones. Fewer than 1/3 of the agents overall were located within the city limits, and this ratio
was especially bad in some cities, In DC only 13% are within the city limits; in Bridgeport
only 8% are within the city limits, and Philadelphia only 2% of travelers agents are located
- within the city limits.

The travelers agents are located miles away from low and moderate income and minority
neighborhoods. 93% of Travelers insurance agents in the cities we looked at were further
than 3 miles from ACORN neighborhoods, while as I said industry studies show that most
of an agents business comes from within 3 miles of their office. In Philadelphia travelers
agents are on average more than 20 miles from central North Philly. In New York the
average distance of Travelers agents from downtown Brooklyn is 24 miles!



Little information about Travelers is available for average consumers, espeically in large
cities. The company doesn’t list many agents in the phone book, and when it does list it is
most often in suburban books. Unlike its competitors, Travelers does not advertise in city
telephone books. In contrast, the company’s internet home page - which is much less
accessible to low and moderate income people, as well as to minorities who have a lower
rate of interment access than the population as a whole - lists nany more agents than do the
phone books.

Gwen Jacobs has already talked about Citibank’s poor lending record.

Citi has now announced a so called commitment to low income areas to go with its merger
proposal. We think it is much too little and much too vague.

Citibank has promised 115 billion dollars over 10 years, which is only 2% of its assets
annually. Thats 2 % of its assets for African Americans and low and moderate income
people. I call it insulting.

Other banks involved in recent mergers have promised much more - 6% for Naitonsbank,
5.5% for Bank of America, etc.

Even within the 115 billion, most of what Citibank has promised is consumer lending,
like credit cards and auto loans. This will not do anything to deal with their basic problem
with making home loans, or small business loans, in our neighborhoods.

Finally, not only do Travelers and Citibank each have records of shutting the door to credit,
homeownership and insurance in the faces of low and moderate incofie and minority
people, but the giant combination they are proposing breaks banking laws designed to
protect the public from too close relationships between banks and other kinds of
companies, and make sure that banks and other kinds of companies are regulated as they
need to be. These laws were passed by Congress - elected by the American people - and
they have not yet been changed by Congress. We do not think that the Federal Reserve
Board, on its own, should be deciding to change them, or to allow special exceptions.

Citibank and Travelers alone already have the power to block people in my neighborhood,
and in neighborhoods like mine around New York and around the country from getting the
financial resources we need to have a fair chance in this economy. They are doing it
already. I am honestly scared at the thought of their getting together, getting bigger, getting
even less interested in dealing with anyone who is not already part of their world. ] am
scared and angry.



ACORN

88 Third Avenue
Brooklyn, NY 11217
(718) 246-7900
Fax: (718) 246-7939

This year New York State has awarded a contract to Citibank to distribute food
stamps and public assistance benefits electronically starting in January 1999, However,
we have seen that Citibank is not a friend to us. It is basically a bank for the well-off.
We will be hurt if we let our money go there. What I urge each and everyone of you to
do is open up an account in the bank of YOUR choice now and do not let the city decide

the bank for you. Tell others this message so that they too may beneit.

Este ano el estado de Nueva York le granto un contracto a Citibank para distribuir

cupones de alimento y los beneficios de asistencia publica electronicamente comenzando
en enero del 1999. Pefo, nosotros hemos visto que Citibank no es amigo de nosotros. Es
simplemente un banco para los ricos. Vamos a sufTir si dejamos que el dinero vaya hai.
Lo que quiero que cada uno de ustedes hagan es que abran una cuenta en el banco que
USTED elige y no deje que la ciudad decide para usted. Diganle este mensaje a otros

para que ello tambien beneficien.

B



PAGE 81

—

#6/24/1998 ©9:24 212-369-2978 ~_ _YURA AND COMPANY

Shirley Williams
940 E. 220* Street
Bronx, NV 10469

June 24, 1998.

Attention: Ms. Fzmini,

It is quite evident from recorded statistics that Citibank
lending record to minorities and low income‘communities
is rapidly on the decline. More minorities are readify
rejected from loans compared to their white
counterparts. This is a blatant viofation of fair lending
policies. |
I speak from experience as an African American hoping
to realize the American dream of owning a home for the
first time, but was rejected after applying to Citibank
for a [oan. These unfair practices must be made known
so that consumers will not support Citibank, Travelers
which is illegally merge with Citibank, or any other
Citibank affiliation.

Sincerely,

Shirley Williams



No, this merger should not happen because, its illegal for one, two
Citibank has a particularly poor record of direct lending to low income
neighborhoods and people of color in New York City.

Citibank lends almost exclusively to upper income neighborhoods in
Manhattan predominantly white neighborhood (more than 85% white), receive
75% of Citibank loans in 1896. Even more striking, Citibank made only six ioans
that year in low income neighborhoods in NYC, Metropolitan area.

Again Citibank rejected African American and Latino applicants for
conventional mortgages for homes purchase (2 %z) times more frequently than
white applicants.

Citicorp and Travelers Group pledged to invest 115 billion in low and
moderate income community over the next decade as part of their historic MEGA
MERGES.

Citicorp John Reed and Travelers Sandy Weill ear-marked more than half
of that money 59 billion for credit cards students loans and comsumer lending.
The probiem with that is Citicorp has not done anything in the past so what
makes me believe that we as people of color or Latino can benefit from this
merger. What [ see is low and moderate income are being kept poor with high
interest rate with the credit, and student loans. Meaning Citibank/Travelers are
beneficiating greatly from this action and we as people of color are kept trying to
keep our head above water.

Please, read between the lines because life gets no better and increasingly
harder to strike for a better condition in our livelihood.

What can be done to improve our condition? We must have low interest
rates and guarantee not to raise interest rate after 3, 6 month or even one year
after contract. That would help toward depression in our poor neighborhood.
That way we as people of color would an incentive to strike from depression to
our Economy goals.

Thank you for listening.

UNITED WE STAND, DEVIDED WE FALL
It's that simpie!l!!

We Are

ACORN

l..J
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CITY BANK’S UNFAIR POLICY

As a bank, there should be rules and regulations and even loop holes to
go through. But every bank must try its best to et the needs of the people.

The polices of City Bank is making it even harder for the poor to save
money by raising the deposit for free checking to $6000 m linked accounts,
and its munimoum ATM withdrawl to $40; is a clear indication that the
majority of poor people who are Blacks and Hispanics will be unable to

maintain or open a saving account in that bank. R
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The Citibank Travelers Deal: Sign on the Dotted Redline

ACORN examined the lending record of Citibank in ten cities to determine the lender's
commitment to low income and minority communities and individuals. These lenders took more
than 14,500 applications and originated more than 10,000 single-family owner-occupied
mortgages in 1995 and 1996. In 19 out of twenty cases, the share of loans and applications to
Latinos or African Americans has declined dramatically between 1995 and 1996 and munorities
tended to be rejected for loans substantially more frequently than whites. ACORN also looked at
the geographic spread of Citibank's lending in six metropolitan areas and found that low-income
and minonty neighborhoods were poorly served by Citibank. Citibank's inadequate lending
record calls the move to merge with Travelers into question on Community Reinvestment Act
grounds. The markets Citibank currently serves are already underserved in terms of credit.
Allowing Citibank easy access to new markets would only subject additional communities to its
inequitable lending record.

Citibank's lending record is also compared to an ACORN study, which was released in September
of 1997, which analyzed the aggregate lending records of banks in fifteen metropolitan areas.
Using this information, ACORN is able to compare the racial rejection ratios of Citibank to the
average rejection ratios of other institutions in the metropolitan areas where Citibank operates. In
every case where Citibank oPerated in one of the previously studied citjes, Citibank's performance
was worse than the average. '

The merger between Citibank and Travelers is additionally troubling given Travelers dubious
record of redlining its insurance products away from low-income and minority communities.
Travelers has been charged with violations of the Fair Housing Act for offering homeowners
insurance products whose underwriting guidelines have the effect of refusing to serve minority
neighborhoods. In New York City, Travelers' auto insurance coverage seems to avoid the Bronx
and Queens, effectively screening out many minority drivers. These anecdotal problems suggest
there may be more beneath the surface of Travelers performance, but there is no comparable
disclosure requirement in the insurance industry to the Home Mortgage Disclosure Act ACORN
used to evaluate Citibank.

The findings of ACORN's study on Citibank include:

» Latino rejection ratios are getting worse at Citibank: For every white who was
rejected by Citibank in 1995, more than two (2.08) Latinos were rejected. In 1996, three
Latinos were rejected for each white who was turned down — an almost fifty percent increase.
This is worse than ACORN's 1997 analysis described above which found on average 1.73
Latinos were rejected for each white in 1996 nationwide.

« Citibank’s African American rejection ratios are higher than the national
average: In 1996, the African American rejection ratio at Citibank was 3.59 -- down from
4.12 in 1995. While there is some improvement, Citibank's African American rejection ratio is
70% greater than the 2.11 ACORN found nationally.

+ Applications from minorities are shrinking at Citibank: Total applications from
African American and Latinos fell by nearly half between 1995 and 1996. The number of
Latinos applying for Citibank loans fell by 48% and the number of African Americans fell by
47%. The share of applications from African Americans and Latinos dropped to 15% by 1996
- more than 60% decline since 1995. There was a decline in the share of Latino applicants
between 20% and 80% in every city except for Miami which increased 30%. All told, the
share African American applications at Citibank declined in every city and averaged only
5.85% of ali Citibank applications.

! Rejection ratios compare the rejection rates of minorities compared o the rejection rates of whites, so if ten percent of
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« Citibank made half as many loans to minorities in 1996 as in 1995: The number
of loans Citibank made to Latinos and African Americans fell by 53% and made up fewer than
15% of the number of loans in Citibank's mortgage portfolio.

+ Citibank rejects even wealthy minorities more frequently than whites: In six of
the cities surveyed, African Americans and Latinos earning more than 120% of the median
income were rejected more frequently than similar white applicants. Wealthy Latinos were
rejected more than four times as frequently as wealthy white applicants on average. Wealthy
Afnican Amencans were rejected nearly three times as frequently as wealthy white applicants on
average.

» Citibank loans almost exclusively to wealthy white neighborhoods: Citibank has
systematically engaged in a practice of relining minority and low income neighborhoods,
leaving them starving for credit. ACORN looked at over 3,000 home purchase mortgage
originations in New York, Washington, Baltimore, Chicago, Oakland, and Miami. In every
instance, Citibank loaned almost exclusively to the very whitest and upper income areas while
at the same time virtually ignoring minority and low-income areas.

Citi by City Analysis
Baltimore

Lending Record by Race and Income of Applicant: The number and share of minority
conventional mortgage applications has dropped off sharply at Citibank in Baltimore between 1995
and 1996. African American applicants accounted for only 10.2% of Citibank's 1996 applicants,
down from 38.2% in 1995. There was only one Latino applicant in 1995 and none in 1996. Over
the same period, the share of white applicants grew 61.3% to reach 70.9% of all applications. The
number of conventional loans to African Americans fell from 38 in 1995 to 11 in 1996 representing
a 69.3% decline in the share of Citibank's loans to African Americans.

In 1995, the rejection ratio for African Americans was quite low -- only 1.09 African Amenicans
were rejected for each white rejection. By 1996, 3.15 African Americans were rejected for every
white applicant who was turned down. Incredibly, even wealthy African Americans were 7.25
more likely to be rejected than similarly affluent white applicants, the highest figure of all Citibank
operations surveyed.

Lending Record by Race and Income of Neighborhood: Citibank made 104 mortgage
loans in the Baltimore metropolitan area in 1996. Disturbingly, only 13 of them were made inside
the city limits, despite the fact that the only Citibank branch is located at Baltimore’s downtown
Inner Harbor. Nearly half (47%) of Baltimore neighborhoods are low- and moderate income, but
Citibank made only 17% of its mortgage loans to those neighborhoods. The poorest areas réceived
the very least from Citibank. Neighborhoods earning below fifty percent of the median income are
16% of the metro area but they received only 2% of Citibank’s mortgages, eight times less than
their share of the city. This disparity was made up by Citibank in the wealthy areas. The
wealthiest neighborhoods made up 16% of the metro census tracts but received more than 50% of
Citi’s mortgage originations - a 300% over representation.

Minority communities were particularly hard hit by Citibank’s indifference. One quarter of
Baltimore MSA census tracts are minority, but they received only 3% of Citibank’s mortgages.
Neighborhoods which are more than ninety percent minority recetved only one mortgage loan (1%)
despite making up 15% of the metro area. Neighborhoods comprised of 90% white residents
make up 47% of the metro area, but Citibank made 66% of its loans to these areas.

[ RY



Chicago

Lending Record by Race and Income of Applicant: While the total number of Citibank’s
applications grew slightly in Chicago between 1995 and 1996, the number and share of minority
applicants fell sharply. Applications by African Americans and Latinos dropped off by half
between 1995 and 1996 (from 221 to 109 and 402 to 177 respectively). The share of applications
to minorities also fell by more than half, down 53.0% by African Amencans and 58.1% by
Latinos. The number of loans to African Americans and Latinos in Chicago has also been cut by
more than half and the share of loans to African Americans has fallen by 57.5% between 1995 and
1996 to 5.4% of all Citibank's conventional mortgages. The share of loans to Latinos fell by
62.7% (to 10.0% of Citi’s loans) in 1996.

In 1995, African Americans were four and a half times as likely as whites to be rejected at Citibank
in Chicago and Latinos were nearly three (2.78) times as likely to be rejected. In 1996, the figures
fell slightly to 2.52 for African Americans and 2.6 for Latinos. ACORN’s analysis of all lenders in
the 1996 Chicago market found that African Americans were rejected 3.17 times as frequently as
whites, only slightly worse than Citibank’s own record and that Latinos were rejected 1.93 times
as frequently as whites, making Citibank worse than the market as a whole.

Lending Record by Race and Income of Neighborhood: Although nearly twenty percent
of Chicago's census tracts are below 50% of the median income, Citibathk made only 32 loans in
these neighborhoods, only 3.12% of its mortgage originations a more than six-fold under
representation. Another 30% of Chicago's census tracts earn between 50% and 80% of the median
income, yet received only 22.4% of Citibank's mortgages, 30% fewer than their proportion in the
metropolitan area. Nearly 45% (43.9%) of Citibank's loans were made to the city's most affluent
neighborhoods even though they make up just 15% of the metro area -- nearly a three hundred
percent over-representation.

Minority communities were especially underserved by Citibank. Though 30% of the city's census
tracts are predominantly minonty but they received only 4.6% of Citibank's mortgages. The 19%
of the census tracts where more than 90% of the residents are minorities received only 1.7% of
Citibank's mortgage loans. In comparison, the 45.0% of the census tracts which more than 85%
of the residents are white received 71.0% of Citibank's mortgage originations.

Miami

Lending Record by Race and Income of Applicant: The share of applications by African
Americans fell from 18.8% in 1995 to 7.5% in 1996. The number of loans to African Americans
fell by more than 50% (from 31 to 15) between 1995 and 1996. The share of loans to African
Americans decreased by 69.3% to only 4.9% of Citibank's conventional mortgages. African
Americans were rejected more than three (3.25) times as frequently as white applicants in 1996.
Even wealthy African Americans are rejected more than two and a half times (2.57) as frequently
as wealthy white applicants.

Lending Record by Race and Income of Neighborhood: While nearly half of Miami’s
metropolitan area is low- and moderate-income neighborhoods, Citibank made only 18% of its 343
home loans there. Instead, it made almost half of its loans to census tracts over 120% of the
median income, despite the fact that these areas make up only 21% of the metropolitan area. There
is a more than a 200% over representation of the most wealthy areas in Citibank’s loan pertfolio.
Those that lived in neighborhoods eamning less than half the median income, about a fifth of the
metro area, fared the worst. Only 3.5% of Citi’s loans went to those neighborhoods - a more than
fivefold under representation.

Minority communities received even less from Citibank. Incredibly, Citibank failed to make even a
single loan in any census tract where minorities comprise more than 80% of the residents despite
the fact that these tracts make up 15% of the metropolitan area. Overall, the minority areas, which
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under representation. The whiter areas, however, received ample access to credit. Areas where
more than 75% of the residents are white received 87% of Citibank’s loans despite representing
only 63% of the metro area. Census tracts where more than 95% of the residents are white
represent ten percent of the city, but these tracts received 25% of Citibank’s mortgages.

Las Vegas

Lending Record by Race and Income of Applicant: Though lending activity decreased
substantially between 1995 and 1996, it was most apparent amongst minority applicants. The
number of African American applicants fell from 32 in 1995 to 2 in 1996. Latino applications
declined from 107 to 5in 1996. The share and number of loans to minorities also declined. Only
two African Americans and one Latino applicant received Citibank loans in 1996. The share of
African American loans fell 63.7% to 2.8% of Citibank mortgages in 1996. The share of loans to
Latinos dropped 95.9% to 1.4% of Citibank's conventional mortgages.

Los Angeles

Lending Record by Race and Income of Applicant: Between 1995 and 1996, Citibank
took 50% more applications and made 57% more loans, but the benefits of this increased lending
went predominantly to white and affluent borrowers. The share of African American applicants
fell from 11.2% in 995 to 3.5% in 1996 and the real number of applicants fell by more than half
from 57 to 27. The number of Latino applications fell from 252 to 78, and the share of Latino
applications dropped from 49.7% in 1995 to 10.2% in 1996. The number of loans to whites grew
from 66 in 1995 to 297 in 1996 -- a 350% increase. Over the same period the number of loans to
African Americans dropped 57% to just 11 originations, a paltry 2.4% of Citibank's mortgages in
1996. Loans to Latinos decreased 70.8% to 40 mortgages, representing only 8.7% of Citibank's
originations.

Citibank rejects minorities more frequently than whites and more frequently than average lenders in
Los Angeles. A 1997 ACORN study of all lenders in Los Angeles found that African Americans
were rejected 1.69 times as frequently as whites and Latinos were rejected 1.38 times as frequently
in Los Angeles in 1996. Citibank rejected African Americans 3.26 times as frequently as whites in
1956 and Latinos 2.40 times as frequently. Even for applicants who are all over 120% of the
median income, Citibank rejected wealthy African Americans nearly three times as frequently
(2.98) as wealthy whites and wealthy Lati _os more than three times as frequently (3.13).

New York

Lending Record by Race and Income of Applicant: Although applications to Citibank
increased by nearly 25% and loans increased more than a fifth between 1995 and 1996, little of this
increased lending activity benefited minorities or those with low incomes. African American
applications climbed 8.5% but the share of African American applicants fell by 10.7%. Latino
applications fell slightly, from 134 to 128, but the share of Latino applications fell 21.4% to just
5.0% of all Citibank applicants. Lending to African Americans and Latinos is also dropping.
Citibank made 9% fewer loans to African Americans in 1996 than 1995, but the share of loans to
African Americans fell 25.0% to 6.6% of Citibank's mortgage originations. Citibank made 18.4%
fewer loans to Latinos in 1996, but the share of loans to Latinos fell 32.5% to 3.5% of Citibank

mortgages.

Citibank's rejection ratios are higher than average New York lending institutions ACORN studied
in 1997. At average New York institutions, African Americans were rejected 2.13 times as
frequently as whites in 1996, but at Citibank they were rejected 2.67 times as frequently. Latinos
were rejected 1.69 times as frequently as whites on average in 1996, but at Citibank they were
rejected 2.39 times as frequently. Even the wealthiest minorities were rejected more frequently
than whites with similar incomes. African Americans eamning over 120% of the median income

were rejected 2.63 times as frequently as whites eamning the same amount in 1996. Wealthy
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Lending Record by Race and Income of Neighborhood: ACORN examined more than
800 loans Citibank made in Manhattan, Brooklyn, Queens and the Bronx and determined that
Citibank makes very few loans to low income and minority neighborhoods at all, makes the
majority of its loans on Manhattan, and makes essentially no loans to the minority and low income
areas on Manhattan. Only 3% of Citibank'’s loans went to neighborhoods where minonties made
up more than 90% of the population, even though these neighborhoods represent 15% of the MSA
-- a fivefold under representation. Of the 21 loans made to these neighborhoods, none were made
on Manbhattan. Citi made only 5% of its loans to census tracts where minorities made up more than
75% of the population, even though they represent 28% of the MSA. Oaly I of these loans, less
than a tenth of one percent of Citi’s mortgages in 1996, was made on Manhattan even though there
are 76 census tracts on the island with these demographics.

Even in the other boroughs, Citibank’s record of lending to minority neighborhoods is weak.
Only 22% of its lending in Brooklyn, Queens, and the Bronx went to census tracts where
minorities make up the majority of the population. Even fewer (10 %) went to neighborhoods
where minorities make up more than 75% of the popuiation.

In contrast, the very whitest neighborhoods in the city received the majority of loans. Across all
boroughs examined, neighborhoods where whites made up more than 85% of the population
received 53% of the loans, although they only make up one third of the MSA. In Manhattan, this
is even more distinct, where these 85% white areas received 75% of the Citibank’s loans.

The same pattern is evident in Citibank's lending to low income areas. Although 18.2% of the
metropolitan area is low-income, it made only six loans in these areas -- fewer than one percent
(0.7%) of all of Citibank's mortgage loans. Moderate income census tracts, between 50% and
80% of the median income, represent more than a quarter of the metropolitan area yet Citibank
made only 10.0% of its loans to these neighborhoods. In contrast, while less than twenty percent
of the census tracts in the metro area exceed 120% of the median income, Citibank made 48.0% of
its loans to these areas -- nearly two and a half times their proportion in the city.

Again, the extreme focus of Citibank's lending went to Manhattan's upper income areas and the
lending on Manhattan tended to go more towards wealthier areas than in Brooklyn, Queens or the
Bronx. Only 0.2% of Citibank’s loans on Manhattan went to areas below 50% of the median
income and only 5.8% of its loans went to areas below 80% of the median income. In contrast,
67.2% of its loans went to upper income census tracts on Manhattan. There were 86 low-income
census tracts on Manhattan that received no loans from Citibank. In Brooklyn, Queens and the
Bronx, 17.3% of the loans went to areas under 80% of the median income and only 1.5% of
Citibank's loans went to areas under 50% of the median income.

(Oakland

Lending Record by Race and Income of Applicant: There has been a dramatic decline in
the number of applications from and loans to minerities in Oakland. African American applications
fell from 144 in 1995 to 29 in 1996 — a 79.9% decline. Similarly, Latino applications fell from
199 in 1995 to 38 in 1996 -- an 80.9% drop. Loans to minorities have also dropped precipitously,
the share of loans to African Americans fell 74.4% from 24.0% of Citibank mortgages in 1995 to
6.1% in 1996. The share of Latino loans has fallen from 32.1% in 1995 to 7.89% of Citibank
originations in 1996 -- a 75.4% decline. Over the same period the share of loans to the wealthiest

borrowers has soared.

Citibank's rejection ratios are higher than at average Oakland lenders. Citibank rejected African
Americans nearly three times (2.82) as frequently as whites in 1996, compared to ACORN's 1997
finding that average lenders in Qakland rejected African Americans 2.28 times as frequently as
whites. Latinos were rejected 2.63 times as frequently as whites at Ciibank in 19596, compared to
the city average of 1.64. Even upper income African Americans were rejected more than five
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Lending Record by Race and Income of Neighborhood: The whitest areas received the
majority of Citibank’s lending in Oakland. Census tracts comprised of more than 0% white
residents make up only 12% of the metropolitan area, but these areas received 30% of the
mortgages -- nearly two and half times their representation in the MSA. Neighborhoods where
between 80% and 90% of the residents are white received nearly twice the share of Citibank loans
as their proportion in the MSA. In stark contrast, the neighborhoods with the highest
concentrations of minorities, more than 75% of the residents were minorities, made up 16% of the
MSA (more than the whitest neighborhoods) but received only 4% of the Citibank mortgages made
in the metro area -- a 400% under representation.

Citibank lending also focused on the wealthiest areas in Oakland. Upper income areas represent
one fifth of the metro area, but Citibank made 62.3% of its loans to neighborhoods over 120% of
the median income -- a more than 300% over-representation. Low-income areas are twenty percent
of Oakland's census tracts, but Citibank made only 14 loans there, a mere 3.8% of its loans.

St. Louis

Lending Record by Race and Income of Applicant: Between 1995 and 1996, the
number of African American applicants to Citibank fell by 75%, from 15 to 6. The share Citibank
lending to African Americans declined even more sharply over the sametperiod decreasing from
2.64% of all of its loans in 1995 to 133% of its loans in 1996. In all, Citibank made 8 loans to
African Americans in 1995 and only 3 in 1996. It only took 2 applications from Latinos between
1995 and 1996, and made 2 loans. '

The Citibank rejection ratio for St. Louis was the highest of the ten cities examined and markedly
higher than the areas average lender. In 1996, African Americans were ten and half times as likely
to be rejected as white applicants by Citibank. The analysis ACORN performed in 1997 found that
the average lender in St. Louis rejected African Americans only slightly more frequently than white
applicants, the citywide rejection ratio was 1.34 in 1996 about eight times lower than the Citibank
ratio.

San Jose

Lending Record by Race and Income of Applicant: African American applications fell to
only four in 1996 from 18 in 1995. The share of African American applicants slid from 3.8% in
1995 to 0.8% in 1996. Latino applications fell from 114 to 19, and the share of Latino
applications fell 83.9% from 24.3% to 4.9%. Lending to minorities has also fallen fast. In 1995,
Citibank made 68 loans to African Americans and Latinos. By 1996, the figure had fallen to 11 --
more than an 80% decrease. The share of loans to African Americans fell from 3.3% in 1595 to
0.6% in 1996. Latinos received 18.9% of Citibank's mortgage loans in 1995, by 1996 they
received only 2.6% of the loans.

Latinos were rejected more than four and a half times (4.59) as frequently as white applicants at
Citibank in 1996. African Americans were rejected more than four times (4.33) as frequently as
whites in 1996. In 1995, upper income Latinos were rejected nearly four times (3.95) as -
frequently as wealthy whites and in 1995 upper income African Americans were rejected more than
four (4.30) times as frequently as upper income whites.

Washington, DC

Lending Record by Race and Income of Applicant: Applications from African Americans
fell from 194 to 76 between 1995 and 1996. The share of applications from African Americans fell
from 32.7% in 1995 to 11.1% in 1996 -- a 65.9% decline. Latino applications fell from 57 to 15
between 1995 and 1996, representing a 77.1% decrease in the share of Latino applicants from
9.6% to 2.2%. Minority borrowers received nearly 40% of Citibank's mortgages in 1995 but only



10.4% in 1996. Citibank lending to African Americans fell from 116 in 1995 to 41 in 1996.
Lending to Latinos fell from 32 in 1995 to 8 in 1996.

Citibank's rejection ratios exceed the average of Washington, DC lenders ACORN examined in
1997. Citibank rejected African Americans more than three (3.39) times as frequently as whites in
1996, compared to the city average of 2.31. It also rejected Latinos more than three (3.23) times
as frequently as white applicants in 1996, compared to the area average of 1.83. Even upper
income minorities were rejected more than three times as frequently as whites with similar incomes
in 1996 (3.31 for African Amercans and 3.37 for Latinos).

Lending Record by Race and Income of Neighborhood: Citibank made few of its loans
to minonties in Washington, DC. Although 28% of the Washington, DC census tracts are
minority majority, these tracts received only 9% of Citibank’s mortgages in the metro area -- a
300% under representation. Conversely, neighborhoods where more than 80% of the residents are
white received more than 70% of Citibank’s lending, despite making up only 46% of the metro
area.

Citibank made only 6 loans to low-income areas in Washington, even though 16% of the census
tracts are low-income. Though nearly thirty percent of the metro area is moderate income Citibank
made only 14% of its loans to these neighborhoods. Instead, it made the majority of its loans
(55%) to census tracts over 120% of the median income even though these neighborhoods are only
17% of the metro area — a three fold over-representation.

The Trouble with Travelers

Though there is no comparable data that is publicly available on Travelers record of serving low-
income and minority communities, there are recent events and studies which indicate that its record
may be no better than that of Citibank's, indeed it could be worse. There is evidence that Travelers
underwriting guidelines for homeowners and automobile insurance are structured in such a way as
to make insurance more expensive, less comprehensive or unavailable in these communities.

The National Fair Housing Alliance has recently filed a Fair Housing Act complaint with HUD
against Travelers for underwriting guidelines that disparately impact minority communities. In
Washington, DC, for example, Travelers will not insure homes worth under $250,000 which
effectively makes its insurance unavailable for 90% of homes in Latino and African American
neighborhoods. It also refuses to underwrite policies for homes older than 45 years, which
excludes 38% of the homes in minority neighborhoods — nearly twice the share of homes excluded
in white neighborhoods. Additionally, Travelers requires a credit check to acquire its insurance
product, even though credit history is not an indicator for riskier policyholders who might file
more claims.

Travelers also makes little commitment to service the minority communities in Washington. Like
many insurers, its agents have all but disappeared from minority and integrated neighborhoods, the
complaint alleges. The National Fair Housing Alliance used matched-pair testers to verify bias in
the underwriting of policies at Travelers and found differential treatment against African
Americans.

The lack of service in low-income, minority inner city neighborhoods can be seen in other lines of
Travelers business as well. It’s Commercial Credit Corporation, which originates mortgages,
home equity loans and consumer loans, operates in Illinois, New York, New Jersey, Ohio, and
Pennsylvania. The vast majority of its 257 offices are located in the suburbs and small towns. In
fact only one office was located in a major city, Philadelphia.

Its auto insurance products also suggest redlining low-income and minority communities. In New
York City, the Department of Consumer Affairs found that although 1.26% of the states insured
automobiles were 1n the Bronx and Queens, but Travelers seemed to avoid servicing these areas.



Only 0.46% of Travelers’ 303,000 policies were for cars in the Bronx or Queens, 63% less than
the two borough’s share of cars.

The reliance on anecdotal evidence of Travelers record of serving low-income and minority
neighborhoods fairly only underscores the need for further disclosure of Travelers business
activities. The disclosure of lending and banking industry information has been critical to making
the industry fairer to all consumers and borrowers.

Conclusion:

The formation of Citigroup from the merger of Citibank and Travelers will create the largest
financial entity in the world. Given the magnitude and complexity of the merger, ACORN urges
diligence and scrutiny of this deal. ACORN believes Citibank and Travelers’ poor record of
serving low-income and minority individuals and communities must be weighed heavily as
regulators consider granting historic powers to Citigroup.

The merger will create a banking institution which would be in violation of current banking law,
namely Glass-Steagel and the Bank Holding Company Acts which prohibit the merging of
depository institutions with insurers and securities firms. Additionally, the merger application
needs to be considered with respect to the impact the acquisition will have on local communities as
well as carefully consider Community Reinvestment Act issues. Local communities especially
need assurances that this merger will not drain capital and resources out of their communities
through deposits and insurance premiums to finance the expansion of Citigroup here and across the
world.

All appropriate regulators with jurisdiction over this merger should hold public hearings in their
communities to both ask the compantes to more fully elucidate their record and to give citizens and
community groups the opportunity to express their concerns and opinions.

Methodology:

ACORN examined Citibank’s lending activity in nine metropolitan areas between 1995 and 1996.
ACORN analyzed Home Mortgage Disclosure Act (HMDA) data released from the Community
Right to Know Network. HMDA requires depository institutions with more than $30 million in
assets to report annually to the Federal Financial Institutions Examination Council (FFIEC). The
1997 data will not become available until the middle of the summer. The reporting includes the
number and type of loans correlated by race, gender and income of the applicants, the disposition
of those applications in each Metropolitan Statistical area where loans are originated.

The lending record by applicant analysis covers applications for all conventional, single family
owner occupied mortgages. Citibank took 13,899 of these applications in 1995 and 1996 and
made 9,505 loans in the following MSAs: Baltimore, Chicago, Las Vegas, Los Angeles, Miami,
New York, Oakland, San Jose, St. Louis and Washington, DC. The lending record by
neighborhood analysis covers all single family, owner occupied mortgages, including FHA and
VA loans, in six MSAs including: Baltimore, Chicago, New York, Oakland, and Washington DC.
For both analyses Citibank operations which were examined included Citibank NA, Citibank FSB,
Citibank Mortgage, Citibank Nevada, and Citibank New York State.
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Traveling to Travelers: Travelers Homeowners
Insurance Agents Located Far from Inner City Homes

Summary

Travelers homeowners insurance business primarily operates in the
suburban, wealthier, whiter neighborhoods and caters to these
customers while leaving minority and inner city neighborhoods
alone. Its agents are located away from inner city neighborhoods
and frequently at some distance from downtown areas. It markets
its products and services aggressively on the internet but weakly
in the yellow pages. These factors suggest that Travelers is
actively pursuing wealthier clientele while ignoring inner city
minority communities.

In general, the pattern of locating agents beyond inner city
minority neighborhoods effectively redlines those areas out of
Travelers' business. Most of an agent's business comes within 3
miles of their office location, according to industry studies, and
agent location was a key element of the Justice Department's Fair
Housing suit against American Family in 1995i. Many academic
studies have demonstrated the correlation between ‘agent location,
service, and race. ACORN's preliminary look at the locations of
Travelers agents and its advertising practices raises serious
concerns about the company's commitment to inner city, and
particularly, minority neighborhoods.

Findings

The racial composition of the zip codes where Travelers agents
are located are measurably whiter than the overall racial
breakdown of the cities studied. Three out of four Travelers
agents are located in zip codes where whites make up more than
85% of the population. The metropolitan areas of the ten cities
on average were made up of 76% white residents and 16% African
American residents. In comparison, Travelers agents were
located in zip codes which were 86% white and only 6% African
American, meaning the agent locations are in zip codes that
markedly whiter and more than two thirds less African American
than the overall makeup of the metropolitan areas.

Travelers agents are located predominantly in suburban areas,
particularly whiter more affluent areas. In the metro areas
studied, fewer than one third of the agents were located within
city limits. Some cities were particularly ignored: only 2% of
‘Travelers agents were within Philadelphia city limits, 8% within
the borders of Bridgeport, and only 13% within the District of
Columbia.

Travelers agents are located some distance from inner city
minority neighborhoods. On average, Travelers agents were more
than 17 miles away from ACORN offices, typically located to be
accessible to our low- and moderate-income constituency. In New
York, the average distance from ACORN's centrally located
Brooklyn office was over 24 miles. 1In Philadelphia Travelers



agents were an average of more than 20 miles away from ACORN's
North Philadelphia office. Importantly, the vast majority of
the Travelers agents are located further than three miles from
ACORN neighborhoods, which is the range where agents do the bulk
of their business. On average, 93% of all of Travelers agents
studied were further than three miles from ACORN neighborhoods.
Even in Dallas, the city with the highest density of Travelers
agents within three miles, less than 20% of the agents were
within that distance.

Little information about Travelers is available for average
consumers. Travelers has a paltry presence in commercial
telephone directories with few agents listed at all and a
complete lack of advertising (including the absence of the
company umbrella logo unlike its competitors Prudential, State
Farm, Nationwide, MetLife). To the extent there is a presence
in the phone book, it is more likely to be in suburban editions
than the city directories.

In contrast, the company's internet home page lists many more
agents than in the phone book. An extensive examination of
inner city and suburban telephone directories it Chicago and
Phlladelphla found that there were three and two and a half
times as many agents respectively on the internet than in the
phone book. This demonstrates Travelers focus on white clients,
who make up the majority of internet users.

Methodology

ACORN examined Travelers agent locations in ten cities across the
country both through a survey of business telephone directories as
well as an analysis of the company's agent locations provided by
its internet home page. The telephone dlrectory survey consisted
of comparing the agent listings in inner city and suburban
directories. The internet site survey consisted of comparing the
locations of the agents listed on its "Travelers Agent Locator"
site within a fifty mile radius of an inner city location. The
site provides addresses which were plotted on maps to show the
geographic spread of its agents. Fifty miles was chosen to ensure
as many agents within the metropolitan area could be examined as
possible.

The cities studied were Bridgeport, Chicago, Dallas, Denver,
Houston, Milwaukee, Minneapolis-St. Paul, New York, Philadelphia,
and Washington DC. A phone book survey was addltlonally compiled
for New Orleans. The zip codes of ACORN offices were used to
measure the distance from Travelers agents. In general, ACORN
offices are either located in central business districts or
minority communities. The racial composition of the zip codes
where Travelers agents are located was determined from census
bureau data.

Internet "Travelers Agent Locator"” Survey



In general, Travelers agents were located far from inner city
residents and well beyond the distance most agents would conduct
business. Agents primarily solicit business through direct mail,
cold calling and telemarketing within three miles of their
location. On average, 93% of Travelers agents are further than
three miles from ACORN neighborhoods. Philadelphia and Houston
have no agents within three miles of ACORN neighborhoods. Even
the city with the highest concentration of agents within city
limits was less than 20%. This demonstrates a pattern of racial
redlining on the part of Travelers to avoid serving these
communities.

The average distance to a Travelers agent was more than 17 miles
from ACORN neighborhoods. Bridgeport had the highest average
distance of nearly 35 miles, New York ranked second averaging 24
miles, and Philadelphia was third averaging more than 20 miles.
Only in Houston and Minneapolis-St. Paul was the average under 10
miles, averaging 8 miles each. On average, more than two thirds
of the Travelers agents were located outside the city limits, a
figure which is somewhat inflated by the high density of agents in
Houston and Dallas which have very large city boundaries. The
average without Houston and Dallas would be 20%,4and none of the
other metrc area examined had the majority of agents within its
boundaries.

Telephone Directory Survey

ACORN examined the Travelers telephone listings in the major
commercial yellow pages in each ecity and surrounding suburbs and
found that there were more listings in suburban directories than
those in the inner city directories. In all cases, Travelers had
very limited advertising presence. It did not purchase
advertising space, instead listing only the company name and a
list of its agents. In some cases the agents were set apart from
other listings with a box. Clearly one could easily overlook the
limited Travelers listing in a section of the phone book which is
often thirty pages long.

For example, there were two listings for Travelers agents in the
Philadelphia Bell Atlantic Yellow Pages 1999 directory. One of
those was downtown, the other was in the Northeast, a
predominantly white and upper-middle class area of the city.
However, there were twelve listings in the suburban Montgomery
County and Bucks County directories. A thirty year examination of
the county seat of Montgomery County shows Travelers increasing
its suburban presence. In 1966, the Norristown phone book listed
no Travelers agents, in 1978 it listed two, and in 1997 it listed
five.

In Chicago's Consumer Yellow Pages, there are three Travelers
agents listed, but four are listed in the suburban Winnetka, Lake
Forest and Oak Park directories. In Manhattan, New York, there
are eight agents listed for Travelers, but there are only four
agents listed in Brooklyn and none in the Queens directory. In
comparison, there are twelve agents listed in the suburban Nassau



county directory. There were 67 agents listed on the Travelers
home page for Denver, but there were no listings for Travelers in
the Central Denver US West 1996-1997 yellow pages.

Recommendations

Department of Justice and Housing and Urban Development should
start a Fair Housing investigation of Travelers agent location
and underwriting practices along with an aggressive matched pair
testing program and bring charges against any and all violations
of the law.

The Federal Reserve should reject the application for Travelers
to merge with Citibank. The pending merger should be rejected
on Community Reinvestment Act grounds since neither partner has
an acceptable service record. ACORN documented Citibank's
record in a study released last month.

The state insurance commissioners should investigate Travelers
for fair housing violations to determine whether there are
patterns of discrimination or bias around service and underwriting
guidelines. €,



City by City Analysis

Bridgeport: While there is one agent located in Bridgeport,
there are no other agents located within twenty miles of the city.
The majority of the agents are located in wealthy suburban areas
including Danbury, Waterbury and Stamford. 71% of the agents are
located in zip codes where whites make up more than 85% of the
population.

Chicago: Of the four Travelers agents located within the city
border, one is in the Loop, two are on the far north side and one
is in the southwest on the border with Burbank. The majority of
the agents are located in the suburbs, on average 18 miles from
downtown. There are offices in River Forest, Hinsdale, and Lake
Bluff but none in the predominantly minority areas of the south
gside and west side of Chicago.

Dallas: There are no Travelers' agents in the "southern sector"
except for one office in the suburb of Cedar Hill. There are no
offices in Oak Cliff, with a population of over 300,000. The
southern sector is also the area with the largest concentration of
minorities and low- and moderate-income families. In contrast,
the exclusive enclaves of Highland Park and University Park, where
the average house price is three times as high as for the metro
area, each have a Travelers agent. 85% of the Travelers agents
are located in zip codes where whites make up more than 85% of the
population.

Denver: Travelers has dozens of branches in the predominantly
white and affluent south east Denver and none in the African
American and Latino areas of north and north east Denver. In
comparison, in the mountain town of Evergreen there are three
agents. 82% of the Travelers agents are located in zip codes
where whites make up more than 85% of the population.

Houston: The Travelers offices are primarily located in more
affluent areas of the Memorial or Galleria along with Bellaire, an
upper middle class suburb. A few other agents are clustered in
West Houston, another more affluent area. 64% of the Travelers
agents are located in zip codes where whites make up more than 85%
of the population.

Milwaukee: Travelers agents are primarily located in the more
affluent suburbs like West Allis, Brookfield, and Wauwatosa. None
are located in the minority and low- and moderate~income areas.
The average agent is located 15 miles from downtown. Every single
agent is located in zip codes where whites make up more than 85%
of the population.

Minneapolis-St. Paul: The majority of Travelers agents
wealthier and whiter suburbs including Minnetonka and Eden
Prairie. Of the agents in St. Paul, one of the two is located in
the posh Macalester-Groveland neighborhood. 64% of the Travelers
agents are located in zip codes where whites make up more than 85%
of the population.
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New Orleans: From a phone bock survey ACORN found that 66% of
the Travelers agents are located in zip codes where whites exceed
85% of the population. One of the two offices located in a more
integrated zip code is instead in a central business district with
a markedly smaller population. ACORN made several test calls to
Travelers agents and found that they would not provide Travelers
policies for properties valued under $50,000, which is above many
inner city home values in New Orleans.

New York: The vast bulk of Travelers agents are on Long Island
and north of Westchester County. The majority of the 20% of
Travelers agents which are located within the five borough area
are in downtown Manhattan. Two more are in Staten Island, one is
in Brooklyn Heights, with two more in Brooklyn, two in the Bronx,
and two in Flushing. 71% of the Travelers agents in the metro
area are located in zip codes where whites make up more than 85%
of the population.

Philadelphia: The only Travelers agent located within the city
limits is in the Northeast, well over three miles from the
concentrations of African Americans in the north 4nd west of the
city. 98% of the agents are located in the suburbs. There are
six agents in Bucks County's seat, Doylestown, and three in
Montgomery County's seat, Norristown. 91% of Travelers agents in
the metro area are in zip codes where whites make up more than 85%
of the population.

Washington: Only two agents are located with the city boundary,
one just north of the White House and one in Georgetown. The
remainder of the metro area's Travelers agents are in suburban
Maryland (College Park, Wheaton, and Bethesda) and even further
away in Virginia (including Manassas, Woodbridge, King George, and
Montross). Three out of four agents are located in zip codes
where whites make up more than 85% of the population.

i Ritter, Richard J., “Racial Justice and the Role of the US Department of
Justice in Combating Insurance Redlining,” printed in Insurance Redlining:
Disinvestment, Reinvestment, and the Evolving Role of Financial Institutions,
1997. Also, Gregory Squires, William Bellows, Karl Taeuber, “Insurance
Redlining, Agency Location, and the Process of Urban Disinvestment.” Urban
Affairs Quarterly, 1991, vol. 26, no iv, pp 567-588.
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If you approve the Travelers Group application, you will be giving a green light to
the restructuring of the bulk of the nation’s financial services industry into a handful of
massive financial services conglomerates. | urge you to say no to this application
because such a restructuring would occur in the absence of crucial laws to protect
consumers, because it would expose taxpayers to enormous liability, and because it
would likely diminish the effecuveness of the Community Reinvestment Act (CRA).

Members of Citicorp-Travelers Watch will testify today and tomorrow on the
threat your approval could pose to the CRA. They will also document Citicorp’s
comparatively poor community reinvestment record and Travelers’ virtual absence from
inner-city communities. I will focus my comments on consumer issues such as cross-
marketing and personal privacy and on how the current regulatory oversight system is
inadequate for multi-faceted financial services conglomerates such as the proposed
Citigroup.

Cross-marketing and de facto product tying.

Although Citicorp and Travelers have stated that their chief merger motivation is
to cross-market their wide array financial services and products, the applicant did not
answer the Board’s explicit request for “detailed information” about cross-marketing
plans. In its reply to your written questions, Travelers Group said that while there are “no
detailed plans” for cross-marketing, they “will develop over ime.”

Since cross-marketing presents serious consumer pitfalls, it is important to know
now-- not after you’ve reached your decision -- how Citigroup is going to cross-market
among its affiliates. One of these pitfalls is “product tying” -- the de facto requirement
for a customer buying one financial product to purchase another one at the same time.
Consider the position of someone applying for a car loan from one Citigroup affiliate who
is handed a credit insurance application from another Citigroup affiliate. It would be very
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and banking affiliates serves only to increase the motivation to cross-market these
products. Rep. John Dingell has proposed giving the SEC more power to regulate
brokerage activities in banks because current protections are insufficient. The Travelers
Group acquisition of Citicorp would occur without such necessary new protections

NationsBark is not an isolated case. A May 1996 study by the FDIC found that
more than one-fourth of the banks surveyed failed to tell on-site customers that products
are not insured and 55 percent failed to inform telephone customers.

Consumers are vulnerable to misinformation and manipulation. A 1994 survey
conducted for the American Association of Retired Persons and the North American
Secuniies Administrators Association found that fewer than one in five bank customers
understood that products such as mutual funds and annuities are uninsured.

Consumer privacy

The Consumer Electronic Payments Task Force, headed by the Comptroller of the
Currency, released a report in May 1998 that raised a‘flamber of serious concerns about
the possible misuse of personal financial information! One of the report’s findings was
that Americans are concerned about the use of transaction information for purposes other
than the original transaction. This is exactly what Travelers and Citicorp intend to do,
since their proposed acquisition is premised in large part on using consumer information
obtained in one transaction for other purposes. The Board should not approve the
Travelers application until new privacy protections applying to financial services
conglomerates are enacted into law.

Primerica, Credit Corporation, Citibank, and Salomon Smith Bamey possess
intimate, private information about tens of millions Americans. Through loan
applications they know about the jobs many people hold, from credit card records they
know about recent purchases, from mortgage applications they know the age and value
of their residences, from auto insurance files they know about dnving records, and from
banking files they know if there was recently a large deposit in an account. Travelers
recently sold an HMO which provided access to per§dhal medical data such as records of
visits to mental therapists; Travelers could re-enter the health insurance business and
regain access to health information. Nothing prevents the proposed Citigroup from
disseminating this kind of very sensitive personal information among its far-flung
affiliates.

Travelers has told you that it would deal with information dissemination issues by
adopting an “opt out” system by which consumers could affirmatively indicate to
Citigroup that they do not want their personal information shared. Travelers did not
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explain how this “opt out” would function. However, Acting Comptroller of the
Currency Julie Williams, in a May 8" speech before a banking organization on privacy
concerns, warned of serious problems with the “opt out” method where currently used,
such as that the “opt out” disclosures are “buried in the middle or near the end of a muiti-
page agreement.” A much better approach would to require consumers to affirmatively
“opt in” to approve dissemination of personal information among Citigroup affiliates.

Putting taxpayers on the line.

When Citicorp was on the brink of insolvency earlier this decade, it was widely
believed that the government would not let it collapse because it was “too big to fail”--
i.e., the repercussions on the banking system and the economy would have been too
serious. Citigroup would be more than twice as big as Citibank. Practically speaking, to
make extra sure that such a behemoth never fails, Citigroup as a whole would need to be
regulated and monitored more rigorously than at present. Unfortunately, the regulatory
structure required to virtually eliminate the possibility of a Citigroup failure doesn’t exist.
And the inadequacy of current fire walls separating banking, insurance, and securities
affiliates pose a special threat to the bank deposit insurance funds.

Ny

Fire walls. Although it is claimed that Citigroup’s affiliates would stand alone
under all circumstances, realistically speaking, senous reverses and losses in one affiliate
would redound on the entire holding company. It is highly improbable that regulators
would permit a major non-bank affiliate of a financial services holding company such as
Citigroup to fail or even to come close to failure because such a development could
destroy public confidence in the holding company’s government-insured affiliates.
Ultimately, a failure of a non-bank affiliate could lead to a bail-out using either deposit
insurance funds or funds approprated by Congress. This is a particular concern with
Citigroup. Since the non-insured portion of Citigroup wouid be larger than the insured
portion, large losses at one of the non-insured affiliates could have a very significant
impact on public confidence in Citibank.

The current good times aren’t going to last forever. The Clinton Administration is
properly concerned that an Asian economic meltdown triggered by Japan could have
severe repercussions for U.S. banks, securities firms and even insurance companies.

So it is essential that the Board move very slowly and cautiously when considering the
approval of a new financial structure like Citigroup that could become very unstable in
times of economic stress.

It shouldn’t be forgotten that only a few years ago Citibank itself was in trouble
and was saved by a $2.6 billion capital investment in the bank by a Middle Eastern prince
and by low rates charged by the Federal Reserve System that allowed it to make large
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lending profits .

Regulatory oversight. Nearly one-quarter of Citigroup’s total revenue would
come from insurance, based on 1997 figures. Although it would now be linked to
Citibank and its billions of dollars of FDIC-insured deposits, Travelers’ insurance
subsidiaries would essentially remain free of any federal safety and soundness oversight
since insurance companies are entirely regulated by the states.

State insurance department examinations, capital requirements and regulatory
enforcement would continue to apply to insurance companies owned by financial services
holding companies such as Citigroup. Many states’ insurance departments are under-
funded, understaffed and uncomfortably close to the industry they are supposed to
oversee. This was a conclusion of the report the Oversight Subcommittee of the House
Commerce Committee in 1990, which found “numerous weaknesses and breakdowns in
this [state insurance regulation] system, including lack of coordination and cooperation,
infrequent examinations based on outdated information, insufficient capital requirements
and licensing procedures, failure to require use of actuaries and independent audits, and
improper influence on regulators.” One must remember that approval of this application
will set the mold for more to come. Practically speaking, a joinder of Citicorp and
Travelers -- and more such combinations now being considered -- would extend
government deposit insurance to questionably state-insurance affiliates.

There also are serious concerns about the coordination of regulatory oversight
among numerous federal bodies that regulate banking and securities. Each agency has its
own area of expertise, while what is really needed is a single body with a wide range of
expertise that can closely monitor the entire financial services holding company. The
General Accounting Office has been very critical of the lack of regulatory coordination
that results from mixing insurance, securities, and banking in one entity.

Therefore, Travelers Group’s application should not be approved absent the
establishment of an effective overall regulatory structure.

Conclusion

There is no emergency requiring approval of this application at this time. And
with our financial institutions doing very well in worldwide competition, any arguments
that we need massive banks” and mega-holding companies such as Citigroup to compete
effectively in financial services are groundless.

The only benefit for consumers that the applicant seems to be able to cite are one-
stop shopping and more personalized service. The American people are not clamoring for
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these supposed benefits. Therefore, since the proposed nonbanking activines cannot be
reasonably expected to produce benefits to the public that outweigh the possible adverse
effects, the application should be rejected.
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REMARKS BY
MICHAEL D. LAPPIN, PRESIDENT
THE COMMUNITY PRESERVATION CORPORATION
AT FEDERAL RESERVE BANK OF NEW YORK PUBLIC MEETING
REGARDING TRAVELERS GROUP, INC. AND CITICORP
JUNE 25, 1998

Thank you for this opportunity to speak before the Federal
Reserve regarding Citibank's support of The Community

Preservation Corporation.

CPC is an affordable housing lending consortium that operates
throughout New York State and will shortly open office to serve
New Jersey. Our mission is to provide financing to help
preserve low and moderate income communities. CPC is one of
the largest affordable housing lenders in the country, having to
date invested over $1.8 billion for the rehabilitation,

development and preservation of almost 62,000 housing units.



Citibank is one of our founding banks, dating back to 1974
when our first credit agreements were signed. Since then,
Citibank has been unwavering in its commitment to CPC. It has
had a director and mortgage officer sit on our Board and our
Mortgage Committee since inception. Currently, Pam Flaherty
serves on our Board, our audit committee, and our strategic

planning committee.

Bernice Giscombe serves on our New York City mortgage
committee. Both are highly valued participants in CPC, and
give freely of their time and experience in guiding our company

and our investments.

Citibank's standing financial commitments to CPC total over

$26 million. Additionally, they have made investments and
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grants in other projects CPC is involved in, most recently the
Nehemiah housing program where they have made a sizable no-
interest loan to help rebuild this blighted community with 600
new homes. Citibank has always been among the first
institutions to sign up for new CPC initiatives, and have
encouraged others to do the same. They will be a founding

participant in CPC's expansion to New Jersey.

Citibank is providing enthusiastic support for our efforts to
revitalize the 12,000-unit Parkchester condominium complex in
the Bronx. They have signed an expression of interest to
provide up to $20 million in financing for the proi)erty, and are

working closely with us regarding end loans.

The bank has also provided longstanding support for the many
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initiatives we have made on legislative issues regarding

affordable housing.

In closing, Citibank's 23 years of support and financing have
been a crucial underpinning to CPC's success in helping the
affordable housing needs of the low and moderate income

neighborhoods we serve.

L.



STATEMENT of KAREN M. THOMAS
INDEPENDENT BANKERS ASSOCIATION of AMERICA
Travelers/Citicorp Hearing
Federal Reserve Bank of New York
June 25, 1998

Good morning. Thank you for the opportunity to present the views of the Independent Bankers
Association of America' on the Travelers/Citicorp merger. I am Karen Thomas, Director of Regulatory
Affairs for IBAA. Today, IBAA will file extensive written comments strongly opposing the
application. This morning [ will summarize the major reasons we oppose.

The proposed merger carries serious adverse consequences for the nation’s consumers,
community banks and for the entire financial services industry. In fact, the merger is the largest in
American business history, and portends awesome restructuring of the financial services industry.
There are a lot of problems with this union, but the gratuitous way it treats U.S. banking law and
regulation is, perhaps, the most unsettling. It is an illegal merger, announced with the express intent of
pressuring Congress into making it legal.

The proposed merger violates two major bulwarks of U.S. banking law. First, it violates the
Bank Holding Company Act by seeking to combine insurance underwriting and banking, under the
guise of a conditional promise to divest the prohibited insurance activities. Second, it violates the
Glass-Steagall Act by invading the barriers between investment and commercial banking established by
Congress 65 years ago.

With a hubris not often exhibited to the Federal Reserve Board, the merger parties have frankly
admitted they are well aware that existing law prohibits the retention of Travelers’ offending insurance
activities. They ask the Board to allow the merger anyway, in the hope that Congress will change the
law.

Contrary to the merger parties’ belief, the divestiture provisions of the Bank Holding Company
Act do not allow Citigroup up to five years to warehouse its insurance activities. The divestiture
provision is intended to allow an orderly disposition of impermissible activities within two years. It is
not available to a bank holding company that has no bona fide present intent or plan to divest, and is
vigorously lobbying to change the law to avoid divestiture.

Despite thousands of pages filed with the Fed, Citigroup fails to set forth even the beginnings of
an approach to divestiture. No where does Citigroup say it will, as the law now requires, divest its
underwriting companies—-precisely because it has no such intention. At an April 6th press conference,
Travelers CEO Sanford Weill casually dismissed the need for divestiture saying, “I don’t think we have

! IBAA is the only national trade association that exclusively represents the
interests of the nation’s community banks. IBAA speaks for 5,500 institutions with more than
16,000 locations nationwide. Community banks are independently owned and operated banks
characterized by attention to customer service, lower fees and a focus on small business,
agricultural and consumer lending.
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to spin anything off to make this happen. We are hopeful ... the legislation will change, maybe what
we are doing will cause the legislation to change.” Citicorp CEO John Reed added he “reasonably
believes” that there “will not be a legal problem,” but noted that pending legislation would “make this
merger, in fact, quite legal.” He can’t have it both ways.

The Federal Reserve’s policy statement on divestiture says that an affected company should
“submit a divestiture plan promptly” and “complete the divestiture as early as possible during the
specified two-year period.” Extensions are not to be granted unless the company “has made substantial
and continuous good faith efforts to accomplish the divestiture within the prescribed period.” Even if
divestiture were availabie to Citigroup, it has no intention of complying with this policy statement
because it has no honest intent to divest.

Equally unprecedented is the scope of the merger’s combination of banking and securities
activities in violation of Section 20 of the Glass-Steagall Act. The new Citigroup’s Section 20
subsidiaries would have combined capital of $23 billion, making it the second largest securities firm in
the nation, behind only Merrill Lynch. It would be one of the top five lead managers of secunties
underwritings, the second largest in debt underwriting and the fourth largest in bank-ineligible equity
underwriting.

The unprecedented impact and size of these securities activities render the Board’s current 25-
percent-of-revenues test ineffective and an inappropriate measure of what constitutes “engaged
principally” in securities underwriting. Indeed, back in 1988 when the U.S. Court of Appeals for the
Second Circuit reviewed the appropriateness of the then five-percent-of-revenues cap set by the Board,
the court said that size alone could contravene Section 20. The court specifically rejected one
interpretation of “engaged principally” because it would have allowed a bank to be affiliated with “one
of the nation’s largest investment bankers,” Merrill Lynch -- a result the court said is inconsistent with
Congressional intent.

The Board has already approved a number of securities firm acquisitions by bank holding
companies using the 25 percent revenue test. However, those firms were on a totally different scale
from those in the present application. If Salomon Smith Barney and Robinson-Humphrey are
permitted to coalesce into commercial banking, Section 20 of Glass-Steagall has no meaning at all.

Finally, approval of the application would violate the separation of powers doctrine embodied
in the Constitution. Approval would improperly usurp the powers of Congress at the very time that
Congress is considering legislation--supported by the Board--that would amend both the Bank Holding
Company Act and the Glass-Steagalt Act to permit the proposed transaction. The transaction is unique.
It would create a new bank holding company with assets of almost $700 billion, engaged at the outset
in a number of activities Congress has thus far prohibited for bank holding companies. The transaction
is essentially too big to unravel as required by current law. Under the circumstances, approval of the
application would effectively coerce Congress to amend the law to legitimize the transaction. The
Board is being asked to tie Citigroup to the railroad tracks and as the time for divestiture approaches,
Congress will have little practical choice but to save the day by amending the law.

The Federal Reserve has always recognized the importance of the rule of law as the law exists,
not as some might wish it to be. We urge the Board to resist the temptation to advance a legislative
agenda through preemption of Congress’s current options. The Board should deny the application.
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Mark Silverman
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Citicorp-Travelers Watch
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My name is Mark Silverman. I am speaking today on behalf of Citicorp-
Travelers Watch. Citicorp-Travelers Watch is a coalition of advocates and
community groups concerned about the impact of the proposed merger of Citicorp
and Travelers on communities and consumers. We formed this coalition because we
believe that the proposed merger is one of such unprecedented magnitude and

complexity that it warranted special scrutiny.

Citicorp-Travelers Watch is opposed to this proposed merger for several

reasons.

First, this merger is illegal. The affiliation between Citibank, as a member
bank of the Federal Reserve Board (the Board), and Travelers’ subsidiaries that are
engaged principally in securities dealings, is simply prohibited by the Glass-Steagall
Act. Further, the proposed Citigroup would be in violation of the Bank Holding

Company Act by continuing to hold Travelers’ subsidiaries dealing in insurance.
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Citicorp and Travelers are relying on a two-year grace period under the law to
divest themselves of their impermissible insurance holdings. But to date, Citicorp
and Travelers have not put forward any plan for divestiture. Although, in its
application, Travelers promises that Citigroup would divest itself of its insurance
holdings within two years, that promise is conditional, and even grudging. As they
candidly admit in the application, Citicorp’s and Travelers’ real aim is to use the two-
year period to get the law changed so that they do not have to divest. Indeed, they
have already begun to lobby Congress to that end.

The Board should not allow Citicorp and Travelers to follow this strategy, for at

least three reasons.

First, this is not what the two-year provision was designed to do. It is supposed
to give newly-formed bank holding companies time to conform to the law, not time to
force the law to conform to them,

Second, the law may well not change within that time, and if not, the proposed
Citigroup hardly could simultaneously divest from, and integrate into itself, the very
same impermissible insurance holdings. More likely, in the absence of a change in the
law, Citigroup will be forced into an ill-conceived, hurried divestiture that would
threaten the heaith not only of itself, but, given its would-be status as the world’s
largest financial institution, the health of the financial markets as well.

Third, in deciding whether to pass financial modernization legislation, Congress
should be concerned only with legitimate policy arguments regarding what is best for

communities, consumers and the economy. If the Board approves this merger prior
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to any change in the law, Congress, pressured by Citigroup and concerned about the
consequences of a forced divestiture, could enact one of the most embarrassingly
blatant pieces of private-interest legislation in recent memory. In short, by serving
as an accomplice to Citicorp’s and Travelers’ strategy of manipulating the law to ends
not originally within its contemplation, the Board risks undermining the legitimacy of
itself and the legislature, and robs the public of a policy-focused debate over financial

modernization.

Further, as documented in Citicorp-Travelers Watch’s written comments to be
filed with the Board, Citicorp’s extremely poor service and lending record is in clear
violation of the Community Reinvestment Act, and as such requires denial of the
merger application. In addition, the proposed activities of Citigroup clearly fail the
public benefits test of the Bank Holding Company Act, and thereby similarly require
denial of the application.

Citicorp-Travelers Watch is also concerned that our repeated and reasonable
requests for information from theses companies have been largely met with delay and
denial. Travelers has been particularly unresponsive, providing us with almost none
of the information requested. Citicorp, while responding to more of our request than
Travelers, took until just yesterday to do so, and still is unresponsive to certain
crucial elements of our request. Further, in response to the Board’s own requests for
information, Citicorp and Travelers continue, on their own authority, to deem certain
information confidential. The public must be given the opportunity to adequately
analyze all aspects of this merger by having full access to information, and the Board
should be cognizant of its rele in ensuring that access.

Finally, Citicorp-Travelers Watch requests that the Board ask all parties
testifying before it at this meeting to disclose any financial contributions they may
have received from Citicorp or Travelers. We believe that such disclosures are
crucial to preserving the legitimacy and propriety of this public meeting.

3
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In sum, the poor service records of both Travelers and Citicorp, the clear
legislative mandates of Glass-Steagall and the Bank Holding Company Act, and the
cynical strategy of Citicorp and Travelers in manipulating the law, all require denial of
this application to merge as a matter of both law and policy. Thank you.
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My name is Hilary Botein, and I am the associate director of the Neighborhood
Economic Development Advocacy Project (NEDAP). NEDAP is a member of the coalition
Citicorp-Travelers Watch. I would like to thank the Federal Reserve Board for holding this
public meeting, as it is one critical step in soliciting input from the public about this merger
of unprecedented size and complexity.

NEDAP is a resource center for groups and advocates working on economic justice
1ssues 1n low income neighborhoods and communities of color in New York City, and thus
has a unique perspective on community reinvestment issues as they affect neighborhoods all
over the city. Accordingly, my testimony will focus on the impact of Citicorp and Travelers'
practices on local economies and residents in the neighborhoods where we work. It is worth
noting that many organizations testifying in support of the merger are recipients of Citibank
grants. We urge you to ask all testifiers if their organizations receive funding from Cittbank.

My comments here are limited by time but also by the complexity of the merger. We
have not had sufficient time to digest all the matenal in the application and elsewhere. We
have urged the Board, and do so again, to extend the comment period. Furthermore, Citicorp
and Travelers have been barely responsive to requests that they provide basic information

about their companies, further hindering our ability to analyze the impact of the merger.

Travelers has been particularly unforthcoming, which 1s one of the reasons why my testimony



Testimony of Hilary Botein - 2

will focus primarily on Citibank's record.

As a threshold matter, NEDAP's position 1s that the proposed merger s illegal, as it will
create an affiliation between a bank holding company and securities and insurance companies
that is prohibited by the Glass-Steagall Act and the Bank Holding Company Act, as discussed
in more detail by Citicorp-Travelers Watch. If the Board approves the merger without
developing standards to be applied to such an unprecedented transaction, it will make a
mockery of the regulatory process, by allowing Citicorp and Travelers to brazenly violate
existing law.

In addition, Cittbank has violated the Commumty Reinvestment Act, by failing to meet
the credit needs of low income communities. From the neighborhood perspective, Citibank 1s
an elusive entity, with scant presence in terms of bank services, loans, or community
reinvestment personnel, as I will discuss.

Citibank's retail banking services utterly disregard the needs of low income communities
and consumers. Only 6 of the bank's 200 New York City branches are located in low income
neighborhoods. In 1996, Citibank closed and downgraded to ATM service a total of 55
branches, harming low income netghborhoods disproportionately. The bank 1s now promoting
2 new "video branches" in low income neighborhoods, where customers will have no
opportunity to speak to a teller or loan officer in person. They might be able to reach a loan
officer on the telephone, but the loan officer could be located in Tennessee or Idaho,
completely unfamiliar with the unique credit needs of a New York City neighborhood. This
-plan is an insult to residents, who might well wonder why this special new technology 1s not
appearing in upper-income areas.

By raising its minimum deposit amount for free checking to $6,000 in linked accounts,

Citibank sent a further message that it is not interested in the business of fow income people,
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as does its increased emphasis on computer banking, despite the bank's absurd claim in its
application to the Board that "Citibank-sponsored research shows that a large percentage of
this population plans to buy a computer in the near future.”" Meanwhile, ironically, a Citicorp
subsidiary, Citibank EBT Services, will soon be profiting from electronic delivery of public
assistance benefits and food stamps to New York State recipients, while Citibank fails to
provide meaningful banking services to precisely the neighborhoods where most public
assistance recipients live.

Citibank's own reported Home Mortgage Disclosure Act (HMDA) data demonstrate that
the bank targets its home mortgage lending to affluent white borrowers and communities. For
example, in 1996, Cittbank made only 6 loans to low income neighborhoods in the New York
City metropolitan area. Citibank rejected African-American and Latino applicants for
conventional home purchase mortgages 2 1/2 times more frequently than white applicants. In
Manhattan, predominantly white neighborhoods recetved 75% of Citibank's loans in 1996.
This redlining of low income and minority neighborhoods sets the stage for predatory lenders
such as Travelers' subsidiaries Primenca and Commercial Credit, to target their high-rate loan
products at low income communities, stepping into the credit void created by Citibank.

In 1996, Citibank made no permanent direct loans for purchase of multifamily housing
in all of the New York City metropolitan area, where most residents -- at all income levels --
live in multifamily rental housing. Instead, the bank finances multifamily housing only
through large intermediary organizations. The bank has failed consistently to provide
innovative support to community development projects, choosing instead to invest in low-risk
projects in which many other banks are already involved.

Given Citibank's failure to provide retail banking services or loans to low income

neighborhoods, it is perhaps not surpnising that the bank’'s community retnvestment staff -- the
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people who are charged with ensuring that Citibank meets the credit needs of all communities
that it serves -- display very little familiarity with communities and their needs. Groups have
commented to us that Citibank is reluctant to send high-level staff to community meetings,
and that staff, when they do appear, are defensive and combative.

Citicorp and Travelers' $115 billion community reinvestment commitment is yet another
example of their complete failure to ascertain or meet community needs. The commitment
makes no reference to particular geographic areas where Citicorp and Travelers expect to
make loans and investments. More than half of the commitment is earmarked for student
loans, credit cards, and other consumer loans,

If the Board approves this merger, it will be approving the unprecedented creation of a
financial services giant that subscribes to a "separate and unequal” philosophy. Affluent
customers will continue to avail themselves of Citibank's loans, private banking services, and
electronic innovations. Low income customers will be served by Primerica, Consumer Credit,
and Citibank EBT Services. NEDAP joins with the nine other members of Citicorp-Travelers

Watch n urging the Board to deny the application.



TESTIMONY PRESENTED TO THE FEDERAL RESERVE BOARD OF GOVERNORS AT
THE PUBLIC MEETING REGARDING CITICORP AND TRAVELERS GROUP

June 25, 1998
PRESENTED BY:
Sarah Ludwig, Esq.

on behalf of the
New York City Community Reinvestment Task Force

Thank you for the opportunity to testify today to register our absolute opposition to the
proposed merger of Travelers Group and Citicorp. 1 am testifying in my capacity as coordinator
of the New York City Community Reinvestment Task Force. The Task Force was established in
1995 to promote meaningful reinvestment in affordable housing preservation and development,
microenterprise, and community development financial institutions, in New York City’s low
income communities. Since then, the Task Force network has grown to more than 100
community and city-wide organizations from throughout New York City. Through its
Regulatory Working Group, the Task Force has engaged in meetings over the past eight months
with each of the federal banking agencies, including representatives of the Federal Reserve Bank
of New York, to discuss deficiencies community groups and advocates see in regulators’
enforcement of the Community Reinvestment Act (CRA).

It would be impossible to convey all of the grave and wide-ranging concerns we have
regarding the proposed Citicorp-Travelers merger in the five minutes allotted, so I'll keep it

simple:
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The Federal Reserve Board must not approve Travelers’ application because the
proposed transaction is illegal. To sign off on the merger would constitute an affront to the
public, and underscore that large and powerful corporations influence government decision-
making even to the point of obtaining approval on illegal transactions. Some would argue that
structural changes in the financial services industry are well underway, and that our laws are
antiquated and need to be revamped to reflect these changes. The Glass-Steagall and Bank
Holding Company Acts are still on the books, however, and the Task Force’s firm position is that
as long as laws forbid this merger, the Fed will be grossly overstepping its bounds to approve it.

Second, approving the application would constitute hideously unsound policy on the part
of the Federal Reserve Board. Travelers and Citicorp would have us think that the proposed
merger is simply a routine application to create a bank holding company, and that no special
scrutiny is warranted. As we all know, however, the planned Citigroup would be the first of its
kind in this country, a new and mammoth holding company that engages in banking, securities,
and insurance business. The largest in the country’s history, the proposed merger has
implications for people and economies at local, regional, national, and global levels. It presents
serious new regulatory questions, contrary *o what Travelers and Citicorp purport, for which the
Federal Reserve has yet to develop a set of standards. It is not surprising that many regard this
proposed merger not only as a fait accompli, but as a brazen attempt by powerful companies to
take advantage of regulatory and legislative processes to create a giant company organized to
maximize profits, at whatever expense to communities and consumers.

And then there’s Citibank and Travelers’ respective records. The Task Force has
frequently heard reports concerning Citibank’s lack of presence in low income communities

throughout New York City. Citibank’s practices first came to the Task Force’s attention when

[ |



NEW YORK CITY COMMUNITY REINVESTMENT TASK FORCE - 3

the bank engaged in aggressive branch closings and conversions to ATM service only, a few
years ago. Most Task Force members see a direct corvelation between Citibank’s lack of branch
presence in low income neighborhoods and the bank’s failure to engage in direct lending in low
income neighborhoods. The OCC recently confirmed that Citibank has reported no direct
permanent loans for multi-family lending in the entire New York City Metropolitan Statistical
Area for the past several years.

You will hear today and tomorrow from a long list of people representing intermediaries
and other organizations, who will testify on behaif of Citibank and the proposed merger -- even
though many of them personally agree that the merger is legally impermissible. Many are even
keenly aware that Citibank is notorious for its inadequate community reinvestment record in the
very neighborhoods their organizations serve. We understand that the proposed merger -- and
the bank’s public relations efforts surrounding it -- results in sometimes even unspoken pressure
on groups to register their support with regulators. The situation we find at this public meeting is
especially problematic and disturbing, because every single person and organization testifying
on behalf of Citibank, Travelers, and the proposed merger is a beneficiary of Citibank (and in a
few instances, Travelers). We request that you ask each panelist, as part of his or her testimony,
first, to disclose all benefits received from Citibank and Travelers, and, second, to indicate
whether or not he or she was asked to testify by either Citibank or Travelers. If you decline this
request, we trust you will seriously consider the influence that the companies’ largesse has on
groups testifying in support of this merger application.

Task Force members have been flabbergasted by Citicorp and Travelers’ $115 billion
commitment, which dedicates more than half of the ten-year pledge to student loans, credit cards

and consumer finance, making the commitment a farse among many local community groups.
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The Task Force has been, since its inception, greatly concerned about implications of the
rapidly consolidating banking industry for communities and for the CRA. In the instance of the
proposed Citigroup, we see numerous contradictory aspects to the proposed merger. Citigroup
would constitute an enormous concentration of economic and political power, with both
companies working to reduce their on-the-street operations, and instead using their networks to
cross-market products. By definition, the proposed entity is too big to address local community
needs. We have already seen Citibank limiting its presence in low income communities.
Citicorp has found a way to profit from low income people, however. Through eiectronic
benefits transfer programs, Citicorp will continue to play a part in low income people’s lives,
without ever having actually to step into the communities in which they live. One part of the
company would continue to target white affluent communities, while another part would provide
sub-prime lending in the very communities Citibank and other mainstream lenders have failed
adequately to serve. Travelers, for its part, says it is prepared to divest itself of insurance and
securities business if it is unsuccessful in lobbying Congress for the financial modernization
legislation it seeks. But we also know the whole deal revolves around cross-marketing and
integration of products.

We urge the Federal Reserve Board to hold off on deciding this application as long as the
transaction is illegal. We also request that you ensure that Citicorp and Travelers are not
improperly withholding information from the public by improperly deeming material
confidential, and that the public is included in all relevant communications.

We take for granted that Citicorp and Travelers will push for all they can get. Itis up to

the Federal Reserve Board to do what’s right.
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GOOD MORNING. I AM PLEASED TO HAVE THIS OPPORTUNITY TO BRIEFLY
SHARE WITH YOU THE ACTIVITIES OF NYCIC (NEW YORK COMMUNITY
INVESTMENT COMPANY), AN INVESTMENT AND LOAN FUND LOCATED IN
MANHATTAN AND SERVICING THE CAPITAL NEEDS OF SMALL BUSINESSES
THROUGHOUT THE CITY OF NEW YORK, AS WELL AS COMMENT ON THE
IMPORTANT ROLE PLAYED BY CITIBANK IN THAT EFFORT.

NYCIC WAS CREATED IN 1995 AS A NEW YORK CLEARINGHOUSE
ASSOCIATION MULTI-BANK EFFORT TO MEET THE LACK OF INSTITUTIONAL
SOURCES OF EQUITY CAPITAL AND SUBORDINATED DEBT TO THE SMALL
BUSINESS COMMUNITY. TRADITIONAL SOURCES OF SUCH FUNDING-
VENTURE CAPITAL FUNDS, SBICs, AND INVESTMENT BANKING FIRMS-
ALMOST EXCLUSIVELY FOCUS ON LARGER COMPANIES, WITH RELATIVELY
HIGH FUNDING REQUIREMENTS, AND WITH POTENTIAL TO CONVERT TO
PUBLIC OWNERSHIP WITHIN A FEW YEARS. THE OVERWHELMING SHARE OF
SMALL BUSINESSES, PRIVATELY OWNED, WITH SALES OF $500,000 OR
$5,000,000, WHOSE FUNDING NEED IS $100,000 OR EVEN $1,000,000, WITH NO
NEAR-TERM IPO POTENTIAL, BUT WITH POTENTIAL FOR REVENUE GROWTH
AND EMPLOYMENT GAINS, HAVE NO CHOICE BUT TO RELY ON LIMITED
PERSONAL FUNDS, EXCESSIVE DEBT LEVELS OR, AS IS OFTEN THE CASE,
CONCLUDE THAT THEY ARE UNABLE TO PURSUE EXPANSION
OPPORTUNITIES. THIS PROBLEM IS EVEN MORE ACUTE AMONG WOMAN AND
MINORITY-OWNED BUSINESSES AND THOSE LOCATED IN AND NEAR THE
CITY’S LO AND MODERATE-INCOME AREAS.

A RELATED GOAL OF NYCIC IS TO PROVIDE SIMILAR TYPES OF RISK CAPITAL
TO NON-BUSINESS ECONOMIC DEVELOPMENT EFFORTS, INCLUDING PRIVATE
SECTOR INITIATIVES LAUNCHED BY NOT-FOR-PROFIT GROUPS, AND OTHER
COMMUNITY-BASED ACTIVITIES RELATED TO FOSTERING ENTREPRENERIAL
ENERGIES.

FOR THE PAST TWO AND ONE-HALF YEARS, NYCIC HAS BEEN IDENTIFYING
GROWING SMALL COMPANIES WITH A NEED FOR PATIENT RISK-CAPITAL IN
THE RANGE OF 550,000 TO $1,000,000. WE ARE CLOSE TO FUNDING OUR
TWENTIETH DEAL, PUSHING OUR INVESTMENT LEVEL PAST THE $5 MILLION
LEVEL. EQUALLY IMPORTANT IS THE FACT THAT NYCIC’s MONIES HAS
LEVERAGED AN ADDITIONAL $8 MILLION IN CO-INVESTOR AND BANK
SUPPORT, THEREBY CAUSING OVER $13 MILLION OF INVESTMENT FUNDS TO
SUPPORT NEW YORK CITY’S SMALL BUSINESSES. I SHOULD ALSO ADD THAT
CLOSE TO 80% OF CLOSED DEALS WERE TO COMPANIES EITHER WOMAN-
OWNED, MINORITY-OWNED OR LOCATED IN LMI CENSUS TRACTS.

CITIBANK’S ACTIVE ROLE IN THIS SUCCESS STORY HAS BEEN MOST
IMPRESSIVE. CITIBANK COMMUNITY DEVELOPMENT AND ITS DIRECTOR,
MARY COSGROVE, PLAYED A PIVOTAL AND LEADING PART DURING THE
CONCEPT AND PLANNING STAGES AS EVIDENCED BY MS. COSGROVE'’S



ELECTION TO THE POSITION OF VICE-CHAIRMAN. THIS LEADERSHIP ROLE
HAS BEEN FURTHER ENHANCED BY CITIBANK’S FINANCIAL SUPPORT,
WHERE THE BANK PARTICIPATED AT THE HIGHEST OF THREE LEVELS OF
BANK INVESTMENT AT OVER ONE MILLION DOLLARS. CITIBANK
COMMUNITY DEVELOPMENT CONTINUES, ON AN ON-GOING BASIS, TO OFFER
ITS FINANCIAL, CREATIVE AND PERSONNEL RESOURCES TO ADVANCE
NYCIC’s IMPORTANT MISSION. EXAMPLES INCLUDE REFERRALS OF SMALL
BUSINESS CLIENTS AND PROSPECTS IN NEED OF LONG-TERM PATIENT
CAPITAL AND ACCESS TO AND FUNDING OF A VARIETY OF NYCIC SALES AND
MARKETING ACTIVITIES.

EQUALLY IMPORTANT HAS BEEN CITIBANK’s COMMITMENT TO THE SPIRIT
OF NYCIC’s MISSION. MY PERSONAL WORKING EXPERIENCE WITH MS.
COSGROVE AND OTHER CITIBANK PERSONNEL HAS BEEN CLEARLY
EVIDENCED BY A DEVOTION TO THE CAUSE OF COMMUNITY DEVELOPMENT
AND, IN NYCIC’s PARTICULAR CASE, TO THE ADVANCEMENT OF ECONOMIC
DEVELOPMENT THROUGHOUT THE FIVE BOROUGHS OF THE CITY.

BEFORE CONCLUDING, I MIGHT ADD THAT MORE RECENTLY I HAVE HAD
OPPORTUNITY TO WORK WITH THE OTHER PARTY TO THIS MERGER,
TRAVELERS GROUP, ON A SIMILAR PROJECT. THE STATE OF NEW YORK
RECENTLY PASSED LEGISLATION ESTABLISHING CERTIFIED CAPITAL
COMPANIES ELIGIBLE TO RAISE FUNDS FROM THE INSURANCE INDUSTRY
FOR VENTURE CAPITAL INVESTING WITHIN THE STATE. NYCIC AND
ANOTHER CITY-ORIENTED FUND, THE NEW YORK CITY INVESTMENT FUND,
SUCCESFULLY CO-MANAGED THE FORMATION OF A CAPCO AND RAISED
SUBSTANTIAL SUMS TO INVEST IN SMALL BUSINESSES, PRIMARILY IN NEW
YORK CITY AND SURROUNDING AREAS. TRAVELERS, THROUGH TRAVELERS
INSURANCE AND SALOMON SMITH BARNEY, PLAYED LEADING ROLES IN THIS
IMPORTANT ENDEAVOR. THE NEW YORK SMALL BUSINESS FUND, CO-
MANAGED BY NYCIC AND NYCIF, WOULD NOT HAVE BEEN CAPABLE OF
CREATING A NEW §30 MILLION SMALL BUSINESS INVESTMENT VENTURE
FUND WITHOUT THEIR TIRELESS SUPPORT. ONCE AGAIN, FROM PERSONAL
EXPERIENCE, I CAN WITHOUT HESITATION LAUD TRAVELERS’, AND
CITIBANK’s, COMMITMENT TO THE SPIRIT OF THESE EFFORTS ALONG WITH
THEIR TANGIBLE CONTRIBUTIONS.

THANK YOU FOR YOUR TIME. I TRUST THESE FEW COMMENTS ARE
HELPFUL.
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Description of the NAF and the Academy of Finance

The National Academy Foundation (NAF) is a nonprofit educational organization that
combines the knowledge and experience of education, business, and government leaders
to better prepare public high school students for their futures: as college students,
members of the American workforce, and beyond. NAF accomplishes these goals by
seeking out and supporting partnerships between business and public schools. These
partnerships take the shape of Academies—essentially, schools within schools—which
prepare students for careers in finance, travel and tourism, and public service through a
combination of in-school curriculum and work-based paid internships. Each local

program has its own advisory board comprising local business leaders and educators who
collectively support Academy activities and provide industry training for teachers. All
NAF Academies have at least one college partner to provide students with an introduction
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The first Academy, in the area of finance, opened at one Brooklyn, New York high
school in 1982 with 35 students. As of this September 1998, NAF will have nearly 300
Academies in rmance Travel & T Uu[lb[ll, and Public Service in 33 states across the
country, plus the District of Columbia. In just three years, projections indicate a total of
500 NAF Academies in all 50 states. In each of the three subject areas, NAF Academies
support career-relevant secondary education and training. Over 90% of NAF graduates
continue their education at a two- or four-year coliege. Attached is a General Statistical
Overview of the National Academy Foundation which further illustrates the great

success of NAF programs.

Through its extensive outreach and expansion, NAF is today at the forefront of the
school-to-work movement. It is a focus of and model for education reform efforts
nationwide. It is the only national organization that successfully builds career academies
into the decentralized system of American public education. Of the more than 20,000
students who are or have been NAF Academy students, an estimated 65% have been
identified as being at risk of dropping out of school due to their socio-economic
circumstances, and over 65% are identified as members of minority populations. NAF’s
rapid expansion is indicative of a great demand among public schools for a successful

reform model.

Travelers Group Support of NAF

The Travelers Group and Sanford 1. Weill have served as key factors in the growth and
development of the National Academy Foundation from one Academy of Finance in 1982
to a national leader in the school-to-career movement. Roundly acknowledged as the
founder of the Academy of Finance, Mr. Weill, then Chairman & CEO of Shearson Loeb
Rhodes, approached the New York City Board of Education in 1980 with the goal of
developing an educational component that would prepare young people for careers in the



financial services operations. In 1982, when Mr. Weill was the President of American
Express, he and American Express helped to open the first Academy of Finance, which
was designed by educators as a replicable model appropriate for various industries and
geographic regions with measurable benefits to young people, teachers, schools, and the
corporate community at large. With this “win-win” proposition in place, the Academy
model has grown rapidly, with broad corporate support, nationwide.

After leaving American Express to head Commercial Credit, which became Primerica,
which then became Travelers Group, Mr. Weill increasingly supplemented his personal
leadership with that of the Travelers Group corporate structure. This has provided NAF
and its member programs with Travelers Foundation support, internship placements in all
subsidiary companies, and Advisory Board participation from both middle and upper
management employees.

From 1990 to the present Travelers Group has donated over $4.5 million to NAF which
has helped to support the development of computerized, industry-validated curriculum,
comprehensive staff development (i.e., teacher training), and technical assistance and
quality assurance from the NAF national office to its Academy programs nationwide.
These essential services that NAF provides to its member programs are the pillars on
which successful NAF Academies are built.

Travelers Group Support of Local Academies

In addtition to the support provided to NAF’s national activities, Travelers Group -- its
subsidiaries, local offices, employees, and The Travelers Foundation -- sponsors paid
internships, scholarships, grants to local programs and other services that directly impact
the education and improve the lives of the young people involved in NAF Academy
programs. In New York City alone, Travelers Group sponsors approximately 100 paid
internships for public high school students in the Academy of Finance on an annual basis
and provides additional internships for Academy of Finance teachers.

Together, Salomon Smith Barney and The Copeland Companties — both Travelers Group
subsidiaries — provide business Advisory Board leadership, paid internships and
scholarships for Academy of Finance students in nearly every major city in the United
States where NAF has a significant presence. Employees from Primerica Financial
Services and other Travelers Group employees serve as guest speakers in Academy of
Finance classrooms and Travelers Group employees from all of the subsidiaries have
served as mentors and donated vast amounts of time to help students with such things as
resume writing and interviewing skills. These same employees may also make personal
donations to scholarship funds for Academy students to go on to college.

The Travelers Foundation makes grant funding available for every Academy of Finance
program that demonstrates Travelers Group employee involvement. These grants are
designed to fund supplemental curriculum materials, student competitions and classroom
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simulations, state of the art computers and computer software and financial services
related field trips.

Travelers Group Industry Leadership to Support NAF Programs

While Travelers Group has made significant contributions to NAF and the Academy of
Finance as an individual corporation, its impact on broadening the base of NAF’s support
to serve more young people has been and, NAF believes will continue to be, one of its
major contributions and legacies to American education. Under the leadership of Mr.
Weill, the National Academy Foundation’s Board of Directors and base of support has
expanded to include Merril Lynch, Inc., Prudential Securities, and Bloomberg
Information Services. The addition of these companies as NAF’s National Partners is the
first in what NAF believes will be a series of steps to ensure that students in the Academy
of Finance program will receive paid internships, recognition and employment
opportunities from an increasing number of firms in the financial services industry. As
the Academy of Finance student population is comprised of over 70% minorities and over
60% female, the continuing efforts of Travelers Group to involve more and more
financial services companies with NAF Academies will logically serve to increase
minority and female employment and influence in the financial services industry as a
whole. NAF believes that the merger between Travelers Group and Citicorp is yet
another positive step that will enable NAF to involve more financial services industry
firms in its mission to serve all students.

Conclusion

Travelers Group support for the National Academy Foundation has a great and positive
impact on more than 13,000 high school students. NAF sincerely believes that the
merger between Travelers Group and Citicorp will greatly increase NAF’s ability to
provide quality educational opportunities to America’s young people and will create a
more diverse workforce for the financial services industry of the 21% century. It is for
these reasons that the National Academy Foundation wholeheartedly supports the merger
between Travelers Group and Citicorp. NAF thanks the Federal Reserve Board for the

opportunity to express that support.
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NATIONAL ACADEMY FOUNDATION

GENERAL STATISTICAL OVERVIEW

1997-1998 School Year




NAF States

- New States - Fall 1998




PROGRAM SITES
1997 - 1998 Academic Year

NAF Programs are located in:
238 High Schools

117 School Systems

31 States and the District of Columbia

AL ATH MY OL NN AN

AOF Programs are located in: AQOTT Programs are located in:

136 High Schools 90 High Schools

83 School Systems 57 School Systems

30 States 24 States and the District of Columbia

PUBLLIC SLRVICE

APS Programs are Located in:
12 High Schools

9 School Systems
7 States




NATIONAL ACADEMY FOUNDATION

NAF PROGRAM EXPANSION

1982 - 1997
Number of
Programs
238
200-
150-
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1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 19095 1997

Year

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

AOF 15 5 8 13 22 29 35 45 50 58 60 76 93 114 136
AOTT 2 2 2 8 12 19 38 49 64 18 90
APS i s 6 8 8 10 10 12
TOTAL 1 5 5 8 13 24 31 37 54 67 8 106 133 167 202 238




NATIONAL ACADEMY FOUNDATION

PROJECTED GROWTH OF ACADEMY SITES
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NATIONAL ACADEMY FOUNDATION

NAF STUDENT ENROLLMENT HISTORY
1982 - 1997

Number of
Students

14,000-

13,967
12,408

12,000-

10,000-

8,000-

5486

6,000-
4261

3342

4,000-
170y 2214

1145

2000- | 550 350 420 710

o B ) o . - ,A"‘l 14 ,4""l _-/. ,_4’/l .r"/
1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997

Year

YeARr 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 (997
AOF 35 200 350 420 710 1069 1541 2019 2715 3169 3628 4139 35340 6226 7127 8163
AOTT 76 61 195 564 904 1519 2006 2878 3659 4510 4968
APS 63 188 339 494 427 367 771 836
Tora.35 200 350 420 710 1145 1702 2214 3342 4261 5486 6639 8645 10,252 12,408 13,967




NATIONAL ACADEMY FOUNDATION
NAF GRADUATE HISTORY

Number of
Graduates 1984 - 1997
2,500- 3,056
2,000-
1,500-
1,000-
500-
0- 1084 1985 1986 1987 1988 1989 1990 1991 199 1993 199 1995 1996 1997
Year

1984 1985 1986 1987 1988 1989 (990 1991 1992 1993 1994 1995 1996 1997
AOF 35 134 137 196 267 458 547 639 757 926 1028 1112 1350 1950
AOTT 52 74 82 187 248 384 654 687 924
APS 96 113 136 133 182
ToraL 35 134 137 196 267 510 621 721 944 1270 1,525 1,902 2,170 3,056

TOTAL NUMBER OF ACADEMY GRADUATES = 13,488




NATIONAL ACADEMY FOUNDATION

COLLEGE BOUND
NAF ACADEMY GRADUATES
1989 - 1997

1989 1990 1991 1992 1993*  1994*%  1995%  1996*% 1997+

Graduates 510 621 721 944 1270 1525 1902 2170 3056

College Bound 464 558 670 861 1139 1393 1708 1953 2719

College Bound 91% 90%  93% 91% 90% 91% 90% 90% 90%

* Figures include Academies of Finance, Travel & Tourism and Public Service graduates
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NATIONAL ACADEMY FOUNDATION

INTERNSHIP PROVIDERS

Number of
Companies

1989 - 1997
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Dollars Earned
(in millions)

6 -

NATIONAL ACADEMY FOUNDATION
INTERNSHIP EARNINGS

1989 - 1997

1989

1990 1991 1992 1993 1994 1995 1996 1997

i

Year
*Salaries for 1989, 1990 and 1991 valued at $5 per hour for 7 weeks
1992-1997 figures calculated at $5.50 per hour for 7 weeks




NATIONAL ACADEMY FOUNDATION

NAF ETHNIC/RACIAL COMPOSITION
1997 - 1998 Academic Year

Asian/Pacific

Istands
9% 2%

Other

Caucasian

28%

Hispanic
24%

Black
37%

FEMALE =62% MALE = 38%




NATIONAL ACADEMY FOUNDATION

NEW PROGRAM SITES

1997 - 1998 Academic Year

ACADEMNY OF FINANCE

Program Sites

Montgomery, AL
San Jose (East), CA
Stamford, CT

Bay County, FL
Brevard County, FL.
Broward County, FL
Dade County, FL
Volusia County, FL
Chicago, IL
Jefferson Parish, LA
Calvert County, MD
St. Paul, MN
Kansas City, MO

St. Louis, MO
Albany, NY
Middletown, NY
West Seneca, NY
Las Vegas, NV
Warwick, RI

East Providence, RI
Beaufort County, SC
Nashville, TN

San Antonio, TX

TOTAL NEW AOF

# of Programs

__..—ap—nm_p—n.—np—n_..—awu_a;_._._ah—l—l—dp—dp_n-,y_.

24

ACADEMY OF TRAVEL & TOURISM

Program Sites # of Programs

[a—

Broward County, FL
Atlanta, GA

Chicago, IL

Jefferson Parish, LA
Orleans Parnish, LA
Anne Arundel County, MD
Berkshire County, MA
Newark, NJ

New York, NY
Charlotte, NC
Woonsocket, RI
Nashville, TN

Dallas, TX

Salt Lake City, UT

etk k) e ek e pmd et BN e ()

o
= -]

TOTAL NEW AOTT

ACADEMY OF PUBLIC SERVICE

Program Sites # of Programs
Anne Arundel County, MD 2

TOTAL NEW APS 2

TOTAL NEW SITES: 44




ACADEMY OF FINANCE

PROGRAM SITES

1997 - 1998 Academic Year

Program Sites
Montgomery, AL

Burbank, CA

Los Angeles, CA

San Francisco, CA

San Jose (East), CA
San Jose (Unified), CA
Denver, CO

East Hartford, CT
Hartford, CT

Stamford, CT
Wilmington, DE
Alachua County, FL
Bay County, FL
Brevard County, FL
Broward County, FL
Dade County, FL

Duval County, FL
Hillsborough County, FL
Lee County, FL

Orange County, FL
Osceola County, FL
Palm Beach County, FL
Polk County, FL

St. John’s County, FL
St. Lucie County, FL
Seminole County, FL
Volusia County, FL
Clayton County, GA
Henry County, GA
Honolulu, HI

Chicago, IL
Indianapolis, IN
Jefferson County, KY
Mercer County, KY
Jefferson Parish, LA
Orleans Parish, LA
Anne Arundel County, MD
Baltimore, MD
Baltimore County, MD
Calvert County, MD
Montgomery County, MD

# of Programs
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Program Sites

Prince George's County, MD

Boston, MA
Detroit, MI

St. Paul, MN
Kansas City, MO

St. Louis, MO
Omaha, NE

Las Vegas, NV
Jersey City, NJ

Red Bank, NJ
Albany, NY
Buffalo, NY
Middletown, NY
New Hyde Park, NY
New York City, NY
Northport, NY

West Seneca, NY
Yonkers, NY
Charlotte, NC
Cumberland County, NC
Durham, NC

[redell County, NC
Union County, NC
Wake County, NC
Cincinnati, OH
Cleveland, OH

East Providence, RI
Providence, RI
Warwick, RI
Anderson County, SC
Beaufort County, SC
Oconee County, SC
Pickens County, SC
Chattanooga, TN
Nashville, TN
Dallas, TX

San Antonio, TX
Salt Lake City, UT
Gloucester, VA
Seattle, WA

AOF TOTAL: 136

# of Programs
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ACADEMY OF TRAVEL & TOURISM

Program Sites

Deer Valley, AZ
Burbank, CA

Culver City, CA

Los Angeles, CA
Monterey, CA

San Francisco, CA
San Jose (East), CA
Sweetwater Union, CA
Denver, CO
Washington, DC
Broward County, FL
Dade County, FL
Duval County, FL
Lee County, FL.
Martin County, FL
Orange County, FL
Osceola County, FL
Palm Beach County, FL
St. Lucie County, FL
Semtinole County, FL
Volusia County, FL
Atlanta, GA
Honolulu, HI

Kauai, HI

Maui, HI

Chicago, IL

North Chicago, IL
Fayette County, KY
Jefferson Parish, LA

PROGRAM SITES
1997 - 1998 Academic Year

# of Programs
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Program Sites

Orleans Parish, LA
Anne Arundel County, MD
Baltimore, MD
Berkshire County, MA
Boston, MA

Detroit, M1
Minneapolis, MN
Newark, NJ

Nassau County, NY

Las Vegas, NV

New York City, NY
Westchester County, NY
Charlotte, NC

Chariho, RI

Cranston, R1

Newport, RI
Providence, RI
Warwick, Rl
Woonsocket, RI
Beaufort/Jasper County, SC
Hilton Head Island, SC
Chattanooga, TN
Nashville, TN

Dallas, TX

Jordan, UT

Salt Lake City, UT
Roanoke, VA

King County, WA

AOTT TOTAL: 90

# of Programs




ACADEMY OF PUBLIC SERVICE

PROGRAM SITES
1997 - 1998 Academic Year

Program Sites # of Programs
Mobile, AL

San Jose (East), CA
Hillsborough County, FL
Tallahassee, FL

Anne Arundel County, MD
Boston, MA

Buffalo, NY

New York City, NY
Chattanooga, TN
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APS TOTAL: 12




Federal Reserve Board Public Meeting on Travelers Acquisition of Citicorp
Thursday, June 25, 1998

Federal Reserve Bank of New York

New York City

11:25a.m.

Mark A. Emmert
Chancellor
University of Connecticut

Testimony:

| am Mark A. Emmert, chancellor of the University of Connecticut. | welcome the
opportunity provided by the Federal Reserve Board to participate in this public
meeting regarding the proposal by Travelers Group Inc. to acquire Citicorp. |
would like to speak specifically of Travelers’ record of corporate responsibility as
manifested in its relationship with the University of Connecticut and in its support
of education and community development in the City of Hartford and the State of

Connecticut.

The University of Connecticut, founded in 1881, is a Land Grant and Sea Grant
university as well as a Space Grant consortium institution. It is one of only two
Research 1 public universities in New England and the only Ph.D. granting public
university in the State. It is designated in the State Constitution as Connecticut’'s
flagship university. There are some 22,000 students at the University, studying

in 17 schools and colleges offering more than 100 undergraduate and some 80



graduate and professional degree programs. The main campus is in Storrs.
Additionally there are five undergraduate regional campuses {in Avery Point,
Greater Hartford, Stamford, Torrington, and Waterbury), Schools of Social Work
and Law in Greater Hartford, and a complex of health and educational facilities

comprising the University of Connecticut Health Center in Farmington.

The University, given its mission, has a specific role in fulfilling the needs of the
State, its citizens, and its economic institutions. Further, it has a strategic goal of
fostering a sense of partnership with various entities in the State. The success of
the University in meeting Connecticut's educational, economic, and social needs
depends on its developing active, mutually supportive partnerships.

The University’s already substantial contributions —in supplying an educated
citizenry, in economic development, social outreach, the arts, and scientific
advances, among others—can only enhanced through partnerships such as that

which exists between the University and Travelers.

Earlier this year [on January 6], the University and Travelers announced a major
agreement under which Travelers donated 30,000 square feet of space in the
Travelers Education Center in Hartford to the University for three years.
[Travelers values this donation at $1.7 million.]. The Travelers Education Center
gives the University a superior platform from which to offer courses and
programs which will enhance the vitality of Hartford's insurance, financial

services and managed care industries. It also permits the University to extend



our educational activities in Connecticut’'s urban business centers. It also
enables us to offer additional courses with a solid information technology base.
Travelers’ participation in this public-private partnership is not only direct
evidence of its sense of corporate responsibility, it is also another example of the
confidence to meet their needs that business leaders have shown in the

University.

The Travelers Education Center is a superior educational facility—with computer
laboratories, classroom space, Internet access, and potential for distance
learning—for offering business-related courses and programs. Under thé-
Education Center agreement with Travelers we are able to offer undergraduate
general studies courses in information systems/operations manégement as well
as MBA level courses. We have just decided to offer our recently-approved
Master of Science in Accounting Program in two Hartford area venues including
the Travelers Education Center. In this way we are able to use resources more
effectively and to serve a larger market. Both the University and those who
employ accountants win. Other classes to be offered will include professional
insurance certification courses and computer programming. Future course
offerings will be market-driven and will respond to employer demand for well-
trained employees in Greater Hartford’s information technology, health care,

insurance, and financial service industries.



Travelers Group Chairman and Chief Executive Officer Sanford Weill announced
the Education Center agreement in the context of a call for educational
development as the engine of economic growth in the Hartford, Connecticut
region. He said, “the central strategy for developing a healthy, vibrant economy
in a community is the creation of a well-educated pool of professionals.”
Travelers’ corporate good sense acknowledges that “a reliable flow of talent” is

attractive to corporations and creates new jobs.

Travelers' efforts to foster economic development are multipartite. Higher
educational and corporate goals come to a confluence once again in its :
promoting the business education of talented high school students through its
continuing support of the Academy of Finance programs in two Hartford area
high schools. Since its founding in 1982 by Sanford Weill and the New York City
Board of Education, the Academy of Finance program has had excellent
success: more than 90 percent of its students continue their education at two-or
four-year colleges and more than 50 percent of those eventually go on to work in
the financial services industry. The University will match the scholarship
commitment supported by the $150,000 endowed Travelers Scholarship Fund by
offering tuition scholarships to several Academy of Finance graduates attending

the University.

These most recent actions on the part of Travelers are extensions of the

University’s long history of partnership with the company. Travelers has

L. .=



supported numerous programs at the University including the School of
Education, the School of Business Administration, Actuarial Sciences, the Law
School and the Health Center. Its nearly $2 million in contributions to the
University--beyond the recent Education Center donation--include the Travelers
Chair in Geriatrics and Gerontology at the Health Center, continuing support for
the Travelers Center on Aging, scholarships, and a variety of contributions to the
University's Research Foundation to assist faculty efforts in high school writing
and math/science laboratories, corporate training, small business development,
pharmacy studies, and evaluation of tutorial programs for Hispanic school

children.

| am pleased, on behalf of the higher education community and the University of
Connecticut, to come before you today to give testimony to Travelers well-
defined and productive sense of corporate responsibility and to underline the
positive impact it is having on education and community development in

Connecticut.

Thank you.



John Shemo

Testimony re: Travelers Group to acquire Citicorp
Federal Reserve Bank at New York

June 25, 1998

Good afternoon. {names or titles].

My name is John Shemo and I am here on behalf of the Connecticut Capitol Region
Growth Council, which is the lead economic development organization for the 29-town
MetroHartford region. I serve as the agency’s Executive Vice President.

[ am pleased to have this opportunity to testify before you in favor of the Travelers Group
proposal to acquire Citucorp. There are two reasons that we at the Growth Council support this
merger. The first is job preservation and growth. The second is Travelers’ long history of —
and. we believe, even stronger prospects for — being a good corporate citizen in our COImmunity.

The mission of the Growth Council is to boost the local economy by fostering job growth
in MetroHartford. It is our opinion that the Travelers/Citicorp merger would not only preserve
the thousands of jobs these companies currently provide in MetroHartford, but also would offer
the potential of expanding the local employment bases of the two companies.

Travelers has always been a key employer for MetroHartford. Before the company’s
earlier merger with Primerica, about 6,000 Travelers’ jobs were lost and thousands more were at
serious risk. Since that merger. the company has reversed this situation, returmed to profitability
and begun to grow its workforce again. The Travelers Group now employs roughly 7,000 people
in Hartford. Plus, another 2.000 jobs were saved by Travelers selling its health benefits
operations to another insurer.

In effect, Travelers’ practices of strategic acquisition and restructuring has preserved

9,000 jobs for MetroHartford residents.



Separately, the Growth Council recently completed successful negotiations to bring a
Citicorp in-bound call center to MetroHartford. This customer service center will employ
between 550 and 600 people. We believe that the Travelers/Citicorp merger will have a positive
impact on this operation as well, as the two companies begin cross-selling their products through
telemarketing efforts. As the company’s customer base expands, so, too, should the call center.

The second reason that the Growth Council supports this merger is, as I said, because of
Travelers’ strong track record in our community. We believe that, as a larger company, its
ability to promote the region’s economic development will be enhanced.

Travelers was an original incorporator of and investor in the Growth Council. The
company is again funding our efforts this year.

There are several other examples of Travelers’ community support, of which I will cite
just two.

Travelers currently provides the use of its Education Center to the University of
Connecticat as a downtown campus. We view this as a first step in creating an even larger
Downtown Hartford higher education center, combining course offerings from many of the local
colleges and universities. The higher education center is high on our list of projects that would
both draw more people downtown and benefit the city’s current employers and workers.

Riverfront Recapture, which has revitalized recreational activities on the Connecticut
River, also has been a recipient of Travelers’ generosity. To date, the company has invested
more than $1.1 million in Riverfront programs, which give new life to the region and attract both
residents and visitors to Hartford, East H{irtford, and other towns along the river.

It is our opinion that the Travelers/Citicorp merger would serve the best interests of the
MetroHartford region. We urge you to consider it favorably.

Thank you.
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Statement By
F. Peter Libassi, President
Children’s Fund of Connecticut, Inc. -
Before the
Federal Reserve Bank of New York
Travelers Group and Citicorp
June 25, 1998

My name 1s I, Peter Libassi. [ am a Travelers retiree and a Travelers shareholder.

[ am here today in my capacity as President of the Children’s Fund of
Connecticut. Inc.. a grant making foundation. The leadership role played by the Travelers
Corporation in the establishment of this foundation and the public benefits which have
followed are the subject of my statement.

What are the most important health needs facing Hartford’s children?

[n 1992, the Newington Children’s Hospital, in Newington Connecticut, an
orthopedic hospital, proposed that it close and reopen as a specialized children’s hospital
in the City of Hartford. In reviewing the health needs of chiidren in the City of Hartford.
the Travelers saw a serious need for primary and preventive health care services. The
issues which appeared to be most in need of attention were teen age pregnancy, pre-natal
care, low birth weight and premature babies, immunization, well baby check-ups. quality
early child care and the prevention and identification of developmental delays and
deficiencies. Travelers raised the question of whether in fact a high tech specialized
hospital as proposed would actually address the health needs of city children.

Travelers launches studv of chiidren health needs.

With this question as its focus. Travelers announced that it would fund an
independent study of child health needs. Thereafter, other corporations in the Greater
Harttord area asked to join project. The study completed by Lewin/ICF and Associates
concluded that a children’s hospital was in fact needed, albeit a much smaller hospital
than was originally proposed. However. in addition, the study concluded, as Travelers
had argued. that the health needs of the children of Hartford would only be served if a
serious campaign were launched focused on primary and preventive health care for
children.

Addressing the need for primary and preventive health care services.

As a result, the Children’s Fund of Connecticut was established with a leadership
grant from the Travelers Corporation of $1 million dollars. With gifts from other
corporations and area hospitals this Fund has grown to $17 million doilars. It is the
mission of the Fund to support community-based primary and preventive health care
initiatives in Connecticut, primarily tocused on underserved children, in order to improve
the quality of their lives.




The Children’s Fund focus;
Early childhood development

Training for those who provide care for children
The Board of the Fund decided to focus its attention on early childhood

development, the prevention of developmental delays and deficiencies, and on the linking
of health and child care services. Before committing its resources to these issues, the
Fund undertook an extensive information gathering effort.

This drive included a study by the Yale Bush Center, interviews with over 350 of
the most knowledgeable representatives of public and private agencies, and five
independent focus group sessions.

From this information, the Fund’s Board reached several conclusions, one of
which provided that: There is an immediate need for a statewide education, information
and training capacity focused on primary and preventive care for children.

Based on this conclusion, the Board agreed to establish a statewide Training
Academy which would help those who provide care and services for children to:

eLearn of recent research findings related to children’s health, and to

eAccelerate the application of this knowledge and best practices in child care.

The Role of the Training Academy

As an example of the “catalyst” role made possible by the Travelers leadership, in
1997, the first assignment for the Training Academy was to initiate the formation of a
consortium of four state agencies and three private organizations to launch a statewide
training program in best practices for child care providers.

The Department of Social Services (DSS), the State Department of Education
(SDE), the Connecticut Commission on Children (CCC), the University of Connecticut
Heaith Center’s AHEC Program, Wheeler Clinic, Connecticut Charts-A-Course (CCAC)
and the Children’s Fund joined forces and resources.

Within less than five months, in March of this year, twenty-one training sites
were identified, and contracts were approved for the training of over 1600 home care
providers following an approved curriculum to be delivered by approved faculty.

In addition, funds were set aside to finance 1800 voluntary onsite visits with home
care providers by approved consultants.

This public-private partnership combined $200,000 from the Children’s Fund
with $620,000 in resources and talents from four state agencies to launch Connecticut’s
first large scale statewide training program for child care providers. In September, over
10,000 children will reap the benefit of being under the care of providers who are
receiving the very finest in child care training.

There is no question that these activities would not now be underway if it had not
been for the leadership and foresight of the Travelers Corporation.

Thank you.

—-‘
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Background:

The best known microenterprise peer lending program in the world is the Grameen Bank tn
Bangladesh. It was founded in 1976 by US trained economist, Dr. Muhammad Yunus, to
offer access to credit to the poorest of the poor who had no collateral except their
willingness to be seif-employed. The extraordinary success of Grameen , which now has
more than 2 million borrowers and creates a lending cycle in excess of 25 million U.S.
dollars, has spawned replication efforts around the world.

In the United States, there are forty loan funds based on the Grameen model, the most
successful of which is Working Capital, headquartered in Cambridge Massachusetts. In
addition to Florida, Working Capital has office Hubs in Maine, Vermont, New Hampshlre
Delaware, Massachusetts, Metropolitan Boston, Atlanta and Russia.

Working Capital Florida was one of seven national agencies who received the first
Presidential Award for Excellence in Microenterprise Development, presented by President
and Mrs. Clinton.

Economic Impact:

Even the smallest businesses can become increasingly productive with access to those
advantages enjoyed by larger companies, namely, access to capital, sales leads and business
connections, practical business education and support from peers. At the $500 loan level,
microenterprise borrowers in the United States report an increase in monthly sales between
50% and 100%. Microenterprise peer lending has demonstrated that increased sales for

member-owned businesses recycles for greater economic growth, employment and
community revitalization.

Funding:

Working Capital / Partners for Seif~Employment obtains loan funds from local and regional
banks. Initial funding for program operations came from the state of Florida Hurnicane
Andrew Trust Fund Metropolitan Dade County’s Department of Business and Economic
Development Metro Miami Action Plan (MMAP).  Other funding comes from private
foundations, corporations and individuals.




WORKING CAPITAL FLORIDA

Partners for Self-Employment

Business Credit and Training for the Self-Employed

Working Capital Florida is a nonprofit corporation dedicated to providing the self-err_xgloyed with
access to credit, loans, business training and peer support. Through the program participants can:

« obtain a business loan of $500 to $5,000
build a credit record
o develop stronger business skills
e meet and share ideas with other business owners

Small Business Owners:
» join a Business Loan Group of 6 to 10 persons

e apply directly to their Group for loans (The Group reviews loan applications and decides
which to approve.)

» repay their loans to Working Capital Fionda
e participate regularly in business training and networking events

Types of Businesses:

Members can use loans to start and operate a variety of businesses including: arts and crafs,
beauty and hair care, business services; clothing; education; entertainment; food services; health
services; home services, import/export; etc

Who can Join:

Any US citizen or resident alien who owns a business or intends to start a business may join
Working Capital Florida. Minority groups are welcome.

How to Join:

Interested borrowers can contact participating community organizations, business associations,
social agencies and universities, as well as civic and religious groups in Dade County.

Working Capital Florida
(305) 670-7411 (phone)
(305) 670-7419 (fax)

9200 South Dadeland Boulevard Suite 103 Miarmu, FL 33156

[



A Few Facts
As of June 1, 1998

Program Founded: 1994

Communities Served: Dade County: Allapattah, Carol City, Little Hait,
Little Havana, North Miami, North Miami Beach,
Modet City, Opa-Locka, Overtown, Perrine, Kendalt,
Coconut Grove, Princeon, Florida City, Goulds,
Homestead, Richmond Heights and South Miami

Heights.
Total Number of Members: 348
Total Number of Borrowers: 274
Number of Loan Groups Formed: 57
Total Number of Loans: 397
$ Value of Loans Disbursed: $289,600
Average Loan Size: $729.47
Average Loan Term: 7.76 Months -

Working Capital Florida Loan Fund Participants

Central Bank
Chase Manhattan Bank
Citicorp Foundation
City National Bank of Florida
Commercebank, N A.

First National Bank of Homestead
First National Bank of South Miami
Helm Bank
Sun Trust Bank, Miami, N A.
United National Bank

3000 Biscayne Blvd., Ste 101A ¢ Miami, Florida 33137
Phone (305) 438-1407 + Fax (305) 438-1411

L
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Working Capital’s name says it all

National program
offers start-up loans
as small as $500

By FRAN BRENNAN
Heraid Stafi Writer
or James Rowells, a ing
family meant growing bills —
bills he found more and more
difficult to cover with his weekly
P g o it
ting as & painter
ve him extra income, and a taste
gr scif-employment. Bu! wtlh lml.e
credit and less hope
small-business loan, kncw:t
would be years before he might
become his own boss.
Elm hg hldnocbuoe.Aher
nwg.theungle mol.heroftwom
estchester turned her sideline,
teaching CPR and other nfﬂy
classes, into a home-based business.

Bot Rowellsdeuspo
up mhthmr ﬁmﬂle or m
independence from

ul a national
verysmallloa ?ommossooom
verysmallbusmm— and

bother with, Borrowers pay 12 per-
cent nterest on their loans, a rat
comparablc to those charged by

banks. .
Working Capital, which got its

This has helped my
USIness
remendously.

Yhat I'm looking

it now s

ong-range goals.

"m looking to buy a
gger truck later
n, after I make
igger loans. Now,
'm really looking to
he future.’

JAMES ROWELLS, -
peinter

AANDY BATEMORE / Horaid Stall

start in Massachusetts in 1990, now
helps businesses in 10 states. The
Dachoun chapter began loaning
mone 994 and has almdy

peg about 300 people work their
way toward 2 better future.

“And we're scratching the
surface,” said l‘m eyer execu-
tive dircctor of the p. “We

really hope to reach thousands ol
borrowers, not just a few.

For peoplc like Rowells and
Crespo, Working Capltal provides

letn%hansms , enough for

Crespo to buy ber own dcmonnn-
tion dummics rather than pa
reat them. Enough for to
buy costly brushes, put a downr&
mem ona pmsuu
word-of-mouth

ldvemsa i-le now b to
become Ilz?;m bgg muchm

church. “This has helped my busi-
ness tr:tmmdm{zng What le
Sooki now is -Tange

I'm loohu :lﬁg—m buy a bigger truck
later I make bigger loans.

Now, I'm rcally looking to the
future.”

The idea for such loans n in
Baugladesh in the 1970s, where a
similar program has helped mllllons

' :ﬂxu Americans (0

B For more information about
Working Capital and loans for
\

start-up businesses, cal
Moyer a {305) 670-7411.

of poor peoplec — most of them
womr en Eﬂ' mc‘t{s;ecnre fi nancmi_
ooting. rey ¢, a veteran o
the Peace , founded Working
ital in the United States.

ident and Mrs. Clinton are

bl; fans and consider microcredit
of the country’s best means for

off welfare
business. At f rst Micro-

credit Summit, last month in Wash-
ington, Ashe received one of the first
Preﬁdentul Awards for Excellence

Microenterprise.
ln Dade, money for the loans
from a consortium that
mcludes Citibank, SunTrust Bank
and Commercebank, among others.
Money to rua the program comes
from another group, whose mem-
bers include the Beacon Council and
the MacArthur Foundation,
Although individuals get loans for
th:: bglw-d;:g busmases. botrowers
m toa
These groups meet regularly tom
vusiness tips, offer advice and
ensure that everyone can make their

loan payments.

If cne person defaults, the entire
group pays. So far, Workmg Capi-
tal’s repayment fate is 98 percent.

“The reason this works is because
people arc entrusted to revucw the
Eapcrwork of their peers,” said

ine Black, executive director of
Dade’s Toois for Change. Her office
is one of several affiliates of Work-
ing Capital. The affiliates — mostly
agencics helping inner-city and low-
income communities — identify
possible borr?'wers h:elpl organize
groups, provide technical training
and adml:mster the loans.

Tools for Change, an affiliate
since 1919‘: arprts Dade.}_‘he
agency ns outstanding
and Ins paid back 20.

In its 19 groups, there
are running lawn services,
ing services, medical-

bilhn; and hair-care busmesscs

make some mnna or themselves
and u}rz care of their r"]“"'?k Its
ust a fantastic program. t makes a
'Luge difference.

Elisa C can attest 1o that.

“Now 1 bave the flexibility to
make & living for my family and
spend time with my children,” she
said. “I couldn’t have done this
without it.”

‘Now I have the
flexibility to make a
living for my
family and spend
time with my
children. I couldn’t
have done this
without [Working
Capital].’

ELISA CRESPO,
safety instructor
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Small loans, big results

on 8 loan.

I o e rmng  MICROCREDIT PROGRAMS . iar oo o
‘effoct have caused Loansaslittleas $500  blacks and Hispanics.
‘alarm %qz;n P;[uch to spawn eatrepreneurs and '{zgga!vhol;c-v k lch:
[ apl- b N

{talism,” which not an alternative to poverty. $500 loan in 1994 into

ohly thrived on bad ~
logns to friends of those in power, but
mdtf: the rich richer while further mir-
-l € poor in poverty. - .

‘ lia-s’{ct another financial philosophy
‘frem Asia promises just the opposite, an
.antidote to savage capitalism. Microcre-
- dit programis, in which tiny amounts are
‘lent .to nontraditional borrowers, have
;Fr_ov_ed to be an exceptionally sound
-lefiding practice while encouraging the
. podr to build businesses and income.

* A year ago a Microcredit Summit in
_Washin;ton, D.C,, rallied 3,000 people
from 137 countries toward the goal of
reaching 100 million poorlc, wpeciall‘y
women, with these tiny loans for self-

employment by 2005. That’s an ambi-

tious stretch from the cight million to 10
million people worldwide now in micro-
credit pi

it prograrus.

. Pioneered by Muhammad Yunus and
fis Grameen in Bangladesh, the
milcrocredit concept has spread and
ad — even to urban South Flonda.
Working Capital Florida, a local non-
profit group patterned on the Grameen
Hddel, serves some 350 businesses in
‘Mlami-Dade. Loans average $725
%qt_tcrpationally it's $150) and are paid

3ck in less than a year. Borrowers are
Jorganized into groups, each with a busi-
fess adviser. The entire group must
approve every microloan to individual
‘members. Default rates are extraordi-
narily low, because no group member
gets more credit should another default

Alvi's Take Out and
Catering in Naranja. She now is expand-
ing with a $50,000 foan through the U.S.
Small Business Administration. The
beauty of microcredit, Ms. Lucas says,
“is not just the loans but the education
about business.”

A new three-year, $450,000 grant
from the Mott Foundation will allow
Working Capital Flonda to expand its
good work into Broward and Palm
Beach, says Kathleen Gordon, its presi-.
dent. Support from other private
sources, commercial banks, and state
and federal governments would help the
group grow further. .

Certainly the goal is worthy. Working
Capital Florida and other microcredit
programs push economic opportunity
toward the peopic who need 1t most. As
Ms. Gordon aptly suggests: “The real
economic engine will be from the bot-
tom up, not from the top down.”




MICROCREDIT, FROM T8

United States
have little in common ecconomi-
cally, Yunus says the underlying
principles that make the Grameen
model a success still apply here.

“A Lliny success in the first
round [resulting from the first
small loan) gives you the energy to
take bigger challenges,” Yunus
said. “You get 8 boost in self-
esteem.”

For exampic, the bamboo
weaver was making just 2 cents &
day when Yunus met her in 1976.
But she used her tiny loan to go
into business for herself and her
income jumped to $1.25 daily.
When Yunus returned to visit ber
years Iater, he found she had built
a house and educated her chil-
dren.

That same mode! has real
potential in the United States,
Yunus says. He first saw it in
action in Arkansas. President
Clinton, then the state’s governor,
invited him to Arkansas to start &
Grameen model in the 1980s.

The resulting Good Faith Fund
continues to this day. “I've scen
how little towns accepted it in
ncighborhood after neighbor-
hood,” Yunus said. “When the
moncy comes, creative minds
start 1o tick.”

In Bangladesh, 94 percent of
Grameen's borrowers are women,
and poor women now are the tar-
get of most microcredit programs
arcund the world. But that wasa't
Y:nus' original idea.

Initially, he set about assuring
that 50 percent of Grameen's bot-
rowers were women. It took six
years to achieve that goal.
“Women said, ‘Don’t give us
money; give it to our husbands,” "
he says.

But then Yunus started to
notice an interesting phenome-
non; Money that went to the fam-
ily through the woman was much
more beneficial (o the family unit.
Nutrition improved; the children
went to school; shelter improved.

“The women demonstrated
long-term vision, and were more
cautious with the money,” he
says. “The men were more inter-
ested in having a good time jn the

L

At that point, Grameen
switched emphasis, giving more
priority to loans to women. “We
lent to women with no experience
with money, with po experience in
business,” Yunus says. “They
were scared, but over time they

became good businesswomen,”

That's why he’s hopeful for'

microcredit's application to the
re reform process. But, he
says, in the United States myriad
ng requirements and other
regulations act as barriers for
small-scale entreprencurs,

given a one- or (wo-year waiver
that frees them from regulatory
requirements. “Allow this bridg-
ing time until they come up to a

certain level,” he proposes, “and
then have them come into the
mainstream. Government's role
should be creating an cnabling
environment.”

The microcredit movement is
gaining steam in Florida,

Kathieen Gordon led a Miam
group to Bangladesh in 1994 1o
observe Grameen Bank’s opera-
tions. The group was so inspired
that it formed Working Capital

" Florida on its return.

“He's won awards {from around
the world for his work, yet he's so

unpretentious and absolutely
commitied to helping the poor,”
says Gordon, the organization’s
chairwoman.

Working Capital Florida, which
now operates 1n Miami-Dade
County, is in the process of
expanding its reach to Broward
and Palm Beach counties. It hopes
10 have its first loans out in those

_counties by late August.

Enterprise Florida, the state’s
public/private economic develop-
ment agency, is holding a confer-
ence June I on microenterprise

" Man behind microcredit revolution visits S. Fla.

development at the Radisson
Plaza Hotel in Orlando.

MicroEnterprise, an Enterprise
Florida program, has granted
$800,000 10 |7 communily orga-
nizations that will enable them to
make loans and provide training
and technical assistance to micro-
entreprencurs.

“This is the richest country in
the world,” Yunus says. *1 don’t
s¢e why anyone should remain
poor here. You can create your
own job and your own business.”

b ol
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By MIMI WHITEFIELD
Herdld Business Wiiter

When economist Muhammad
Yunus lent $3 to a bamboo
weaver in his native Bangladesh
some two decades ago, he had
ne inkling he was starting the
microcredit revolution.

But that loan grew into a lend-
ing program to the poorest of
the poor, spawned the Grameen
Bank, which now operates in
38,000 Bangladeshi villages,
and eventually led to an interna-
tional movement built on the
idea that the poor can create
their own jobs if given access to
credit.

Yunus, the far:r of the so-
.alled Grameen lovement,
arrives in South Florida today
for a series of speaking engage-
ments and mectings with bank-
ers, foundations, politicians,
university professors and the
media.

This evening he’ll speak at a
dinner organized by Working
Capital Florida, which has
made moare than $300,000 in
very smail loans (average size:
$725) to South Florida entrepre-
neurs with very small busi-

nesses.
Working Capital Florida bor-
rows a page from the Grameen

Bank, which Yunus founded in
October 1983. The bank sought
out borrowers whom traditional
banks shunned because they
were 100 poor and had no credit
history or coilateral.

Now some 2.3 million bor-
rowers later, Grameen Bank has
a loan repayment rate of 98 per-
cent and turns a profit.

Yunus visits South Florida at
a time .when job creation n

Miami-Dade is sluggish and the

Yunus comes to
South Florida at a
time when the
area is strugghing
to find jobs tor
thousands of wel-
fare recipients
wha are making
the transition from
welfare to work.
Microcredit, Yunus
says, can be part
of the solution to
the challenges of
welfara reform,

Very small loans to start
very small businesses

Man behind microcredit revolution visits South Florida

area is struggling to find jobs for
thousands of welfare recipients
who are making the transition
from welfare 10 work.
Microcredit, Yunus says, can
be part of the solution to the
challenges of welfare reform,
Though Bangladesh, one of
the poorest countrics in the
world with a per capita annual
income of just $250, and the

PLEASE SEE MICROCREDIT, 98

PAVEL RATHMANAP
As part of his plans to help the
Bangladeshi paor, Yunus has
launched a project to distribute
celiular phones to thousands of
ramote viliages.

FACTS ABOUT
GRAMEEN BANK

M Loans to the poorest of the
poor.

W Reaches 38,000 of
Bangladesh's 68,000 vilages.

B 2.3 miflion borrowers.

B Lands about $1.5 million per
day to the people of Bangladesh.
B 12,000 employess.

W 98 percent repayment rate.

W 94 percent of loans are to

wOomen.
T ;::722mm
CINDIA
OV
I L
‘ BANGLADESH
TNen

INDIA

Diaka
2 e

AP ! Thw Heraid

WORKING CAPITAL
FLORIDA DINNER

When: Today. Reception at 6:30
p.m., dinner at 7:30 p.m.

Whare: Wyndham Hotel
Ballroom, 1601 Biscayne Bhd.,
Mismi

Highlights: Muhammad Yunus
will speak, Former Rep, Dante
Fascell, an early supponer of
microcredit, will be honored.
Tickets: $125 a piate (850 for nan-
protit organizations). Call
Woarking Capital Flondas, [305)
§70-1411.

B viacaid tde an
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For. poor:

-Opportunity
= 1o thrive

“M ' Re Juhanne Malveaux's excel-

et May 11 Viewpoints Page col-

o amn, Wha'll fight for the poor?, |

. "faye an answer —. Muhammad

o 2 pnus founder of ‘the :Grameen

' Bank in Bangladesh. Dr. Yunus has

eceived innumerable awards from
Jnonarchs and other heads of state

for his outstanding achievements in
Ttreating opportunities for the poor
to pull themselves out of poverty.

Dr. Yunus is not just a
¢ Bangladeshi hero. He does not
i belong 0 one- country but js a
! world persona who has the caliber
} ofthe greatest world leaders. Yet he
i is a simple man with a sxmple mes-
sage: Give the poor —“especially
women — access to-credit for their
“own businesses, ‘and they will show
the same creativity, ingenuity, and
dedication as the rest of the world’s
entrepreneurs.

Lending onlv to the most desu-
tute. the Grameen Bank is beiny
replicated worldwide. Some 10
million borrowers "are repaying
their loans. setting aside savings.
sending their children to school.
and providing nourishing meals for
their families. A recent study of a
Grameen replication’ in Malaysia
shows that after completing a sec-
and tending cycle. two-thirds of the
women borrowers successfully had
led their families out of poverty
This is remarkable. .

No. Ms. Malveaux, the baton car-
ried by Martin Luther King Ir. and
others has not been dropped. This
“Poor People’s March ™ 1s resound-
ing to the chorus of “We're doing it
ourselves.”

H-bHsen

Muhammad Yunus

GAIL E. NEUMANN
Miamu

fidiior’s Note: Locally, the
croup Working Capual Florida hes
tade loans to shout 400 poor peo-
2lein South Florida Te aspies 1o
fave 3000 borrowers by the vew
20 For more information, cali
F205) 43R-1407
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Credit where it’s due

A | he anly question is, Should he get the Nobel Prize
MUHAMMAD : for economics or peace? That “he,” of course, is
y Muhammad Yunus, whose idea of lending tiny
YUNUS amounts to the most destitute of folks has lifted untold
millions from poverty and its hopelessness.
South Florida is fortunate to have him visiting again.
After speaking at yesterday’s fund-raising dinner for Work-

- ing Capital Florida, a nonprofit group that ably applies his
microcredit model, Dr. Yunus this morning is to tatk with
those trying to spur economic development in South Flor-
ida. Would that all are inspired by his story. '

With a doctorate in theoretical economics from Van-
derbilt University in hand, Dr. Yunus was unprepared for
what he saw when he returned to his native Bangladesh,

‘among Earth’s poorest nations. Entire villages were living
on the edge of starvation, despite peasants working 16
hours a day. In 1976 he lent a few dollars to a woman who
was weaving bamboo stools. Once in business for herself,
she prospered, and he founded the Grameen Bank on the
novel concept of lending money to those who have none.

Today this bank lends half a billion dollars to more than
2.3 million borrowers, 96 percent of them illiterate women
borrowing an average of § 150. Grameen is 90-percent’
owned by its borrowers, has a 98-percent repayment rate
that rivals any commercial bank, and is making a profit.

Worldwide, another six million people now borrow
under the microcredit models popularized by Dr. Yunus.

Poverty, he believes, is among today’s biggest threats to

ch. The antidote is to create financial and other institu-
tions that remove social and economic barriers keeping the
poor from prosperity.

: “We can build a poverty-free world at a fraction of what
we spend on war preparations,” Dr. Yunus has said. “As
long as one single human being 1n this vast world dies of
hunger or fails to take care of the minimum human needs
for survival with dignity, our society will be less than the
society mankind deserves.” Well said, sir.
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GIVING

by Robert E. Graham

CREDIT

WHERE CREDIT'S DUE

think everyone’s heart skips a beat
when meeting a celebrity or a hero.
Last fall I met someone who is both of
these to me—Muhammad Yunus. Along with
20 members from the board, staff and major
donor rolls of the Katalysis North/South

FROM FLORIDA TO
BANGLADESH, MICROCREDIT

[S PROVING TO BE A

POTENT ANTIPOVERTY TOOL,
ENRICHING THE LIVES OF BOTH
BORROWERS AND LENDERS.

Development Partnership—the nonprofit my wife, Wendy, and I founded—I listened with
fascination as the gentle, scholarly Yunus talked about the passion of his life: microcredit.
“Microcredit is not about money,” he said. “It’s about dignity. It's about opening doors.”

Yunus, now 57, was deeply influenced by the civil rights
movement while studying for a Ph.D. in economics at Vander-
bilt University. Confident that young people could change
society, he returned to his native Bangladesh in 1972. There,
he challenged his students at Chittagong University to close
their textbooks and learn about economics by getting
involved with the villagers who comprise 90 percent of
Bangladesh's population.

" After four years of interviewing people in the field, Yunus
identified what he believed was his country's central problem:
Its people had no access to working capital at a reasonable
cost. As an experiment, he made his first loan, in the amount
of $25, to a group of 42 people—which gave them 59 cents
apiece, a small first step out of poverty.

Now, Yunus's Grameen Bank lends $1.5 million each
working day at market interest rates. Grameen's 2.3 million
borrowers are the poorest of the poor—landless, without
credit history or banking collateral. Yet the payback rate of
these customers is astounding: In the past 20 years, 97 percent
of the $2.1 billion loans have been repaid—on time.

More impressive are the social returns. One-third of
Grameen borrowers have moved out of poverty, another one-
third are nearing that point. Four hundred thousand new
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homes (costing from $300 to $600 each) have been built with
Grameen loans. Infant mortality among borrowers is less than
the national average and their voluntary family planning occurs
at twice the national rate. Yunus insists that these positive
changes have happened not because of Grameen, but because
94 percent of the bank's borrowers are women. “When women
get in the driver’s seat, they look around to see what else they
can do to improve their lives,” he told me. “They are the drivers
for change in the family.” I couldn't suppress an dppreciative
chuckle, because this had been my experience as well: Not
only are women good at business, but they also spend the prof-
its on their families, not on themselves.

A couple of years before I turned 50, I made the decision
to begin devoting half my time and resources to service. My
business parmner dubbed it the “50-50 at 50" plan. In 1988,
inspired by reports of Muhammad Yunus and the Grameen
Bank, Wendy and I began experimenting in Honduras with
microloans of less than $100. We quickly saw firsthand why
microcredit is considered to be the most effective develop-
ment methodology since the Marshall Plan. By 1997, Katalysis
was focused exclusively on microcredit. We developed a part-
nership network with local community development organi-
zations, and now have loaned approximately $3 million to
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KATHLEEN
GORDON

ickie Lucas couldn't imagine ever being committed
to a job. For years, just barely squeaking by, she drifted—
working construction, repairing refrigerators and doing sever-
al stints at what she calls the food factories (McDonald's and
Burger King). These days, the single mother of four has a new
attitude: She loves to get up in the morning, amazed to find

herself totally committed to growing her Naranja, Florida,

business, Alvi's Take Out & Catering. Not that it's been easy. “I
used to think business owners were the richest peoptle in the
world,” she says. “Now I know that if they are, it's because
they worked for it.” :

Vickie Lucas is a client of Working Capital Florida, a
microlending organization started by Kathleen Gordon, a
Miami entrepreneur. Like Doiia Ofelia, Lucas willingly recites
the exact amount of each loan she’s received: $500 in 1994 o
prepare her legal papers and buy a fax machine; then $1,000
for supplies; then $1,500 to rent a storefront to move the busi-
ness out of her house. “Tomorrow, I get a loan of three thou-
sand dollars to stock up on inventory for the holidays,” she
says, excited about the money she’ll save by buying in bulk.
Gordon tells all of her clients that credit is like medicine.
“Small amounts cver time make you well,” she says. “Over-
dose on it and you'll kill your credit rating and your business.”

Gordon, 57, developed a complex of art galleries and a
wholesale art business while in her 20s. She then married,
moved to Miami, and turned her boundless energy to lobbying
politicians on hunger, poverty and children’s issues. She ulti-
mately became one of the founders of a grassroots organization
with the unwieldy name of Responsibility for Ending Starvation
Using Legislation, Trim-Tabbing, & Support (RESULTS), which
now has chapters and affiliates around the world.

In August of 1992, Gordon went to Bangladesh to meet
Muhammad Yunus and learn about Grameen Bank. Just days
after she returned, Hurricane Andrew hit, and she was faced
with the kind of death and destruction that had previousty
seemed to happen only in places far away: “Some of us decid-
ed we needed 2 Grameen Bank right here,” she says.

There was initial concern that the microcredit methodolo-
gy, developed by Grameen in Bangladesh and ACCION in
Laun America, would not translate in the U.S. The loans would
have to be much bigger and borrowers would compete in a
more competitive market with many more regulations, which
would negatively affect the repayment rate. But there is now
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$126 million loaned out in the U.S. (through more than 300
programs). Although it's too early for statistical studies, the
anecdotal evidence to date indicates a healthy repayment rate
of approximately 90 percent.

One of the leaders in adapting Grameen-type microcredit
to U.S. conditions is Working Capital, the Massachusetts-
based organization founded by Jeff Ashe. Gordon decided to
become one of its affiliates so she “didn’t have to reinvent the

- wheel,” and got a jump stant with money from the Hurricane

Andrew Recovery Fund and a $50,000 grant from the local
community foundation. Five years later, Working Capital
Florida has $300,000 in outstanding loans and about 400 bor-
rowers, all with household incomes of less than $15,000.
Almost half the borrowers live in south Dade County, which
was hardest hit by the hurricane, but all told they come from
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20,000 borrowers in Honduras, Guatemala and El Salvador.
When I'm asked what our borrowers are like, I tell Dofia
Ofelia’s story. Dofia Ofelia (who is probably in her early 40s,
although like many of the women in this area, she looks 15
years older) owns a small restaurant in San Esteban, high in
the scruffy hills above San Pedro Sula, Honduras, When we
met there recently, I asked how business was. “With the loans
from Nuestro Triunfo Community Bank and the training it pro-
vides, I've built this business,” she said. In rapid-fire Spanish,
she recited the exact amount of each loan: $37, $65, $102 and
$190. “Each time I paid one back, 1 borrowed more and
improved this place.” She looked around at the restaurant:
rough-hewn tables, walls made of white-painted boards; can-
dles on each table not for ambience but to defend against the
village's power failures. Smiling with pride, she toid me of her
plans to expand because she has so many customers. Dofla
Ofelia is a widow with six children—her business success
means that the two still at home will be better clothed and bet-

ter fed and will stay in school longer than their older siblings.
“I need another employee, though,” she tells me.

When I asked what the hours would be, Ofelia said, “The
same as mine. Four in the morning until nine at night, every
day, no days off.” The pay? “Fifteen lempirasa day [$2.17] and
something to eat.”

Although women perform two-thirds of the world’s work,
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they earn only one-tenth its income. And in the Majority
World—the nonindustrialized countries where 80 percent of
the world’s population resides—those are typical wages and
hours for women. The proliferation of large-scale plantation-
grown crops and the increasing population pressures on the
environment mean that women must walk miles farther to find
safe water, firewood and land suitable for farming. And world-
wide cuts in spending on health, family planning and educa-
tion continue to make the lives of women more difficult.

Yet, as Yunus explains, “The basic question these poor
people respond to is, ‘Can I take care of myself” " Dofia Ofe-
lia, like millions of Grameen borrowers, is able to answer with
confidence: “Yes, if | have a chance, I can take care of myself.”

It is this sense of yes, plus the solid results posted by
Grameen, Katalysis, ACCION, Working Capital and several
thousand other nonprofit microcredit lenders around the
world, that makes microcredit the most promising antipoverty
methodology. There are now 8 to 10 million microcredit bor-
rowers worldwide, and the goal of the
1997 Microcredit Summit Campaign is
to provide credit to 100 million of the
world’s poorest families by the year
2005. Increasing numbers of private
and public foundations are rising to
the challenge. Corporations, led by
Monsanto, and banks, including Citi-
corp, Bankers Trust and j.P. Morgan,
recognize the great benefits (humani-
tarian and financial) associated with
microlending. _

Critics, of course, carefully point
out that microcredit is not a2 panacea.
There are many problems, such as lit-
eracy, population, health and environ-
mental issues, that small loans may
help but are certainly not designed to
solve. Thus, it's important for funding
to those areas to be maintained.

A number of individuals from the

MUHAMMAD private sector have devoted significant
m:::‘m working hours and financial resources
wished to understand to making loans available. Recently I
:;lnl'ld esh, they interviewed Kathleen Gordon, Bill
should close their Clapp and Rosalind Copisarow to leam
textbooks and R

study the lives of what motivated them to undertake ser-
the villagers. vice to others through microcredit.
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BILL
CLAPP

ith his striking blue eyes, Bill Clapp has the
appearance of a man who has given himself, and the world he
lives in, a lot of thought. And he has. As chairman of Matthew
G. Norton Co., a family holding company in Seattle, Clapp has
spent much of his life in corporate boardrooms. In 1989, for
reasons hard to explain, he decided to take a six-month sab-

batical, during which he read extensively. He was especially

influenced by Peter Russell's book The Global Brain, which
prompted him to reflect on how 1o best use his personal abil-
ities and his wealth to serve a broader purpose in life. Clapp
stretched his sabbatical from 6 to 18 months, so that he could
do even more thinking. '

“I saw that I'm best as an experiential learner,” he reports.
“If I wanted to be of sefvice, the thing for me to do was get
involved.” A descendant of a distinguished pioneer family in
the Seattle area (his great-grandfather was one of the founders
of Weyerhaeuser, one of the largest timber companies in the
world), Clapp began his service career at a men’s shelter—not
as chairman of its board, but as a volunteer. “That opened my
eyes to a lot of things,” he says.

Clapp’s interest in microcredit turned into action when
RESULTS offered him a free plane ticket to one of their projects
in El Salvador. When he toid his wife, Paula, where he was
headed, she announced that he wasn't going without her. “So
I had to pay some money after all,” he quips.

Clapp found microcredit to be “entrepreneurially exciting
and challenging,” and he and his wife continued visiting dif-
ferent projects in other nonindustrialized countries. “In those
travels we saw a richness of human spirit in circumstances
that 1 would have thought to be completely devastating.”
They thought they were prepared for Bangladesh but were
shaken by what they saw. “It was hard to anticipate the chaos
of masses of humanity, the extreme poverty, the sickness and
the heat in Dhaka,” says Clapp. “But we experienced people's
bravery and ingenuity, especially in the villages where
Grameen was operating.” _

Inspired, the Clapps started their own nonprofit in 1994.
Global Partnerships (GP) may be the only microcredit pro-
gram in the U.S. entirely funded from private sources (mostly
donations from the Seattle business community). In partner-
ship with the Foundation for International Community Assis-
tance (FINCA), a U.S -based microlending organization started
in the early '80s by John Hatch, GP set up a program that
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reached 4,000 women borrowers in Guatemala. “The loans

enable the women to increase their income, save money and
get their families out of poveny,” says Clapp. GP now assists
other microlenders in Central America as well.

Like everyone involved in microcredit, Clapp has experi-
enced setbacks. But he perseveres because it works. “It's not

“like welfare. It's a loan, and it enhances the self-esteem of the

borrowers.” Not surprisingly, it's enriched his own life as well,
which he says has become infinitely more rewarding. “Every
single day thirty-five thousand children die from poverty-
related diseases,” Clapp says. “That's the devastating equiva-
lent of a 747 airplane crash every twenty minutes.” And yet he
estimates that it would take only $25 billion per year for the
next decade to eliminate the worst aspects of severe poverty
worldwide. “Expensive? We'll spend more than that on weight-
loss programs in the U.S. alone in the same period,” he says,
“This is not an insurmountable task; we just lack leadership.”
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17 communities, including Little Haiti and Little Havana.
The challenge for most microlending organizations is o

make enough money from the interest charged on loans to
finance operating expenses. A consortium of local banks
makes loans to Working Capital Florida at 7 to 8 percent—
which they then lend at 12 percent. The point spread funds
some of Working Capital Florida’s operating expenses, but the
mazjority still comes from donations. Gordon is determined to
become self-sustaining, which she figures will take a loan
portfolio of $5 million loaned to 5,000 borrowers at a five-
point spread, “Our program is not charity for our participants;
we don’'t want the organization to be on the charitable end of
things either,” she sdys.

When I asked about her repayment rate, Gordon was char-
acteristically blunt: “Our rate is unacceptable.” Nationally,
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KATHLEEN GORDON (above, and left) in
the kitchen of Alvi's Take Out & Catering.
Ovwmer Yickie Lucas started Alvi's with a
$500 loan from Gordon's Working Capital
Florida.“I've learned that I'm stronger
than | thought | was,” says Lucas.

Working Capital has a 97 percent
rate; the Florida affiliate is some-
where in the B80s. Gordon partly
blames the culture: “Accountability
has not been a strong suit of our
social-service environment.” But she
suggests another reason: 40 percent
of her borrowers are men. Although
Gordon doesn't break out repayment
rate statistics by gender, she's certain
i's better for women. However, in
the U.S., she explains, you can't dis-
criminate against any group if you
receive public money (such as Work-
ing Capital Florida's grant from the
Hurricane Andrew Recovery Fund). Nevertheless, Gordon is
determined to collect delinquent loans. “You know, charity
makes the giver feel good, but it can demean the receiver. It
can create codependency.”

There is certainly nothing about Vickie Lucas that suggests
codependency. When I asked what she'd learned from this
experience, she said, “That I am stronger than I thought I was.”
Lucas says that the greatest thing Working Capital did for her
was to open her eyes to what was possible. She and her moth-
er, Albertha Notice (who is aiso her business partner), have
been busy strategizing. With their stellar credit history, they've
put together a business plan in preparation for making an
application to the Small Business Association for “a big loan,”
Lucas says. “Fifty thousand dollars. Big encugh for us to rent
the space next door and turn it into a real sit-down restaurant.”
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ROSALIND COPISAROW (right,and above)
visits with her client DanutaTrzeciak, who
embroiders banners for the army and the
fire squads.Trzeciak currently employs |2
other women,

couldn’t get it. Suddenly, I had a clear
vision of those entrepreneurs getting the
loans they needed.”

Copisarow admits that she had no clue
as to how she might do this, but she was
struck by the novelty of being directly
involved with the people and businesses
that she loaned to. “Here ! was, making
loans in units of one hundred million—
some deals for chemical plants and oil fields were for a
billion—and I never actually saw where the money went, let
alone the people who put it to use.”

A few weeks later, J.P. Morgan hosted a dinner party for
Polish government officials and Copisarow found herself
seated beside Leszek Balcerowicz, then finance minister.
Curious, she asked Balcerowicz if he had heard of the
Grameen Bank. He replied that he thought it was an extraor-
dinary financial innovation.

“Well, then, what would you think of a crazy foreign
woman bringing the Grameen concept of microcredit to
Poland?” Copisarow asked, not quite believing the words she
heard herself speaking.

He replied, “Rosalind, if you are willing to give up your
career 10 do that, [ promise you I'll give you my support in
every way possible. I'll make introductions, write articles . . . "

“My stomach fell to the floor,” Copisarow remembers, “and
I moaned inwardly, ‘Please don't say that.””

That Christmas, she took a holiday at her family’s cottage on
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the English coast to consider the micro-
credit possibility. One blustery day as she
walked the beach, two images came (o her.
“I saw myself on my deathbed. In the first
image, 1 had always taken the safe option
and despised myself for it. In the second, |
had gone ahead with the microcredit project
and it had failed. It had been a risky venture
and the money was lost. But [ felt good,
because I had given it my best and been
stretched to the limits of my capabilities.”

On July 7, 1994, President Bill Clinton
announced to the Polish Parliament that the
Polish-American Enterprise Fund (estab-
lished under President Bush in 1990) was
donating $24 million to Fundusz Mikro to
launch a microlending institution in Poland.
The founder, chairwoman, and chief execu-
tive officer of Fundusz Mikro was, and is,
Rosalind Copisarow.

“We started with freedom, lots of money
and complete ignorance about what would
work,” she says. With a small staff, she
examined 200 different lending methodolo-
gies—including goat loans, where the first
two female kids to be born were re-lent to
others. “Our object was to discover what
models resonated with the traditions of the country.” They
tested nine pilot models for about a year before deciding on a
program design.

“In addition to individuals, we also lend to small groups of
four to seven people. It's important for borrowers to feel they
have a choice,” says Copisarow. “And we don’t make ideolog-
ical speeches (o them—in Poland, the disillusionment with
ideology runs very deep.”

Fundusz Mikro now has 20 branches lending to 4,000
clients, with a repayment rate that rivals Grameen’s: 98.5 per-
cent of $10 million in loans has been repaid on time. In addi-
tion, 2,000 new jobs have been c_reated and 3,000 former
clients have graduated to the formal economy.

By 2002, Copisarow wants Fundusz Mikro to be self-sup-
porting, with a full banking license. Given what she's accom-
plished so far, there's littke doubt that she will make it happen.
“When I reflect on my previous banking career, it seems so two-
dimensional,” Copisarow says. “It lacked soul. What I do now
has put real meaning in my work—and therefore in my life.” B
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He teils the story of Muhammad Yunus's visit with the

Clapp family in Seattle. At breakfast one day, he asked Yunus
if he had any advice for his 17-year-old son, who was just
about to go to college. “Yunus looked at my son thoughtfully
and said, *Well, Ned, I suggest you think about how you want
the world to be . . . and then set out to make it that way.'”

ROSALIND
COPISAROW

his was the scenario in 1993: Rosalind Copisarow
was 36, with a bachelor’s degree from Oxford and an MBA
from Wharton. She spoke four languages (English, French,
Spanish and Polish), had a dozen years of investment-bank-
ing experience, and had singlehandedly developed J.P. Mor-
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BILL CLAPP (above, and left) takes time off
during one of his frequent trips to Central
America to visit with children in an
orphanage in Salvador City, El Salvador.

gan's business in Poland, where her
position was vice president and coun-
ry officer for Poland. In the previous
three years, she hadn't made a loan
for less than $100 million, and
Morgan was talking about a promotion
to China or India. Then, in a life-
changing about-face, Copisarow gave
it all up for a scratch-start, nonprofit
microcredit operation in Poland,
which meant living in a Warsaw flat
that frequently lacked heat and hot
water, and rising at 4:30 AM. to take
hours-long train rides out of the city
almost every day of the week.

It all began one day while Copisarow was on her regular
British Airways commute from London to Warsaw. “I always
sat in a middle seat, in order to double the amount of market

)

information 1 obtained from my neighbors,” she explains.
“Usually | wore more ‘arty’ clothes and carried women'’s mag-
azines, which made it easier for men to talk to me, to tell me
about their business deals.” But on that fateful day, Copisarow
was dressed in a business suit. She was sitting between two
banking competitors, which meant she couldn't safely take
work material out of her briefcase. Instead, she began to read
the Financial Times, which happened to include a supple-
ment on Bangladesh—with a story on Grameen Bank. “ read
that more than a million of the country’s poorest women had
proven themselves to be more creditworthy than the rich, with
a repayment rate of ninety-six percent on unsecured loans,”
she says. “Meanwhile, in Poland, there were more than one
million microbusinesses that needed money to expand and
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World Bank’s message
to lenders: Think small

By GLENN GARVIN
Herald Staff Writer

MANAGUA — Instead of the
mega-loans of bygone big-govern-
ment eras, multilateral lenders
need Lo concentralc on gelting
sums as small as a few hundred
dollars out into ramshackle little
towns where they may pay a big
peace dividend, World Bank Pres-
ident James Wolfensohn said
Thursday.

“People in these tiny rural com-
munitics don’t care how their’
marke! compares to the rest of the
world,” Wolfensohn said. ““They
want to get some dollars to buy a
few extra cows and pigs and some
machinery to coliect their crops.
They want a road so they can
trade with the next village. . ..

“You must deal with the issues
of rural poverty, and —— depend-

.Bank-funded projects

ing on the country — the rights of
indigenous people, to have
peace,” he said. “You don’t just
have to make international bank-
ers more eflective. You need to
help the people who don't have
enough food.”

Wolfensohn, a former Wall
Street investment banker, made
his comments in an interview with
The Herald during an overnight
stop in Nicaragua, halfway
through a week-long tour of six
Central American countries.

Wolfensohn is meeting with
local leaders as well as getting an
up-close look at some World
in the
region. There also has been some
unplanned excitement: In Nicara-

PLEASE SEE BANK, 3C

World Bank’s message to lenders: Think small
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gua alone, he had to dodge a tor-
nado, fly in a helicopter with a
broken fuel tank, and endure an
hour-long blackout at his hote! in
sweltering 95-degree heal.

The tornado and broken fuel
tank were part of a visit to a rural
zone in northwestern Nicaragua
where the World Bank is provid-
ing small loans of up to $600 1o

local agricultural producers, pre-
cisely the kind of smail-scale pro-
ject Wolfensohn said the bank
needs to do more of.

“There are 1.3 billion people in
the world living on less than $1 a
day,” he said. “And there are 3
billion people living on less than
$2 a day. ... Obviously a single
big project doesn’t get to a billion
people. You've got to spread it
out; you've got to distribute the

lending.”

That wasn't always the way the
World Bank looked at things,
Wolfensohn acknowledged. For
years, Lhe philosophy was the
more loans the better, no matter
how much red ink got splashed
around on the ledger sheets of
small developing countries with
dubious ability 10 repay. More
money didn’t necessarily mean
better.

Nicaragua — with a foreig
debt of $6 billion, one of the high
est per-capita debts in the worl
- 15 a prime example of wha
sometimes resulted.

“The bank has been changing .
lot in terms of recognizing tha
there needs to be a balanc
between large nfrastructure pro
jeets, which you still have to do
and smali things targeted on com
munities,” he said.
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For Europe’s Jobless, Self-Employment Might Work

By Flora Lewis

ARIS —— Muhammad Yun-

us — the Bangladeshi pro-
fessor who, 21 years ago,
launched an effective world-
wide movement to reduce
poverly by handing out $27 in
lvans — has a certain disdain
for the way indusirial stales, es-
peaially those in Europe, are
dealing  with their chromc
massive unemployment.

**The world has forgotten the *

human tradition of self-employ-
ment,"” he says. ‘*When people
lived in caves they went oul to
help themselves. There was no
stale 1o ask for help.”

His Grameen Bank, now
copied by 458 programs serving
nearly 15 million borrowers on
all continents, 15 deliberately
aimed al helping the very
poores! ciimb onto the econom-
ic Jadder. The thesis is micro-
credit- very small loans to

people who have pothing to
start with but who want to help
themseives.

It has proved self-sustaining,
They pay back at the rate of 98

rcent, which any commercial
Egnker would envy, and go on
from there.

There has been little effort to
adapt the idea to the very dil-
ferent circumstances in indus-
trial countries, where the an-
swer to unemployment has
become benefits until jobs are
created. But it is an idea well
suited to changing modern
economies, as well as 1o the
fight against endemic poverty.

The notion of jobs, after all. is
a direct consequence of the In-
dustrial  Revolution.  People
have always labored, but it wis
not until production began to be

organized around the machine
that they needed a job, somcone
to assign them a place in the
organization and someone to
pay them for i,

The new economic revolu-
tion reopens the question. Big
factories and offices are laying
oft workers, but the possibilities
for self-employment have been
litle explored. The assumption
is that someone must hire you.

Great pools of skill and
knowledge are Jeft unmapped
when people are told they must
look for a job but cannot find
one. Mr. Yunus is convinced
that the magic breakthrough
ol is credit — microcredit —
at commercial rates but without
the commercial requirement of
collateral or existing earmings.

Two more elements would be

necded to bring broad-scale re-
sults in industrial countries.

One would be the provision of
advice on how to do business, sel
prices and so on, The U.S. Smali
Business Administeation gives
sorne successful examples, but a
bag new burcaucracy is not nec-
exsary. With earlier retirements
and tonger life spans, there are
many people who would be glad
to volunteer as a kind of com-
mercial godparent 1o the woukd-
be self-employed.

Mr. Yunus thinks the bene-
ficiaries should pay for the ad-
vice, even a tiny amount, so that
they value i,

The  second  requirement
would be an impertam reform
of the huge jumble of regula-
tions, hicenses, permits and so
onthad Countries IMpose on new
small businesses.

It s worth serious consid-
eration France s anexample of
a country where prowth has re-
sumed, with good economic in-
dicators, but where job otfers
have not. Unemployment re-
mams stuck at more than 12
pereent.

The distress has brought a
new kind of confrontation. The
unempfoyed have organized to
demand more benehits, in ef-
lect secking  recognition of
thesr phght as 2 new kind of
soctal status

Ity w striking contrast wath
the slopan of the (KK revo.
lunon, recalted now on the 150th
aversary of the founding of

France’s short-hved Second Re-
public. The demand at the har-
ricades then was “the night o
waork instead of to chanity.™

The government has prom-
ised to provide 150HI0 new
jobs for wnemployed yourh and
proclams that s legiskation 1o
impose a 35-how workweck
will lead 10 a Lirge number of
new hies. The response has
been highly skeptical Mean-
while, b notdomy any thing 1o
encourage self-emplovment,

Of course. there exists o cat-
egon of selt-employment on a
large scale in many countries:
the black market.

Ul should be called the
golden market.” savs M Yun-
us. Governments do not ke ot
because 1t escapes faxes aimd
regulstion. He suggests that on
der a1 cernon maxanmum, scll-
employed people whoe do not
hite others should b treed from
taxes Itowoukd cost fess than
paying unemployment benefits
and supporting make-work,

Microcredst has proved us
worth among the poorest. It
should be given a chance
break the unemployment um-
passe n countnies obliged o
shift o postindusinal ceonomie
structures The capacits 1o do
useful work is there That 15 nat
necessanly  synonymous with
having ajob The alwemasive i
selt-enmiployment and tas form
of creditis needed 10 ke that
possible for i bot more people

Flowidan
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Small loans, big results

: C ollapsing Asian SN O 131 loan.

X economies and any borrowers are
: their domino "Icnocnw" PROGRAMS single mothers, mostly
effect have caused Loans as little as $500 blacks and Hispanics.
a.{arm lately. Much to spawn entreprencurs and Iyp:cal " IIS V:clé:c
-blame is “crony capi- . ucas, who leveraged a
‘tiTism." which not Aan alternauve to poverty. gsg0ioan in 1994 into

only thrived on bad
logns to friends of those in power, but
made the rich ncher whilc further mir-
ing the poor in poverty.

.~Yet another financial philosophy
fom Asia promises just the opposite, an
.antidote to savage capitalism. Microcre-

‘it programe, in which tiny amounts are

_5t to nontr-ditional borrowers, have
proved to be an exceptionally sound
lending practice while encouraging the
poor to build businesses and income.

" A year ago a Microcredit Summit in
Washington, D.C., rallied 3,000 people
from 137 countries toward the goal of
reaching 100 million people, es iallty
women, with these tiny loans i%:c seif-
employment by 2005. That’s an ambi-
tious stretch from the eight million to 10
million people woridwide now in micro-
credit programs.

_Pioneered by Muhammad Yunus and
his Grameen in Bangladesh, the
mucrocredit concept has spread and
adapted — even to urban South Florida.
Working Capital Florida, a local non-
profit group patterned on the Grameen
“nodel, serves some 350 businesses in
‘Mlami-Dade. Loans average $725
%mtcrpationa!ly it's $150) and are paid
back in less than a year. Borrowers are
Organized into groups, cach with a busi-
hess adviser. e entire group must
approve every microloan to individual
members. Default rates are extraordi-
wnarily low, because no group member
gets more credit should another defautlt

Alvi's Take Out and
Catering in Naranja. She now is expand-
ing with a $50,000 loan through the U.S.
Small Business Administration. The
beauty of microcredit, Ms. Lucas says,
“is not just the loans but the education
about business.”

A new three-year, $450,000 grant
from the Mott Foundation will aliow
Working Capital Florida to expand its
good work into Broward and Palm
Beach, says Kathleen Gordon, its presi-
dent. Support from other private
sources, commercial banks, and state
and federal governments would help the
group grow turther.

Certainiy the goal is worthy. Working
Capital Flonda and other microcredit
programs push economic opportunity
toward the people who need 1t most. As
Ms. Gordon aptly suggests: “The real
economic engine wiil be from the bot-
tom up, not from the top down.”
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Microcredit bill to stress under-$300 loans

Thank you for your excellent Feb.
21 editonial Small loans, big results
about bottom-up economic develop-
ment through microcredit for self-
employment. Millions of the world's
poor have pulled themselves out of
poverty with such small loans.

Congress has been increasingly
impressed with the positive results of
microcredit, and foreign-aid dollars
have been channeled into microcredit
programs in developing countries
since 1987,

However, the U.S. Agency for Inter-
national Development recently
reported that microcredit spending

‘has declined since 1994. The latest fig-
ures available (1996) show that
scarcely 38 percent of total micro-en-
terprise funding went 1o anti-poverty
lending programs.

The only way to ensure that for-
eign-aid dollars go where Congress
recommends is to require it by law. A
new bill to be introduced soon in Con--
gress will specify that half of total
microcredit funding go to programs
making loans of less than $300. This is
not a call for increased-foreign aid dol-
lars, but for aid more wisely spent.

STEPHANIE NEUMANN
Miami

Wlson RESULTS Col



Center for Youth
after school tutoring at

Betances & Sanchez Schools

Readers Club
Camp Center City

Peter’s Retreat
supportive AIDS residence
seattered site housing

248 Laurel Streer
transitional liviag for those
with severe mental illness

Social Services
emergency food and fuel
for famiiies in crisis

WESP
on stie and horme delivered
meals to seniors
on the weekend

Center for Hope
breakfast. lunch five days
a week for homeless

CHURCHES

Federal Reserve Board
Federal Reserve Bank of New York
Public Meeting Regarding Citicorp and Travelers Group
June 25, 1998

Members of the Federal Reserve Board panel, my name is Paul Christie. | am the
Executive Director of Center City Churches, Inc.

Center City Churches is a not for profit, non-sectarian, human services agency in
Hartford, CT. Started in 1967, we are now comprised of twelve congregations,
representing ten religious traditions.

Our mission is to be a partnership of congregations, institutions and individuals
which cares for the city by finding innovative and effective ways to help Hartford’s
neediest residents work toward self-sufficiency.

Since our beginning, we have relied on active partnerships to fulfill our mission.
Today, with the help of over 400 volunteers annually, dozens of corporate,

foundation, public and private commitments, we operate six programs. Among
them:

Peter's Retreat, the first and largest AIDS housing program in CT.

Laurel Street, the only state licensed group home for the chronically mentally ili in
Hartford.

Center for Hope, offspring of the first soup kitchen in the city.

Center for Youth, the most comprehensive school tutoring and arts enrichment
program in Hartford, serving over 400 children weekly.

The Travelers Group, Inc. plays a pivotal role in helping us fulfill our mission. Here
are some of the ways Travelers puts energy into being a community partner with
Center City Churches:

Travelers is providing a three year grant for the Center for Youth which enables us
to doubie the number of children we serve by adding a second school to our
program.

Travelers purchased a van so we can transport our program participants safely.
Travelers donates staff time to find office space for our agency and secures
furnishings for the space; consultations to revise our personnet policies and

upgrade our pension plan, excluding themselves from being considered as a
vendor.

Celebrating Three Decades

100 Constitution Plaza, Suite 721, Hartford, Connecticut 06103-1721
Phone: 860-728-3201 Fax: 860-549-8550

L.



Federal Reserve Board
Federal Reserve Bank of New York
Public Meeting Regarding Citicorp and Travelers Group
June 25, 1998
Center City Churches, Inc. Testimony, page two

Travelers recruits board members and schoot tutors.

This Spring, Travelers developed an ongoing art gallery in their offices to display our
students’ work and that of their employees and other community groups; building bridges
between the neighborhood and the Board room. Already, Travelers personnel have
purchased some of the students’ work and underwritten an Artist's Residency at both
Betances and Sanchez Schools.

My daughters’ crew experiences in college illustrate what | am trying to say about
Travelers as a community partner. Every seat has a name and a task in crew. The
“Stroke” is the team member who sets the pace for the boat. By example, all the other
rowers align themselves with him or her. The “Stroke” sets the standard. In Center City
Churches' experience, Travelers is the corporate “Stroke” for community involvement.



National Federation of 120 Wall Street, 10th floor
Community Development New York, NY 10005-3902

Credit Unions 212.809.1850 tel
212.809.3274 fax
www.natfed.org

CDCU

Statement by
Carol Aranjo
Chairperson, Board of Directors
National Federation of
Community Development Credit Unions
on the Proposed Acquisition

of Citicorp by Travelers Group Inc.

June 25, 1998



My name is Carol Aranjo and I represent the National Federation
of Community Development Credit Unions. The National Federation of
CDCUs represents 170 credit unions that specialize in serving low-
income and minority communities in 40 states. Our members are
located both in urban and rural areas. Many of our member credit
unions have served their communities for decades -- in some cases, for
as long as fifty years.

Our credit unions serve people and communities who have often
been ignored or neglected by banks. For the most part, the members of
CDCUs have small savings and need small loans. Sometimes they have
credit histories that would make them unacceptable to banks. Serving
this market i1s not very profitable, which 1s why many banks have
retreated from our communities.

Our community development credit unions, or “CDCUs,” have
decades of experience in trying to fill the banking gap, and bringing

services to the underserved. But it’s not an easy job, by any means. It



can take many years and enormous sacriftce for CDCUs to achieve the
levels of assets and capital they need to serve their members adequately.
Often, our credit unions need help getting to those levels.

Citibank has provided that kind of help to the CDCU movement.
It’s not always easy to convince a bank that it should help institutions
which some bankers call “competitors” — namely, credit unions. But
Citibank looked beyond this, to the needs of low-income communities.
They decided that if their bank’s presence wasn’t sufficient in a
community, it would be important for low-income people to have
access to a CDCU, an accessible, nonprofit financial institution owned
by the community itself.

So, in 1996, Citibank made a contribution of more than $1 million
to the CDCU movement, to help our credit unions carry out their work
of serving low-income people. Through the National Federation’s
Capitalization program, these grant funds have helped build the net
worth, or equity capital, of our CDCUs, which is crucial since our credit

unions are government-regulated financial institutions. Citicorp’s grant



was the largest of its kind by any bank. Citicorp helped us help CDCUs
in New York, but also in all the other cities and rural areas where
Citibank had a presence. The program was bold, innovative, and most
helpful to us.

In many other ways, large and small, Citibank has helped CDCUs
and the National Federation with our work. Whether it was producing
marketing material, providing consultants, developing training
programs, or thinking through strategies to better serve low-income
people, Citibank and its staff helped. Sometim  they didc.i’t even wait
to be asked, but freely volunteered their assistance.

We hope that this kind of assistance will continue in the future.
We expect that it will. Citibank’s continuing investment and
involvement are going to be very important in our work of bringing
community-owned financial services to increasing numbers of low-
income communities and consumers.

Thank you for your attention. I would be pleased to answer any

questions.

i
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June 24, 1998

Gleon E. Loney
Presiding Officer

Board of Governors
Federal Reserve System
Washington, D.C. 20551

RE: California Reinvestmnent Committee testimony for Citicorp / Travelers
Imerger.

Dear Mr. Loney,

The California Remvestment Committee regrets it cannot present this testimony in
person. We authorize the Inner City Press / Community on the Move to enter our
testimony into the record, and request your consent on this matter.

Sincerely,

i

Alan Fisher
Executive Director

474 Vaiencia Street, Suite 110, San Francisco, California 94 103

Tel: (415) 864-3880 Fax: 864-3981 reinvesi@igc.apc.org
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Testimony of the California Reinvestment Committee
RE. Citicorp / Travelers Merger

June 25, 1998

Pane! Eight

We would like 10 extend our appreciaton to the Federal Reserve for mvitmg public comment on
the Citicorp/Travelers proposed merger. | am representing the California

Reinvestment Committee (CRC) from San Francisco, California. We regret that we cannot
attend in person and with our coahinon members. who represent nearly 200 community-based

organizations around California.

For a pumber of critical reasons described below, we urgently request that the Federal Reserve
deny Travelers application to acquire Citicorp. The c¢rux of our argument rests on the records
Travlers and Citicorp have established in communities of color, and on how this merger will
adversely affect low-income communities. As you have heard or may hear in subsequent
testimony from other groups, both Travelers and Citicorp have programs supporting community
investment and charitable giving. Yet, both groups also bave poor histaries of serving peoplk of
color, and of underserving low-income communities. In addition, the announced $115 billion
dotlar CRA pledge lacks scope, size, and detail for an institution the size and scope of the
proposed Citigroup.

Citibank has one of the worst reinvestment programs for a2 major California financial instirution
The babk has a record of severely underserving Hispanics in the statc. California is at leas: 30%
Hispanic, yet only 12% of mortgage applications taken by Citibank i California tn 1995 were
from Hispanics. In 1996, that soumber plummeted to oaly 4% of mortgage applications. Over
that same period of time, the number of applications accepted from white applicants increased
nearty 10%.

For many years the bank received below satistactory ratings on its CRA performance evaluations.

Oddly enough, the CRA rating for Citibank improved in 1996 as their lending record to
Hispanics was decimated. And just when their rating began to improve, the Bank also dropped

its commitment to low-income people and began to pander to moderate- and high-tncome people.

The Bank hav systematically eliminated low-cost products, such as those Citibank competitors

| -



offer specifically designed to meet the needs of low-income consumers. According to Citibank
literature, the “Basic Banking Account” bas a monthly service charge of $6.50, and is only free if
you do $10,000 doRars in business with them The new EZ Checking program is a no fee
account only if you keep a balance of $1.500 dollars. Clearly, low-income account holders were
not in mind when these programs were developed.

The Citibank developed a small-business loan product which has a minimum loan requirement of
$100,000 dollars. This minimum requirement prevents most small businesses owned by people
of color or businesses that reside in low-mcome communities from qualifying. Instead, these
communities needs kans in amounts of $10,000 to $40,000.

The California Reinrvestment Comumittee has tried unsuccessfully to work with Citibank. Since
1992, Citibank has refused to adopt community reinvestment recommendations provided by The

California Reinvestment Committes.

If one looks at Travelers’ record of serving people of color, the picture is equally harrowing to
that of Citibank’s. As you may already know, there is an outstanding housing discrimination
complaint against TravelersGroup. The suit alleges that Travelers discriminates in the provision,
underwriting, and terms and conditions of homeowners insurance to homeowners and homes in
African-American and/or Latino ocighborhoods. Travelers maintains a minimum policy value of
$250,000 dollars in metropolitan Washington, D.C. This excludes more than 90% of homes
predominantly African-American and Latino neighborhoods from qualifymg for Travelers

homeowners msurance.,

In what may be an effort to right their wrongs, Travelers and Citicorp have delivered a $115
billion dollar commitment to communitics. Unfortunately, this pledge is minuscule for an
institution the size of the proposed Citigroup. The California Reinvesunent Committee has been
working with banks for 11 years to develop community remvestment goals and in all our time we
bave not had one bank measure its goals based on the bank's deposit base. Banks such as Bank
of America, Washington Mutual, Wells Fargo, as well as others, have measured their CRA goals
based on a percentage of the bank’s assets. Currently, the industry standard is 8% of assets. If
the proposed Citigroup were 1o revise its goal amount to reflect its asscts, as it should, the pledge



would peed to be increased from $115 billioa to $560 billion, nearly 2 500% increase.

But more important than the size of the commitment. is how the commitment will impact
communites. This commitrnent provides zero assurance that it will bepefit low-mcome people
because the commitment lacks details on how programs will be developed and delivered. For
example, the proposed Citigroup pledges to “‘expand the availability of commercial and
homeowners insurance coverage to low and moderate income customers.” yet does not describe
any details on how this program will be developed and delivered. Considering Citibank’s and
Traveler's histories of underserving communities of color, we are not convinced that this pledge
is backed up by a clear enderstanding of the needs of low-income areas and communitics of
color, nor a concrete commitment that the proposed Citigroup will indeed serve these chronically

underserved commumnities.

It is also discouraging that over half of the commitment, or $59 billion dollars, is committed to
consumer credit which includes student loans, credit cards, and other consumer loans. Loans,
such as those for students, are not usually included or appropriate in CRA commitments. In
addition, there is no language in the commitment that say these products will be priced for low-

Ncome consumers.

Asidc from the egregions CRA record of both lending institutions and the apparent lack of
commitment to CRA in the proposed institution, this merger raises serious concerns regarding
safe and sound banking practices and unfair competition.

Federal deposit insurance, normally reserved just for banks, does not protect insurance activities.
There are no protections that shicld deposits should the insurance affiliate in Citigroup encounter
problems. In our opinion, depositors are exposed to undue risk if Bank's deposits are used to
belp a failing insurance affiliate.

The merged institutions would create unfair‘oompctir.ion. No other financial mstitutions are
allowed to combine banking and insurance at the leve! that Travelers and Citicorp proposed to
do. Approving the merges would give the proposed Citigroup unfayr market advantage. It is also
our understanding that Travelers is requesting to account for the merger as a “pooling of

L. .2



interest.” Using this form of accounting method makes the new institution appear financially
stronger than it really is, thereby wrongfully attracting investors.

The CRC and its 190 member organizations strongly recommend that the Federal Reserve deny
Travelers application to acquire Citicorp. The mergmg institutions have extremely inadequate

records serving communities of color and the 1998 CRA picdge is a hollow and meager offering.

The merger creates unfair competition, and is, at this time, not in the long-term interest of the
law. It is an unsafe merger, and one that shows no concrete promise (0 serve the communities
where it does business.

st



To whom 1t may concern at the Federal Reserve:

I authorize Matthew Lee of Inner City Press, or whomever he designates,
to read the foliowing comments during my scheduled appearance at the
Citicorp Trav elers merger hearings on Thursday, May 25 in New York
City on my behalf as a representative of the Wisconsin Rural Development
Center. Matthew Lee s also authorized to answer any questions that may
anse regarding these comments.

I would have preferred to make these comments myself, but unfortunately
the Federal Reserve has not agreed to use readily available technologies to
allow tesumony from people who can not afford to travel to New York.

Sincerely,

Hubert J. Van Tol
Banking Issues Consultant
Wisconsin Rural Development Center

Wisconsin Rural Development Center testimony to the rederal Reserve on
the CitiCorp Travelers mergers.

June 25, 1998
New York City

My name is ---------—- . Hubert Van Tol of Sparta, Wisconsin, has
asked me to present these comments today on behalf of the Wisconsin Rural
Development Center. Mr. Van Tol also serves as a board member of the
National Community Reinvestment Coalition and 1s a co-chair of NCRC''s
Legsslative ‘Regulatory committee.

Thank you for the opportunity to testify today. We would have
preferred the opportunity to testify in a location more convenient to our
membership, but we nonetheless bring this message to you from our
members. Don’t aliow this illegal merger to take place!

Wisconsin Rural Development Center has been assessing the credit
needs of our communities and working with the banks of Wisconsin for the
past five vears. WRDC is a member of the National Community
Reinvestment Coalition and we endorse NCRC's position on this merger as

bl



it has been communicated to the Federal Reserve in wnting. Our members
know' that the consolidation in the banking industry has not provided them
with benefits that are worth the increased fees. They doubt that further
consolidation across the whole range of financial services will bring them
any more benefits than banking consolidation has.

Our members are primanly from rural and small town Wisconsin.
They are the people who work hard, play by the rules, and often find the
deck stacked against them. Even if they could do so, our members would
never dream of making an application to the Federal Reserve for the
privilege of breaking the law. They don’t think that way, and even if they
did, they would have no hope of succeeding. When they hear the details of
what Citicorp and Travelers are proposing to do with this merger they just
shake their heads. They know why government regulators are so willing to
bend and break the law on behalf of powerful corporations, but they
wonder if our democracy really has to be that way.

The Bank Holding Company Act makes very clear that any bank
holding company acquiring another company, which is engaged in activities
which are impermissible for a bank, has two years to divest themselves of
those impermissible activities. The Federal Reserve has ruled very
explicitly in previous cases that during the two year waiver period the
acquiring institution may not engage in cross-marketing and cross-selling
be*  en the bar-x and the business in question. The two vear waiver penod
is granted 1n the law solely for the purpose of providing a reasonable
length of time for the bank holding company to divest itself of the
impermissible businesses, without having a fire sale. The three additional
one vear waivers were only intended for use in cases in which the bank
holding company had made a good faith effort to divest itself during the
two vear period, but was unable to do so.

With this application Citicorp and Travelers are throwing the law,
Federal Reserve precedent, and common sense out the window. They seek
what they believe should be an automatic two year waiver, not so they wifl
have time to divest their insurance underwnting business, but so they will
have time to integrate the different businesses while convincing Congress to
change the law. They present their application with the assumption that
they are automatically entitied 1o a two year waiver -- and it seems the
additional three one-year waivers as well—-even though they have no
intention of divesting their insurance underwriting business. They have
made it very clear that they intend to use the two year penod to build and
develop their insurance business by cross marketing and cross selling
between the banking and insurance sides of the business. They are rubbing
our faces in their blatant disregard for current banking law.

It is clear that the Citicorp and Travelers want Congress to pass a
financial modernuzation till; it is also clear that the Federal Reserve wants
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Congress to pass a financial modemization bill; but such a bill has not
passed and in fact may not pass in the next two vears. The responsibility of
the Federal Reserve is to enforce the laws and regulations as they are
written, not as particular Federal Reserve officials or arrogant corporate
leaders may wish they were wnitten.

While we agree that the CiticorpTravelers CRA pledge, with nearly
half of its dollars in credit card lending, is a bogus pledge, we are not
raising community remnvestment issues or convenlence and needs questions
at this hearing. Any question of the adequacy of Citicorp’s CRA record and
the future CRA commitments of the merged entity 1s overshadowed by the
legal questions raised by this proposed merger. If corporations like
Citicorp and Travelers are allowed to ride rough shod over the law 1n this
way it will mean that virtually everything about our democracy 1s up for
sale.

We ask the Federal Reserve to do the nght thing; deny this
applicaton and tell Citicorp and Travelers that if they wish to change the
law, thev are entitled to do that in the same way that evervbody else in this
country is; by petitioming Congress to change the law. But unul that ume
they must play by the rules; just as our members do.

Thank you very much.

L.l



TESTIMONY ON CITICORP/TRAVELERS INSURANCE MERGER
Phyllis Salowe-Kaye, Executive Director
New Jersey Citizen Action

New Jersey Citizen Action, and the New Jersey Affordable Housing Network, emphatically
opposes a merger of Citicorp with Travelers Insurance Group. We do so for the following
reasons:

1) The merger is illegal under current law;

2) There is an issue of safety and soundness;

3) Citibank comes into this merger with a less than impressive record of service to low- moderate
income communities in New Jersey, and

4) Travelers Insurance activities are not regulated under the requirements of the Community
Reinvestment Act, a situation which is a threat to all low- moderate income residents of New
Jersey.

Speaking to the first point, it almost seems silly to be addressing the illegality of this merger under
current law when we all know that changing the law is what this is all about. Both entities have
been lobbying Congress to pass The Financial Services Act of 1998 that would (PRESTO) make
this all legal. But until that happens, this merger is premature and dangerous. (Afterwards, it will
only be dangerous.) While Citigroup claims that the merger is legal so long as the new entity
divests itself of Travelers underwriting business within two years, in their May 4th press release,
thereis n  ~ntion of su. h divestiture and no good faith attempt to share a plan for how this
might happen. We don't believe they've given it a thought. Clearly, they expect to have one foot
out of the gate when the legislation that they have lobbied for so heavily is finally passed. Why
should the Federal Reserve give them that advantage?

On the second point, this merger brings up the issue of safety and soundness. no-one seems to
know what this sewn together entity will look like or how it will behave once it has been created.
It could be a monster. Godzilla is a fabrication. This one is real, and once it is set in motion with
no rules to govern half of its limbs and part of its brain, it will be too late. This has the potential
for exposing taxpayers to another situation like the S&L bailout. We oppose mixing insurance,
banking and securities until there is a complete investigation of how to preserve financial safety
and soundness in the context of unlimited cross-industry ownership. As a result of this merger,
Citigroup could become dangerously exposed to sudden crises, either of their own making or due
to events beyond their contro! that can wipe out assets. The Citigroup merger is being hailed by
them as creating a diversified conglomerate offering an array of banking, insurance and securities
products to 100 million customers in over 100 countries. Instead of diluting risk, Citigroup may
actually overextend themselves and pursue even riskier loans and investments in an effort to grab
market share and profits. This has been known to happen. Remember, Citicorp received constant
oversight by the Federal Reserve Board and the OCC when it overextended itself in developing
countries in the 1980s. This merger could create "companies too big to (be allowed to?) fail,"
which in times of trouble would mean costly government bailouts in order to prevent economic
catastrophe. We do remember the S&L bailout. We'll never forget who paid for it.



In an event beyond their control, would some future emergency require huge policy payouts
forcing Citigroup to draw down the resources of federally insured Citibank in order to bail out
Travelers? Without protections would this leave the depository institution in precarious financial
condition? Clearly, this particular $700 billion combination of banking, insurance and securities
threatens the safety and soundness of this country’s financial system.

The third issue, the poor quality of Citibank's service to low- moderate- income communities is a
matter of record. While they claim some improvements over the last year, their 1996 New Jersey
data is abysmal. Loans by Citicorp to African-Americans were denied 2.4 times more than
Whites, a number far higher than the national denial rate of all banks. The record shows that this
bank has clearly underserved a significant portion of minority and low and moderate income
people and neighborhoods in New Jersey. They trail their peers in all categories we analyzed with
the exception of having the same denial rates to Hispanics as all lenders. Citibank has made a
lower percentage of its loans to African-Americans, Hispanics, potential borrowers in minority
census tracts, low/moderate income households and low/moderate census tracts than all lenders as
a group. They need to do better.

Although Citigroup has pledged $115 billion to lending and investing in low- moderate income
communities and small business, it is difficult to project from that pledge how much of that money
will actually find its way to low- moderate- income people in New Jersey when they include under
"lending", student loans, credit cards and other types of consumer loans. Furthermore, the
location of bank branches will become irrelevant criteria for determining service to urban areas
and low- moderate-income residents if cross-marketing bank loans to policyholders becomes the
primary means of marketing loans in New Jersey. And we are talking about a bank that strives for
fully automated branches ... truly "people-less facilities.”

Enter Travelers, and issue # 4.

Citizen Action and the Affordable Housing Network have held some promising meetings with
Citibank about how they can better meet the needs of New Jersey, but nothing has been finalized
yet and our recent discussions have only emphasized the lack of clarity regarding the intentions of
their bride-to-be, Travelers Insurance Company.

Travelers is a real Neanderthal when it comes to recognizing and understanding their
responsibilities to the low- and moderate income communities of New Jersey. Here's an example.
Questioned about a Fair Housing Act complaint filed against Travelers last year which accused
them of not insuring homes valued at less than $250,000, the answer of the attorney for First
Trenton Indemnity, their property-casualty insurer in New Jersey was that actually, in New Jersey,
they are most successful in marketing to homes of a lower value ..... somewhere between
$200,000 and $225,000. That should make aspiring homeowners in Newark, Trenton and
Camden breathe easier.

But that's not the worst of it. We still can't get any written answers about the size or composition
of Traveler's property and casualty business in New Jersey and we have received conflicting
information about Travelers from their own legal departments and well-meaning but
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unknowlegable members of Citibank's staff. On a Tuesday, we are told that New Jersey was one
of the top ten markets for Travelers Property and Casualty and that they write lots of
homeowners policies in New Jersey. On the following Monday we got a call telling us that almost
all the wonderful things that were announced in the Citigroup Press Release won't be done in New
Jersey because such an insignificant number of homeowners policies has been written by
Travelers. Two days later, Citicorp tells me that Travelers market share is 4.9% and yesterday,
the New Jersey Department of Banking and Insurance told me that Trenton Indemnity is the 6th
largest insurer of homeowners in the state. Not great, but certainly not chump change. Am I
missing something here?

Vague press releases with huge mega-pledges are useless if they are not accompanied by specific
monetary and geographic commitments for products and programs that are developed with the
input of the people who most affected by the merger ... and I don't mean the stockholders.
Citigroup must sit down and discuss community reinvestment plans with community groups all
over the country. The Citicorp/Travelers commitment makes no reference to particular
geographic areas where they expect to make loans and investments. I hardly think this
information will be more forthcoming when they are safely protected by a change in Federal rules
about mergers unless full disclosure is required.

In their press release, Citigroup makes the following pledge: to be (and I quote) "fair and

transparent in dealing with our customers and their communities, so we earn their trust and
support.” In light of the above lack of clarity and candor regarding the nature of Travelers
current business in New Jersey, or its future commitment, or again, its plan to divest itself of
underwriting business under the current law, I would say that "transparent" is light years away.
They haven't made it yet out of "opaque” and into “translucent.” The only thing that is
transparent here is their clumsiness in trying to avoid making a clear commitment at all.

This merger must be stopped.
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James Michener, Esq.
June 10, 1998
Page Two

Thank you for your cooperation.

Phyllis Salowe-Kaye
Executive Director

PSK/dem

cc:  The Honorable Elizabeth Randall, Commissioner
NJ Department of Banking and Insurance
Cynthia Codella, Deputy Commissioner for Insurance, DBI
Gail Simon, Chief of Division of Life and Health, DBI
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Delaware Community Reinvestment Action

Council, Inc.

601 N. Church Street, Wilmington, DE 19801
Telephone: 302- 654-5024 Fax: 302- 654-5046

Testimony by Rashmi Rangan, executive director,
Delaware Community Reinvestment Action Council, Inc.
Before the Federal Reserve System, New York
June 25, 1998

My name is Rashmi Rangan. Iam the executive director of the Delaware Community Reinvestment Action
Coyncil, Inc. (“DCRAC™)—an eleven year old non-profit citizens” advocacy organization whose mission is
“to ensure equal access to credit and capital for the under served populations and communities throughout
Delaware.” [ am also a Board member of the National Conmmunity Reinvestment Coalition and a member
of Inner City Press/Community on the Move.

Without taking away the important role that groups who have and will testify in favor of this merger
application play and the support they enjoy from the banking community, we are the “Community”
Reinvestment experts. We assess a bank’s performance as a whole, inclusive of its affiliates and
subsidiaries and in every geography the bank is chartered to do business. We assess local, regional, and
national impact of 2 bank merger on our community.

We are opposed to the merger of Travelers Group and Citicorp. 1 will speak on a number of adverse
15SUES.

The announced merger is an illegal proposal under the federal Bank Holding Company Act (“BHC Act™)
and the intent thereof, and even under the Federal Reserve Board's (“FRB’s”) own prior precedents and
regulations. The BHC Act prohibits a BHC from owning insurance underwriting or agency operations; the
BHC Act was enacted precisely to prohibit combinations like Travelers - Citicorp. Even Travelers states
that, under current law, it would have to divest its insurance underwriting operations. The ex-Chairman of
the Federal Reserve Board (“FRB”) Paul Volcker says, “I find it hard to believe the law permits the
combination. Glass Steagall is still here.” There are substantial arguments that Travelers should be
required to divest insurance operations prior to any consummation of this proposal. Underwriting Life and
Property & Casualty Insurance has been found by the Federal Reserve Board to NOT BE CLOSELY
refated to banking.

The announced merger is an unethical proposal. Back in 1956, when the BHCA was enacted, the two
year waivers granted to the Bank Holding Companies (“BHC”) caught off-guard, to come into compliance
(with separating insurance and banking), made perfect sense. Forty two years later, to expect these two-
year waivers (particularly in hopes that lobbying efforts would crumble these fire walls) is tantamount to
extortion.

Of much concern to us is the fact that discussions between the applicants and the Federal Reserve System
prior to the merger announcement make a mockery of today’s and tomorrow’s proceedings. The following
are a few quotes, citation in the detailed testimony that has been submitted along with relevant exhibits, that
gIVE us grave concem.

Our mission is “to ensure equal access to credit and capital
for the under served populations arid communities throughout Delaware
through Education, Advocacy, and Legislation”



Citicorp CEO Mr. Reed “[there were enough discussions [with Fed officials] for us to know that there
wasn'’t a legal problem,” [Tjhere are all indications that [the merger] will be looked at favorably.” “Top
officials with the two companies said they discussed the deal before Monday’s announcement with Fed
Chairman Alan Greenspan... The executives characterized conversations with Greenspan... as
supportive..” “Appearing at the same news conference, Citicorp head John Reed said executives from
both firms had spent the last four weeks “making sure with the regulatory authorties that it was possible.”

At a public hearing before the Delaware Department of Insurance, Mr. Matthew Lee of ICP, presented his

arguments and cross-examined witnesses concerning

1. any assurances the Federal Reserve System (the “FRS”) may have given Travelers that the FRS
will allow the retention and mtegration of Travelers insurance underwriting operations, and
cross-selling and data sharing with Citicorp’s banking operations, and

2. whether Travelers has made any financial projections regarding its condition if it is required to
divest its insurance underwriting activitics, and/or is not allowed to cross-sell or share data with

Citicorp’s banking operations.

No legitimate assessment of the prospective financial condition of the Applicant is possible without

exploring at least

1. the likelihood that the Applicant will be able to retain its insurance underwriting operations, and to
integrate cross-market with Citicorp’s banking operations, and

2. the implications, including financial implications, if the Applicant subsequently, as required by
current law, divests its insurance underwriting operations.

Under cath, the Travelers witness claimed that Travelers has NOT made any such financial projection, and
stated that he was aware of a telephone conversation between Travelers’ counsel and the general counsel of
the FRS between the March 30 and March 31 letters, and that it had been conveyed to him that all that the
FRS’ general counsel had said in this conversation was, “Thank you for the letter.” Contradicting this
testimony is an article in the American Banker, May 29, 1998, “{djuring that call, Mr. Mattingly said he
told the lawyers that cross-selling plans should not interfere with the divestiture requirement or give the
company an unfair competitive advantage.”

The fact that lobbying efforts will be stepped up to ensure that Glass Steagall Act is repealed brings to the
forefront our concerns regarding the ethics of the management of the proposed Citigroup.

To write to Mr. Mattingly, of the Feds, stating that the clients (Travelers’), “are comfortable proceeding
with the transaction provided vou are not uncomfortable with the type of practices outlined above™ and to
add “ask that vou advise us if you disagree with the approach and analysis we have outlined in this letter”
is playing games with the community and calls into question the ethical standards of the management.
Tellingly, it reflects on the Federal Reserve Board as well. It is rather apparent from the March 30/31
letters to the Feds, that a tacit approval to use a common brand name for all products, price breaks for
packaged deals, share customer data base., and provide one statement, has been granted. Implied in the
communication is the fact that unless these activities are permitted, the merger will not be announced.

Even if Travelers were allowed two years to divest, the Application is informationally incomplete in that it
does not provide any projections or information regarding the prospective impact of such divestiture on the
financial strength of the proposed Citigroup. The Application should be dismissed as mformationally
incomplete.



The proposed merger is an expensive “bet”. We have been led to believe in the doctrine of “too big to
fail”—look at Japan. Tax payers will be stuck with bailing out these giants, should they fail. The
surviving banks will be stuck with hefty premiums. Does any one remember the S&L cnisis? Most mega-
bank mergers today tout the advantages of electronic banking and technology. Can you imagine, within
this environment, the impact on safety and soundness, when with one stroke on the key board you can move
your deposits. Particularly, when the entity which is a large insurer of properties in a geography struck by
natural catastrophes happens to also be your bank! What about the implied subsidy—FDIC insurance.

This propesal raises concerns with Communities’ convenience and needs. This merger cannot and wll
not be convenient for, nor is it needed by, our communities.

Travelers’ current subsidiaries have a troubled record of consumer compliance, as evidenced by lack of
compliance with the Home Mortgage Disclosure Act (“HMDA"}, predatory and allegedly discriminatory
practices, as stated by Ms. Mary Harris of Dover, Delaware.

Travelers Group symbolizes communities” anti-trust.

We do not trust Primerica Financial Service agents in our communities.
We do not trust Commercial Credit loan officers in our communities.
We do not trust Property Casualty Insurance insuring our communities.
We do not trust Travelers Group, in our communities.

Travelers Group has insurance underwriting policies that have a disparate and discnminatory impact on
the minority community seeking insurance policies.

Travelers Group’s Commercial Credit violates fair lending and consumer disclosure laws.

Travelers Group’s Primerica targets minority and low-and moderate-incor  'milies for ex.ensive,
predatory, and self-serving lending, investing, and insurance sales.

Citicorp’s subsidiaries have a disparate record of lending in Delaware. The Applicant’s non-binding,
non-specific lending pledge is more than half credit card lending (which other banks have not included in
their pledges), and has no specific commitment to Delaware.

Citicorp and its banks, which are subject to the Community Reinvestment Act (“CRA”) have in recent
vears abandoned low and moderate income (“LMI”) neighborhoods, and communities of color. This is
reflected by Citicorp’s massive branch closings and downgrades, by Citicorp’s automatic teller machines
(“ATM"), electronic banking and fee policies, and by Citicorp’s lending record, which disproportionately
excludes and denies African Americans and Hispanics and applicants in LMI census tracts.

The proposed combined company would be worse than its constituent parts:

I. Citigroup would disproportionately exclude LMI neighborhoods and communities of color from
Citicorp’s normal interest rate, high technology products and services, while
2. Citgroup would target these communities with Primerica’s and Commercial Credit’s misleading,

overpriced loans and insurance.

CRA Pledge
Given our experience with mega-pledges with no geographic specificity, we remain unimpressed.

This Application should be denied.
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1. DCRAC MISSION

Our mission is "to ensure equal access to credit and capital for the under served

populations and communities throughout Delaware through Education, Advocacy,
and Legislation".

In order to accomplish our mission we shall::

*  Ensure that all Delawareans are aware of their rights and responsibilities under
the Community Reinvestment Act and other fair lending laws, and

*  Ensure that Delaware lending institutions meet their communities' entire
banking, credit, and capital needs.

The under served communities are:
« Low and moderate income,

e  Minority, and

e Distressed neighborhoods




2. DCRAC PURPOSE

EDUCATION ADVOCACY LEGISLATION
Educating our constituency on the | Advocating on Oversight of public
availability and desirability of behalf of the under | policy and legislative

community reinvestment, and
community, economic, and housing
development activity.

Qur constituency ts made up of:

 low and moderate income
families and locations and
minority community

¢ lending community and other
private sector

* regulatory community and
other public sector

« non profit organizations

served populations
and communities
throughout
Delaware to the
public and private
sector communities.

changes which impact
Delaware's

under served
populations and
communities by
monitoring impending
legislation, analyzing
impact, disseminating
information and
reacting.




3. DCRAC PROGRAMS

EDUCATION ADVOCACY

EDUCATION OUTREACH BANK MONITORING NEEDS ASSESSMENT
Grass roots Grass roots Bank analysis Survey

e  Workshops *  Marketing Public Perception |*  Public

. One-on-One

«  Special events

»  Non-profit

Counseling o  Public Files
Larger Larger Data analysis Task Force
Constituency Constituency « Housing e Housing
o Conferences |e  Marketing *  Small Business e  Small
» Publications |[e  Special Events Business




4. DCRACFACT SHEET

NAME Delaware Community Reinvestment Action Council, Inc.
ADDRESS 601 North Church Street, Wilmington, DE 19801
COMMUNICATION TELEPHONE: (302) 654-5024  FACSIMILE: (302) 654-5046
EXECUTIVE DIRECTOR Rashmi Rangan E-MAIL: rashmi{@bellatlantic.net

# BOARD MEMBERS Currently, Eleven

AVERAGE ATTENDANCE 60%

# REGULAR MEETINGS Four

# EXECUTIVE COMMITTEE Five

AVERAGE ATTENDANCE 75%

# REGULAR MEETINGS Twelve

IRS DESIGNATION 501 (¢)3

FEDERALID. # 51-0329119

INCORPORATION Delaware, March 31, 1988

GEOGRAPHY SERVED State of Delaware

TYPE OF SERVICE Policy, research, advocacy, education.

TARGET POPULATION Lower Income families, minority communities, and targeted census tracts,

throughout the state of Delaware.
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S.  ORGANIZATIONAL STRUCTURE

BOARD OF DIRECTORS Sets Policy; Financial & Project oversight; Serves as Support Resource; Hires
Executive Director .
EXECUTIVE COMMITTEE | Designated to act on behalf of the Board .
EXECUTIVE DIRECTOR . Overall Internat and external organizational growth
. Internal and External communication
. Public Relations
. Financial Management (financial analysis & grant and proposal writing;
Fiscal management & accounting; employee benefits; IRS guidelines; etc.)
. Program management (development, proposals, management, monitoring,
implementation, evaluation, etc.)
. Project management (design, development & implementation)
. Research

. Building partnerships and networks




6. CURRENT BOARD MEMBERS

Sharon Caulk Through PSA Credit Union provides an alternative to access to credit and capital.
Walter Clark Provides understanding of legal ramifications of social injustice.
Barry Davis Provides financial, board development, & crisis management skills.

B. Durosomo

Understands impacts of Public Policy, Leader in the Nigerian community.

Juana Fuentes

Can use the Human Relations Commission's authority to enforce the laws.

Waldron Giles Well known and respected in the Small business community.

Vandell Hampton Represents rural community’s concerns.

Vanessa McCleary | Can rally the housing counselors to share predatory lending information with their clients.
Joe Myer Leéder in the non-profit community serving housing production and consumption.

Dolores Solberg

Represents the needs of Kent and New Castle County citizens.

Dorothy Taylor

Herself a victim of predatory lending, supports this campaign.

Robert Watson, Jr.

Well respected in the grass roots, Realtor, religious, and legislative community

Bruce Wright

DCRAC's outreach person in the lower income communities of Sussex County.
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7.  EXECUTIVE DIRECTOR RESUME

DCRAC Related Experience

Manage DCRAC programs, internal and external organizational growth, fiscat stability; develop relationships with
the public sector, the private sector, the non-profit sector; Challenge, testify, take legal recourse in response to
merger applications by banks; Prepare educational and informational materials; Provide technical and resource
support to the Board of Directors and non-profit organizations; Manage media and commumty relations; Serve as
a point of contact for all Community Reinvestment Act and Delaware banking related inquiries.

Past Experience
Housing Counselor, NCALL Research, Inc. (October 1993 to December 1994)
Research Associate, DCRAC (September 1990 to September 1992)

Education

M.A. Urban Affairs and Public Policy, University of Delaware (1993) Major: Energy and Urban Policy.

M.A. Unmversity of Lucknow, India (1983) Major: English Literature.

B.S. University of Lucknow, India (1979) Major: Chemistry, Zoology, and Botany.
Yol \ctivi

A seat on the Board of Directors of the National Community Reinvestment Coalition

A one year term as a Community Advisory Board member on The News Joumnal's Editorial Board
A seat on the Board of Directors of the Peoples Settlement Association Federal Credit Union
Active member on several housing issues and small business issues groups in Delaware

Recognition/Awards
Community Reinvestment Award of Excellence

presented by the National Community Reinvestment Coalition, 1998
Minority Small Business Advocate of the Year

Presented by the U.S. Small Business Administration, 1997




8. DCRACHISTORY

ORGANIZATIONAL BEGINNINGS In 1987, then State Representative Jim Sills (now Mayor, Wilmington) also
a professor at the College of Urban Affairs and Public Policy at the University of Delaware, enlisted two Ph. D.
students to research "redlining" practices of Delaware's full-service banking institutions. These studies
documented discriminatory lending and hiring practices and gave DCRAC the leverage to challenge
reorganizational plans of several banks. As a result, Delaware Trust Company, Bank of Delaware, and
Wilmington Savings Fund Society signed a five year contractual agreement with DCRAC.

PEOPLE INVOLVED Dr. James H. Sills, Jr. founded the organization in 1987. After Dr. Sills' historic clection as
the first African-American Mayor of the City of Wilmington, Mr. Keith Booker took over the reigns in 1992 and
served four years as its chair. Mr. Jamal Mubdi-Bey served as Vice-Chair from 1988 through 1995. Various
Board members from the community over the years actively participated in the organization. Students and Staff of
the College of Urban Affairs and Public Policy, University of Delaware provided research and management
support. Board member Dolores Solberg who took leave of absence to serve as acting Director.

CONTRIBUTION TO THE DELAWARE COMMUNITY Housing Counscling programs were introduced
statewide. Secondary Mortgage Assistance programs were developed. Several smaller lending institutions agreed

to voluntarily comply with CRA and to make deposit account investments in the Peoples Settlement Association
Federal Credit Union.

PAST FUNDING provided by Allen Hilles Foundation; Speer Trust Commission; FCC National Bank; Gannet
Foundation; Delaware Housing Coalition; Delaware State Housing Authority; Housing Capacity Building
Program; City of Wilmington; Wilmington City Council; Wilmington Savings Fund Society;, Grant-in-Aid; New
Castle County Council; and Sponsors of “Celebrate CRA” event.




9.

PAST EXPERIENCE AND ACCOMPLISHMENTS

EDUCATION ADVOCACY LEGISLATION

Quarterly newsletters Bank analysis of over 20 local banks. | Constantly responding to new

(Ten thus far) legislation introduced in the House and
the Senate.

Workshops Data analysis of home lending since Shared concerns with the larger

{(over 40 attended by more than 150
families)

1990.

community on Bank Modernization
Act through newsletters and other
media.

Conferences
(panelist on over 10 local, regional and
national conferences)

Challenged several CRA bank mergers
and the policies of the Federal Reserve
Board.

Actively involved in strategic planning
conducted by Center for Community
Change to respond to the bank
modernization act.

CRA training
(Community groups in Dayton- Ohio,
NCRC, and NCALL Research staff)

Negotiated four CRA commitments

Addressed concerns with finger-
printing requirement by banks to open
accounts.

Built a strong network of professionals
in the CRA, Housing, Small Business
field locally, regionally, and
nationally.

Established Housing Counseling
profession.

Addressed concerns with predatory
lending and “gag orders” in CRA
challenges.

Director wrote columns in the News
Journal.

Initiated the implementation of
secondary mortgage assistance
programs.

Addressed concerns with "credit
scoring” and its repercussions on the
community.
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10. DCRAC BUDGET FISCAL YEAR 1998-99

Expense Category Education Advocacy Legislation TOTAL
(incidental)

Wages & Benefits 24,485.00 24,485.00 0.00 48,970.00
Postage & Telephone 1,800.00 1,800.00 0.00 3,600.00
Supplies & Equipment 2,400.00 2,400.00 0.00 4,800.00
Membership & Subscription | 875.00 875.00 0.00 1,750.00
Organizational' 1,920.00 1,920.00 0.00 3,840.00
Publication & printing 3,000.00 3.000.00 0.00 6,000.00
Rent 1,200.00 1,200.00 0.00 2,400.00
Travel & Training 900.00 900.00 0.00 1,800.00
Events 5,000.00 5,000.00 0.00 10,000.00
Miscellaneous 990.00 620.00 0.00 1,610.00
TOTAL 42,570.00 42,200.00 0.00 84,770.00
Revenue Category

Grants 26,750.00 26,750.00 0.00 53,500.00
Contracts and fees 11,270.00 0.00 0.00 11,270.00
Fund raiser 4,550.00 15,450.00 0.00 20,000.00
Total 42 570.00 42,200.00 0.00 84,770.00

Includes audit, fees, insurance, etc.




April 18, 1998
New York Times

ESSAY / By WILLIAM SAFIRE
Don't Bank On It

WASHINGTON -- "Mere size is no sin," William Howard
Taft is supposed to have said, refuting the
trustbusting philosophy of his predecessor, Theodore
Roosevelt. (At the time of the apocryphal remark, Taft
weighed 300 pounds.)

When a big bank on the West Coast decides to merge with
a big East Coast bank, that doesn't bother me. All the
stuff about synergies and cost-saving layoffs and global
reach will be meaningless soon enough; future banking
will be done on the Internet, every home a branch, and
today's giants will be undercut by speedy cyberbankers
unencumbered by overhead.

Far more troubling is the kind of marriage proposed by
Citibank and the Travelers Group of insurance companies
and stock brokerage. That would require changing the law

- that keeps banks -- where individual deposits are
insured up to $100,000 by the Federal Government --
separate from other enterprises.

With remarkable chutzpah, these companies have’ embarked
on a course that blithely assumes that change in law.

They think they can count on Republicans in Congress who
say that the 1933 Glass-Steagall Act is a Depression-era
relic. Fears that a market collapse could affect banks
are old hat, these descendants of Dr. Pangloss insist.
Break down the fire wall and let the Federal Reserve
keep a benign eye on everything financial; we don't even
have to fear fear itself.

Not so fast. Suppose the Big Quake afflicts California.
Or maybe a Category 5 hurricane, which comes every
decade or so, rips along the expensive expanses of a
place like Long Island. That would put a lot of pressure

S Produced by the National Community Reinvestment Coalition 202-628-8866



on even the most reinsured insurance company.

If you heard such news, and you could switch your money
out of the bank affiliated with that insurer with a
keyboard stroke, wouldn't you be inclined to play it
safe? And wouldn't that Internetted panic cause a run on

the superbank?

That's being alarmist, of course. Such disasters are
just as unlikely as a market crash (which we all assure
each other can never happen again). But before the cash
cow of Chase Manhattan starts making cow-eyes at the
thundering herd of bulls of Merrill Lynch, Congress had
better take a close look at the downside of upsizing

across the old boundaries.

1. No private enterprise should be allowed to think of
itself as "too big to fail." Federal deposit insurance,
protecting a bank's depositors, should not become a
subsidy protecting the risks taken by non-banking
affiliates. If a huge "group" runs into trouble, it

should take the bank down with it; no taxpayer bailouts
should allow executives or stockholders to relax.

2. What about privacy? Our bank already knows the
details of our buying habits. Won't the affiliated
stockbroker and insurance salesman have access to the
superbank's records? Do we want a bank that handies our
credit cards to be calling us at dinner time as a
financial-service telemarketer?

3. Let's not be in such a big rush to knock down
barriers. The Government's biggest financial mistake of
the past generation was to raise deposit insurance to
$100,000 while allowing housing S.& L.'s to plunge into
commercial lending. That all but removed the element of
risk from foolish or corrupt loans and helped bring on
the S.& L. debacle. Good fences make good banks.

4. Beware the slippery slope to crony capitalism. Paul
Volcker, former Fed chairman, is less troubled than | am
about an amalgam of financial services, provided the Fed
is the supervisor. “But there is an Anglo-Saxon

10 Produced by the National Community Reinvestment Coalition 202-628-8866



tradition separating banking and commerce," he says.
“I'd continue to draw the line between finance and
business."

There's the rub. If commercial banks invade mutual
funds, stock brokerage, investment banking, insurance
sales and the like -- or get invaded by them -- that
"finance" is likely to spill over into "commerce and
industry." That's the seamlessly interconnected
philosophy. And that's the path of Japanese keiretsu,
the cozy network of insider financial dealings that
crushes competition and breeds inefficiency.

"Mere size" can be a virtue when it reduces prices. But
the fewer the competitors, the more collusive the
pricing.

Our financial institutions can go global without going
gaga.

I've never knocked greed, but this spread-eagled
"universality” is getting out of hand. Let bankers be
bankers.

11 Produced by the National Community Reinvestment Coalition 202-628-8866
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Good moming. My name is Rashmi Rangan. Today, I speak on behalf of DCRAC (of which 1 am
executive director), Inner City Press/Community on the Move (“ICP”) of which I am a member, and on
behalf of myself as a consumer of banking services and as a tax paying citizen.

We are here to strongly urge you to:

i deny this application

2. ask you to request further information on this application

3. ask that you send a representative to the public meeting the FRB has scheduled, for June 25 and
26, 1998, in New York City, and

4. Ask that you defer ruling on this Application until the issues of the legality of the overall
combination have been resolved.

I will speak on a number of adverse issues, which are hereby entered into the record before the
Commissioner.

We are opposed to the merger of Travelers Group and Citicorp. Since we are opposed to the merger as a
whole, it goes without saying that we are opposed to mesgers of parts. This merger does not serve the
convenience and needs of our communities. The legislative environment within which the merger is
announced raise ethical concems. Finally, we are concerned with the issues of financial safety and
soundness of the proposed Citigroup and the impact of these concerns on the larger community.

The announced merger is an illegal proposal.

The ex-Chairman of the Federal Reserve Board (“FRB”) Paul Volcker has publicly questioned whether
Travelers can legally acquire Citicorp and its subsidiaries (including Citicorp Assurance Co.). “Vol[c]ker
Rips Big Banking Merger, (Juestions legality of Citicorp deal”, American City Business Journals, Inc.,
June 1, 1998, which reports: © I find it hard to believe the law permits the combination. Glass Steagali is
still here.” said Vol[c]ker, who led the country in its successful fight against runaway inflation during the
1980s...°

Most fundamentally, the larger proposed acquisition (of Citicorp, Inc., Citibank Delaware’s parent, by the
Travelers Group) of which this Application is a part would be an ILLEGAL combination, under the federal
Bank Holding Company Act (“BHC Act™) and the intent thereof, and even under the Federal Reserve
Board’s (“FRB’s”) own prior precedents and regulations. Even Travelers states that, under current law, it
would have to divest its insurance underwriting operations. We are glad to note that Governor Meyer, in
his testimony before House Banking Committee, agrees that these “activities would have to be divested

Our mission is “to ensure equal access to credit and capital
for the under served populations and communities throughout Delaware
through Education, Advocacy, and Legislation”
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under current law.” There are substantial arguments that Travelers should be required to divest these
operations prior to any consummation of this proposal.

The BHC Act prohibits a BHC from owning insurance underwriting or agency operations; the BHC Act
was enacted precisely to prohibit combinations like Travelers - Citicorp. ICP’s April 13, 1998 Protest (a
copy of which the FRB should have forwarded to vou) provided some of the relevant citations.

Underwriting Life and Property & Casualty insurance has been found by the Federal Reserve Board to
NOT BE CLOSELY related to banking. “The plain and unambiguous language of Section 4 of the
Act...by its terms prohibits a bank holding company from acquiring or retaining control, directly or
indirectly, or any company other than a bank unless that company’s activities are authorized under one of
the non-banking exceptions in the Act...Under the 1982 amendment to section 4(c)(8) of the Act, the Board
no longer has the discretion to permit a bank holding company or any of its nonbank subsidiaries to
underwrite or sell insurance beyond the seven situations set forth in the statute.” (Concurring Statement of
Governor Angell, in Citicorp/Family Guardian Life Insurance Co., 76 Fed. Res. Bull. 997 (1990)). The
proposed Citigroup will be engaged in marketing a product it is not allowed to seil. The proposed
Citigroup, rather than preparing to strip itself of non-permissible activities, will be preparing for merging
the non-permissible activities within the charter.

The announced merger is an unethical proposal.

The Glass Steagall Act (“GSA”) of 1933 separates securities and insurance, and the Bank Holding
Company Act (“'BHCA”) of 1956 separates insurance and banking. Back in 1956, when the BHCA was
enacted, the two year waivers granted to the Bank Holding Companies (“BHC”) caught off-guard, to come
into compliance (with separating insurance and banking), made perfect sense. Forty two years later, to
expect these two-year waivers (particularly in hopes that lobbying efforts would crumble these fire walls) is
tantamount to extortion. I quote from comments filed by Mr. Matthew Lee to the Federal Reserve Board
(“FRB™) that provide a clearer analogy of what this merger application means. “A city passes a local law
requiring all apartment buildings to have fire escapes, but gives two years for owners of existing buildings
to install such fire escapes. Forty two vears later, a real estate developer announces 1t will construct a new
building, without fire escapes, counting on a two year safe harbor during which time it will lobby City
Council to repeal the fire escape law.”

The proposed Citigroup has no intentions of divesting itself of Insurance activities (non-permussible and
very profitable). Rather, it intends to invest these two years (and additional three year waivers that the
Federal Reserve may, again not an automatic extension, grant) to lobby Congress to repeal the GSA
which has withstood demolition attempts since 1979, and amend the BHCA so that the proposed CitiGroup
can concentrate its economic resources ($7.5 billion income and $50 billion revenues) and financial
services (insurance, consumer finances, brokerage & investment, banking). Citicorp employs full time n-
house lawyers, outside legal and consulting firms, and has a multi-million dollar lobbying budget.

Citicorp CEO Reed’s statement, quoted in the American Banker of April 7, that “[tjhere were enough
discussions [with Fed officials] for us to know that there wasn’t a legal problem,” Mr. Reed said...”[Tlhere
are all indications that [the merger] will be looked at favorably.” B. Rehm, Megamerger Plan Hinges on
Congress, American Banker, April 7, 1998, at 1. See also: “Top officials with the two companies said they
discussed the deal before Monday’s announcement with Fed Chairman Alan Greenspan... The executives
characterized conversations with Greenspan... as supportive...” Reuters newswire, April 6, 1998, 19:24
EDT, Regulators Likely To Okay Citicorp/Travelers Deal. See also: “Appearing at the same news
conference, Citicorp head John Reed said executives from both firms had spent the last four weeks “making
sure with the regulatory authorities that it was possible.” Agence France Presse, April 6, 1998, Travelers,
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Citicorp Chairmen Confident of Federal Merger Approval.

More recently, as concerns about these communications and their still partially withheld contents have
grown, Citicorp (and the FRB) have in part reiterated, and in part changed. their positions. See, e.g., J.
Morrison, Fed’s Hand in Citicorp/Travelers Deal Questioned, Reuters newswire, May 27, 1998: The
amount of private written correspondence and talks with Fed officials is unknown... A spokesman for
Citicorp said the pre-application talks with Fed officials werc appropriate. “We feel that all the
notifications that we made to regulators and officials on a very confidential basis were totally appropriate
in keeping with the usual communications between the regulators and those institutions that are regulated,’
the Citicorp spokesman said. A Travelers spokeswoman could not be reached for comment... [A]
spokesman for the Federal Reserve emphasized that while applicants like Citicorp and Travelers may hold
private talks with staff, it is the board members at the Fed who rule on the request. “It’s up to the board to
make the decision, not the staff, and the board members do not meet on a specific application with anyone
except the staff here,” Fed spokesman Joe Coyne said. He added that it is unlikely staff members would
help an applicant formulate its application. “The staff would never do anything like that,” he said.

In terms of the proposed Citigroup’s reliance on buying time within which to lobby Congress for change, I
again cite from Mr. Lec’s comments to the FRB. Section 4(a)(2) of the BHCA (12 USC 1843(a)(2)), in
some circumstances gives a company up to two vears from the date it became a BHC, to divest its non
permissible activitics. The FRB has conditioned approvals (United Kentucky/Louisville Trust Co.,) upon a
commitment from the applicant that divesting of non-permussible activities will take place prior to
consummation, (Marine Bancorp/Coast Mortgage, 58 Fed. Res. Bull. 505, 506 (1972)) directing
termination of non-permissible activities “at the earliest practical time and to undertake no new projects in
this line of activity.”, and (Baltimore Bancorp/Charles strect Savings and Loan Ass’n), while allowing two-
year period, maintained that divestiture would ordinarily be required prior to consummation.

One theme of my counterpart, Mr. Matthew Lee’s of ICP, arguments and cross-examinations at the

Delaware Insurance Department’s public hearing was the pre-merger announcement discussions between

Travelers and the Federal Reserve Board. In that light, Mr. Lee cross-examined Travelers’ general counsel

concerning

1. any assurances the Federal Reserve System (the “FRS”) may have given Travelers that the FRS
will allow the retention and integration of Travelers insurance underwriting operations, and
cross-selling and data sharing with Citicorp’s banking operations {including in light of the letters
from Fravelers’ and Citicorp’s counsels to the general counsel of the FRS, discussed in the June 2
comment and discovery request), and

2. whether Travelers has made any financial projections regarding its condition if 1t is required to
divest its insurance underwriting activities, and/or is not allowed to cross-sell or share data with
Citicorp’s banking operations.

Travelers” general counsel stated that he was aware of a telephone conversation between Travelers” counsel
and the general counsel of the FRS between the March 30 and March 31 letters and that it had been
conveyed to him that all that the FRS” general counsel had said in this conversation was “Thank you for the
letter.”

Inconsistent with this testimony is an article from the American Banker newspaper of May 29, 1998, in
which long-time banking reporter Barbara A. Rehm reported that “[d]uring that call, Mr. Mattingly said he
told the lawyers that cross-selling plans should not interfere with the divestiture requirement or give the
company an unfair competitive advantage.” B. Rehm, Citi Protester Critical of Fed Counsel’s Role,
American Banker, May 29, 1998 at 2.



Asked to explain the inconsistency between his testimony as to the substance of this call (i.e. that it
consisted only of “Thank you for the letter”) and what Mr. Mattingly told reporter Barbara Rehm was said,
Travelers’ general counsel stated that he stood by his testimony, and noted that all he had testified to was
what he was TOLD had been said on the call.

There are serious questions of fact that should be resolved in this proceeding. This is relevant to the
prospective financial condition of the proposed acquirer. I Travelers did receive assurance from the FRS®
general counsel, it reflect positively on future financial strength -- but it would reflect adversely on the
integrity factor. If Travelers did not receive any assurance, that is relevant to the future financial strength
of Travelers — and Travelers” purported failure to make any financial projection of the implication (1)
having to divest insurance underwriting operations or (2) of being precluded from cross- marketing and
sharing data would reflect adversely.

The proposed merger raises concerns on future financial strength of the acquirer.

Another theme of my counterpart, Mr. Matthew Lec’s of ICP, arguments and cross-examinations at the
Delaware Insurance Department’s public hearing was (and will be) that no legitimate assessment of the
prospective financial condition of the Applicant is possible without exploring at least

1. the likelihood that the Applicant will be able to retain its insurance underwriting operations, and to
integrate cross-market with Citicorp’s banking operations, and
2. the implications, including financial implications, if the Apphcant subsequently, as required by

current law, divests its insurance underwriting operations.

Under oath, Travelers general counsel claimed that Travelers has made no financial projections as to the
impact divestiture would have on the financial strength of the Applicant. This is either not credible, or
shows a lack of managerial resources at the Applicant.

Can you imagine going to bank to borrow money for your business without projecting your financial
statements to reflect the impacts on your revenue and expenses of a very real eventuality and/or a very real
possibility that the basis of your projections may change! To assume that cash receivables from divesting
will keep a mammoth entity in business when the rationale for merger is the opportunity, “as Weill said
Monday, with undisguised glee, “This should be fantastic for the expansion and sale of our insurance
products.” (Citicorp, Travelers in Behemoth Merger, Tribune, 4/7/98) is irrational. The proposed
Citigroup’s financial strength is merely an illusion. On these grounds alone, the merger must be dented.

We now know that prior to announcing the merger on April 6, 1998, there were meetings between the

regulator and the regulated where certain assurances were sought before announcing the deal.

3. If Travelers did receive assurance from the FRS’ general counsel, it reflects positively on future
financial strength ~ but it would reflect adversely on the integrity factor that must also be
considered.

4. If Travelers did not receive any assurance, then the financial future of Travelers requires greater
scrutiny. Particularly, in light of Travelers™ purported failure to make any financial projections
based on:

(A) having to divest insurance underwriting operations, or
(B) being precluded from cross-marketing and sharing data.

The Travelers witness claimed that Travelers has NOT made any such financial projection, and stated that
he was aware of a telephone conversation between Travelers’ counsel and the general counsel of the FRS
between the March 30 and March 31 letters, and that it had been conveyed to him that all that the FRS’
general counsel had said in this conversation was, “Thank you for the letter.” Contradicting this testtmony



is an article in the American Banker, May 29, 1998, “|d]Juring that call, Mr. Mattingly said he told the
lawyers that cross-selling plans should not interfere with the divestiture requirement or give the company an
unfair competitive advantage.”

Even if Travelers were allowed two years to divest, the Application is informationally incomplete in that 1t
does not provide any projections or information regarding the prospective impact of such divestiture on the
financial strength of the Application, or of the proposed Citigroup. The Application should be dismissed as
informationally incomplete.

The Commissioner should obtain, ¢nter into the record, and consider the DEDI transcript and record. The
transcript raises other adverse issues, including managenial issues, about the Applicant.

The proposed merger is an expensive “bet”.

Since the announced merger plans of Travelers and Citicorp, newspaper headlines across the nation have
highlighted the uncertainties. For example, The News Journal, 4/7/98, “Gigantic merger is risky”,
American Banker, 4/7/98, “Megamerger Plan Hinges On Congress”, New York Times, 4/7/98, “Shaping a
Colossus: The Law; A Challenge to the 1930's Division of Financial Power”, New York Times, 4/8/98,
“Shaping the Colossus: The Investors, The Citigroup Deal: A Day After, Cooler Heads Evaluate Merger”,
American Banker, 4/8/98, “Fed Seen Getting In a Bind Over Citi Divestiture”, Washington Post, 4/9/98,
“Citicorp-Travelers Deal to Test Old Regulatory View: Laws Ban Bank-Insurance Mixture”, Reuters,
4/29/98, “Travelers must divest insurance--Meyer”.

We have already addressed the illusionary future financial strength of the acquirer. We now raise some
serious concerns about the impact of the merge on the larger commumty. We have been led to believe in
the doctrine of “too big to fail”. Contradicting this faith is Japan. It is important to point out that the
largest financial institution in the world is Tokyo Mitsubishi--a Japanese bank.

Tax payers will be stuck with bailing out these failed giants. Does any one remember the S&L crisis? The
surviving banks will be stuck with hefty premiums.

Ethical Concerns
The fact that lobbying efforts will be stepped up to ensure that Glass Steagall Act is repealed brings to the
forefront our concerns regarding the ethics of the management of the proposed Citigroup.

To write to Mr. Mattingly, of the Feds, stating that the clients (Travelers”), “are comfortable proceeding
with the transaction provided you are not uncomfortable with the type of practices outlined above™ and to
add “ask that you advise us if you disagree with the approach and analysis we have outlined in this letter”
is playing games with the Federal Reserve Board and calls into question the ethical standards of the
management. Tellingly, it reflects on the Federal Reserve Board as well. It is rather apparent from the
March 30/31 letters to the Feds, that a tacit approval to use 2 common brand name for all products, price
breaks for packaged deals, share customer data base., and provide one statement, has been gramed.
Implied in the communication is the fact that unless these activities are permitted, the merger will not be
announced. How can these activities be permitted? 1 repeat an earlier quote, “The plain and unambiguous
language of Section 4 of the Act...by its terms prohibits a bank holding company from acquiring or
retaining control, directly or indirectly, or any company other than a bank unless that company’s
activities are authorized under one of the non-banking exceptions in the Act...Under the 1982
amendment to section 4(c)(8) of the Act, the Board no longer has the discretion to permit a bank
holding company or any of its nonbank subsidiaries to underwrite or sell insurance beyond the seven
situations set forth in the statute.” (Concurring Statement of Governor Angell, in Citicorp/Famuily



Guardian 1 ife Insurance Co,, 76 Fed. Res. Bull. 997 (1990)).

I understood the purpose of granting some transitional time was to permit the newly created Bank Holding
Company to begin and execute a divestiture plan. It certainly does not sound like a divestiture plan to me.

The proposed merger faces severe opposition.

News media has highlighted the severe opposition to the merger from the Nader group, ICP, DCRAC, and
other community activists across the nation. Congresswoman Maxine Waters has stated she will introduce
legisiation to block the review of merger applications of institutions accused or found guilty of money
laundering charges (The Associated Press, 4/9/98, “Citicorp/Travelers Merger Hits Snags™). The article
goes on to detail the pending investigations by the US Department of Justice, Swiss and Mexican
Governments into allegations that Citibank laundered drug money for the jailed brother of the former
Mexican President.

News media has also begun investigating campaign contnibutions to the Senate Banking Committee chair,
Sen. D’ Amato (The Associated Press, 6/2/98, reporting on a story by The New York Times), “D’Amato
went to bat against depression-era regulations that hamper bank, insurance and securities business mergers
after a meeting with Sanford I. Weill, chairman of Travelers Group, and other prominent Wall Strect
executives. Travelers and its subsidiaries have contributed more than $375,000 to D" Amato-controlled
committees, including $190,000 to New York's republican State Committee.”

Communities’ convenience and needs

The proposed merger will have adverse impact on the communities’ convenience and needs. Let us
categorically state, that this merger cannot and will not be convenient for, nor is it needed by, our
communities.

Travelers’ current subsidiaries have a troubled record of consumer compliance, as evidenced by lack of
compliance with the Home Mortgage Disclosure Act (“HMDA?”), predatory and allegedly discriminatory
practices, as stated by Ms. Mary Harris of Dover, Delaware. Citicorp’s subsidiaries have a disparate
record of lending in Delaware. The Applicant’s non-binding, non-specific lending pledge is more than half
credit card lending (which other banks have not included mn their pledges), and has no specific commitment
to Delaware.

Travelers Group svmbolizes communities’ anti-trust.

We do not trust Primerica Financial Service agents in our commumities. They have been insinuating
themselves into our homes and our bank accounts misrepresenting themselves as financial
planners/advisors. Since when did we begin calling our sales people advisors?

We do not trust Commercial Credit loan officers in our communities. Since when did loan sharking
become mainstream lending?

We do not trust Property Casualty Insurance insuring our communities. Since when did we legitimatize
insurance redlining and insurance discrimination? '

We do not trust Travelers Group, in our commumitics. We do not trust Travelers group--period.

We charge Travelers Group to have insurance underwriting policies that have a disparate and
discriminatory impact on the minority community secking insurance policies. The Fair Housing Council of
Greater Washington filed complaints with the Department of Housing & Urban Development. The
complaint includes structuring its rating territories so that minorities pay a higher price. Matched paired
testing, conducted by the Fair Housing Council documented disparate treatment of minorities. I submit into
evidence Rangan Exhibit C that summarizes their report.



We charge Travelers Group’s Commercial Credit with violating fair lending and consumer disclosure laws.

We have forwarded a complaint referred to HUD from an elderly black couple. To give you an insight on
the Harris’ case, they went to Commercial Credit for a $7,000 loan. They ended up borrowing $52,000
($11,000 of which were closing costs) against their home on which they initially owed less than $13,000.
They did not realize that they had paid five points and an $8,890 premium for credit life insurance!

We charge Travelers Group’s Primerica with targeting minority and low-and moderate-income families for
expensive, predatory, and self-serving lending, investing, and insurance sales. Primerica, targets
community leaders to become Primerica’s Financial Service Agents. Their designation of their sales
personnel as “Financial Planners/Advisors™ is a misnomer. They will now have a few more wares to
peddle to the unsuspecting families who meet with the sales agent under the assumption that they will help
them plan and invest their finances.

We remain concerned with the company’s and the agents’ compliance with fair lending and disclosure laws.

Most of all, we are concerned with the financial rape of our lower income and minority communities.
Issues of predatory lending—which violate all statutory laws--merit scrutiny. We remain gravely concerned
over regulatory oversight of the various aspects of financial business conducted by the thousands of
Primerica Financial Services agents.

Citicorp
In the Wilmington, DE MSA n 1996, Citibank Mortgage made 21 loans to whites, and none to African
Americans. In the Wilmington, DE MSA in 1996, Citibank FSB made 18 loans to whites, and non¢ to

African Americans.

Citicorp and its banks, which are subject to the Community Reinvestment Act (“CRA”) have in recent
years abandoned low and moderate income (“LMI™) neighborhoods, and communities of color. This is
reflected by Citicorp’s massive branch closings and downgrades, by Citicorp’s automatic teller machines
(“ATM”), electronic banking and fee policies, and by Citicorp’s lending record, which disproportionately
excludes and denies African Americans and Hispanics and applicants in LMI census tracts.

Travelers

The Travelers Group is a strange conglomeration of upscale businesses (for example, Solomon Smith
Barney) on top of a profit engine of predatory businesses aimed at lower income, more predominantly
minority consumers — for example, Primerica Finance Services (“PFS™), and the nationwide subprime
lenders Commercial Credit and Travelers FSB. As ICP and DCRAC demonstrated to the Office of Thrift
Supervision (“OTS”) in a six month proceeding m 1997, these last three businesses are all inter-connected:
the PFS agents push high interest rate home equity loans to LMI, disproportionately minority consumers,
loans “manufactured” by Commercial Credit, and now booked through Travelers FSB (to evade state
laws). Even in that first proceeding in which ICP raised these issues, the OTS concurred with many of the
concerns ICP raised, and imposed, based on Travelers’ record, unprecedented consumer protection
safeguards on its conditional approval of Travelers FSB. See, ¢.g., OTS Press Release and Order of
November 24, 1997, especially Conditions 14-17 thereof. Condition 14(a) acknowledges that PFS (and
now Travelers FSB, which is subject to CRA scrutiny) make the type of mortgages referred to in Section
103(aa) of the Truth in Lending Act; Condition 15 acknowledges that the new Travelers FSB pays broker
fees of fully 3.4% of the loan arnount.

While the unprecedented conditions the OTS applied to Travelers FSB and PFS by no means fully resolve
these companies questionable practices, it appears that if this proposed merger were fully effectuated, the
detailed conditions so recently imposed by the OTS would become void or moot, and/or would not
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necessarily be applied (as they should be) to Citicorp’s operations, including but not limited to Citibank
FSB. Of particular import is Condition 14(a), requiring that all PFS customers “are properly and
completed apprised of the financing options reasonably available to them through the New FSB and the
costs and risks associated with each option.” Inter alia, this requires the type of “referral up” (i.e. ensuring
that an “A” credit borrower is given an “a” priced loans, even if the borrower initially approaches, or is
approached by, the conglomerate’s “B&C” unit) that ICP has asked the FRB to require of diversified bank
holding companies which own both “A” priced banks, and “B&C” lending subprime finance companies.
Travelers, to which, based on adverse practices that ICP documented to the OTS, these consumer
safeguards and training requirements were imposed by the OTS, is now applying to the FRB to become a
bank holding company, and to acquire, inter alia, Citibank FSB, to which no such protections apply. The
FRB must inquire into (including at the requested evidentiary hearing) and act on this issue, in this
proceeding,

Travglers” Commercial Credit Loan, oets Minoritigs for Hig ed Loal
In the Charlotte, NC MSA in 1996, Conuncrc:al Credit Loan made 19 ]oa.ns to Afncan Americans, and 23
loans to whites. For comparison’s sake (and the comparison is relevant and significant, in light of the
proposed combination), Citibank Mortgage in the Charlotte MSA in 1996 made 10 loans to whites and
only on¢ loan to an African Amencan; Citibank FSB in the Charlotte MSA in 1996 made 40 loans to
whites and no loans to African Americans. Both Citibank Mortgage and Citibank FSB are normal interest
rate lenders; they both disproportionately exclude minorities from their marketing and lending. Commercial
Credit Loan, Inc., is a high interest rate lender -- it target and lends to minorities at a much higher rate than
they are represented in the demographics of, or other leaders™ data in, this MSA.

This exemplifies the discriminatory pricing / separate-and-unequal structure that the proposed Citigroup
would have. This proposal should be denied.

In 1997, ICP raised to the New York State Banking Department (the “NYSBD”) the fact that Travelers’
Commercial Credit’s loans in New York were reported as virtually all “race not available,” and argued that
Commercial Credit was violating HMDA's requirement that lenders and their affiliates are required to
request, record and report race and national origin information about applicants, so that the public and
regulators can enforce the fair lending laws. Travelers repeated denied that it was violating HMDA.
However, the NYSBD (and Connecticut Banking Department, to which ICP also raised this issue) both
found that Travelers and Commercial Credit had been violating HMDA. This is evidenced inter alia by a
letter from Commercial Credit to the NYSBD, dated July 30, 1997, stating that:
The purpose of this letter is to confirm our conversation today. You have advised that it is the
position of the [NYSBD] that Primerica Financial Services Home Mortgages, Inc. and its
representatives (collectively, “PFSHMI™) are deemed affiliates of Commercial Credit Plan
Incorporated of Georgetown (“CCPIG”). Therefore, it is the Department’s position that in taking
mortgage loan applications, PESHMI is acting on behalf of CCPIG and must comply with the
requirements imposed upon lenders under [HMDA]... In accordance with our discussion, we will
promptly clarify our policy to require PFSHMI to make a visual observation if the applicant does
not voluntarily complete the HMDA questionnaire during a face-to-face interview. All information
collected in this manner will be compiled for CCP1G’s HMDA reporting purposcs.

Clearly, Commercial Credit (and PFS) violated HMDA in 1996 and previous years. Commercial Credit’s
1996 HMDA data has not, however, been corrected. ICP has requested from Travelers and Commercial
Credit their 1997 Loan Application Register (“LAR™), to see if that data complies with HMDA; ICP will



be submitting further comments after it receives and reviews this data. In 1996, for example, in two
markets in which Citicorp is subject to CRA, Buffalo and Rochester, Commercial Credit Plan, Inc.
reported the following data:

Buffalo-- three loans to whites, one loan to an African American, and fully 56 originations reported as
“race not reported;” no denials at all reported.

Rochester-- two loans to whites, none to minorities, fully 40 originations reported as “race not reported; no
denials at all reported.

Further note that the “commitment” to come into compliance with HMDA quoted above was only made to
New York and Connecticut regulators; it was never made to the OTS, nor is it referenced in the OTS’s
November 24, 1997, conditional Order.

Travelers, Citicorp’s proposed merger partner, does have subsidiaries (its finance company, Commercial
Credit, the msured depository mstitution it uses, Delaware-based Traveler Bank & Trust, FSB, and its
retail distribution affiliate, Primerica Financial Services ["PFS”]) which target LMI and minority
communitics -- but only with higher than normal interest rate loans and overpriced and
less-than-fully-explained msurance products. Travelers has recently had to admit to systematic violations of
the Home Mortgage Disclosure Act { “HMDA™), reflecting adversely on the managerial record of the
proposed acquirer.

Travelers & Citicorp
The proposed combined company would be worse than its constituent parts:

1. Citigroup would disproportionately exclude LMI neighborhoods and communities of color from
Citicorp’s normal interest rate, high technology products and services, while
2. Citigroup would target these communities with Primenica’s and Commercial Credit’s misleading,

overpriced loans and insurance.
As an example, consider the following:

Commercial Credit Loans, Inc. is one of Travelers’ subprime (higher than normal interest rate) lending
umts. In the Greensboro, NC Metropolitan Statistical Area {“MSA™) in 1996, Commercial Credit Loan,
Inc. made 10 loans to African Amernicans and 25 loans to whites. For comparison’s sake (and the
comparison Is relevant and significant, in light of the proposed combination), in this MSA in 1996,
Citibank FSB made 13 loans to whites, and none to African Americans; Citibank Mortgage made seven
loans to whites and none to Afrnican Americans. Both Citibank Mortgage and Citibank FSB are normal
interest rate lenders; they both disproportionately exclude minorities from their marketing and lending.
Commercial Credit Loan, Inc., 1s a high interest rate lender -- it targets and lends to minorities at a much
higher rate than they are represented in the demographics of, or other leaders’ data in, this and other
MSAs. For further example, in the Charlotte, NC MSA in 1996, Commercial Credit Loan made 19 loans
to African Americans, and 23 loans to whites. Citibank Mortgage in the Charlotte MSA in 1996 made 10
loans to whites and only on¢ loan to an African American; Citibank FSB in the Charlotte MSA in

1996 made 40 loans to whites and no loans to African Americans.

Citicorp’s disparate record raises a “red flag” {or presumption) that discrimination is occurring; this
proposal should be denied on this ground alone.

CRA Pledge
On May 4, 1998, Citicorp and Travelers announced what they call a $115 billion, 10 year “commitment” --



ICP states for the record that this announcement does not address the adverse issues raised and documented
in ICP’S Apnl 13, 1998, Comment.

ICP has conducted the following analysis of the pledge”

The press release (that is all it is — let the record reflect that the FRB refused to monitor or enforce
Chemical Banking Corporation’s and Chase Manhattan Corporation’s press release “commitment” of late
1995} is sub- headlined, “Includes Insurance for the First Time™ -- but there is very little detail on this, no
dollar volume is assigned to insurance, it is essentially a continuation of Travelers” limited programs to
date. In fact, Travelers owns Primerica Financial Services, which pitches term life insurance of
questionable quality (and higher than normal interest rate home equity loans) to working class people. The
point would be to clean up inequities in Travelers / PFS’ existing insurance operations, which this
announcement does not do.

At page 1-2, the only dollar break-out in the Announcement is set forth: $6 billion of the purported $115
billion will be “targeted” for the Center for Community Development Enterprise.

After issuing the Release, Citibank disclosed this break down for the remained of the $115 billion: $59
billion; credit cards and student loans. $20 billion: “affordable housing™ $30 biflion: smail business.

ICP notes: other banks do not include credit card lending in their CRA commitments — here, it is nearly
half of Citibank’s pledge. 18% interest rate credit cards, to college students and through “take one™ hand
outs by ATMs, are simply not CRA-relevant loans. See below,

On page two, Citibank claims to have improved its record in 1997 — even if true, that would not resolve the
adverse issues of record in this proceeding, given the stark racial disparities in Citibank’s 1996 lending (see
ICP’S 52-page April 13, 1998, comment).

Page 3 shows that the purported ““inclusion™ of insurance in the pledge is limited to property casualty
insurance, and is little more than a continuation of Travelers existing programs. Travelers’ “Urban
Auvailability of Insurance” program is said to have been founded in 1994 -- but is only operational in four
cities, none of them being New York (Citibank’s and Travelers’ headquarters, and where Citibank takes
most of its deposits). Expanding this program to “as many as six new cities” over three years is not a
meanmgful benefits, and hardly constitutes “one plus one equaling three,” as the Release quotes Mr. Weill
as saying.

That Citicorp and Travelers purport to be “focus[ing] public attention on this critical need” exemplifies the
arrogance and/or paternalism of these two compamnies. The first step for these companies would be to get
their own house in order — for Citibank to stop closing its few remaining branches in modest income
neighborhoods, and to address the racial disparities in its mortgage lending, and for Travelers to commit to
clean up its higher than normal interest rate and fee home equity lending, as only two examples. It appears
to ICP that the Companies are trying to DIVERT public attention from these company-specific issues, by
doing such things as paying for an annual test that will measure the financial skills of high school seniors
(page 4, near bottom).

Even as to the one category that the Announcement breaks out -- the $6 billion targeted at the Center for
Community Development Enterprise - little detail is given, Low Income Housing Tax Credit are lumped in
with “investments in housing securities” that could involve buying Fannie Mae securities that institutional
investors not subject to the CRA already buy. Virtually all other banks break out tax credits for



investments in loan funds, etc. -- this lack of specificity is telling.

The formal “pledge”™ set out on page six is intangible, to say the least:

L. The Companies “pledge” to be “transparent” (Pledge #1). (NOTE: the lack of specificity in this
Release is not a good start to the pledged “transparency™),
2. The Companies pledge to “modernize [their] products”™ -- which has been Citibank’s justification

for closing many of its branches in low income neighborhoods, claiming that more and more people
access Citibank over the Internet;

3. The Companies pledge to “take an even more visible role as a financial sector leader” — given the
massive lobbying budgets of each company, not really the problem that needs to be addressed; etc..

As to Messrs. Reed and Weill’s joint quote, it is unclear if they are committing that, for example, the
Primerica door-to-door sales people would start offering Citibank’s products ~- or continue offering
Travelers FSB’s and Commercial Credit’s high priced, relatively low quality (but more profitable)
products. Significantly, the release ends with a listing of Travelers’ operating companies, including
Primerica Financial Services and Commercial Credit -- presumably part of the pledge, with their
questionable and higher than normal priced (many credibly say “predatory”) products.

This Application should be denied.

We again urge you to:

1. deny this application

2. ask you to request further information on this application

3 ask that you send a representative to the public meeting the FRB has scheduled, for June 25 and
26, 1998, in New York City, and

4. Ask that you defer ruling on this Application untii the issues of the legality of the overall

combination have been resolved.
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“omplaints filed
vith insurance
>gulators in Del.

By JONATHAN D. EPSTEIN
Statf reporter

Taking a new tack in their ef-
t2 to block or delay major bank
‘rgers, 4 community activist
wup it Wilmington and its New
rk-based partner have filed
tests with Delaware insurance
ilators against two major fi-
ncial services mergers.
The move by the Delaware Com-
ity Reinvestment Action Coun-
, together with Bronx-based
wr City Press/Community on the
we, marks a rare occaston when
amunity activists have been able

to target a banking merger through
insurance regulators,

The activisis say the merger of
Travelers Group and Citicorp, and
the acquisition of Wilmington-
bhased Beneficial Corp. by con-
sumer finance rival Household In-
ternational, would be “hazardous
and prejudicial to the insurance-
buying public” and would “harm
Delaware restdents and con-
sumers,” according to a letter from
Inner City P'ress 1o the state Insur-
ance Department.

Accusing the compames of in-
surance "“redlining” and predatory
lending, the groups are calling on
bank and insurance regulators to
reject both mergers.

Insurance redlining means the
companics don't offer insurance in
certain areas, often low-income or
minority. Predatery lending in-
volves targeting low-income and
minority borrowers with signifi-

“T am clected by the people of Delaware.
1 will make my deciston based on
what is in the best interests
of the people of Delawaye.”

Donna Lee Williams, insurance commissioner

cantly higher interest rates and
fees, and promoting their own
costlier products when customers
could qualify for traditional hank
loans or insurance with lower rates.

In an unusual move, the ac-
tivists even called on state Insur-
ance Commissioner [donna Leo
Williams to withdraw herself from
dectsion making on the Household
application because officials from
bhoth Household and Beneficial

have contributed to her re-clection
campaign,

Citing a study by trade publica-
tion National Underwriter, the
groups note that Williams recetved
several hundred dollars from
Household and about $3,000 from
Benefieial in 1996 afone,

But Williams said Tuesday she
does not plan to step aside, adding
that the campaign contributions
da not create a conflict of interest

inance mergers fought from a new angle

under Delaware law. She noted
that she appoints an independent
hearing officer to take testimony
and make recommendations on
mergers, and does pot discuss
cases with her staff or either of the
companies.

“I will not recuse myself from
making the final decision in this
ense, That is my responaibility,” she
sajd. “I am elected hy the people of
Delaware. [ will make my decision
based on what is in the best inter-
ests of the people of Delaware.”

Delaware insurance regulatars
held a hearing into the Household:
Beneficial deal last week and will
consider the Citicorp-Travelers
merger Thursday in Dover.

DCRAC exceutive director
Rashmi Rangan plans to testify
aganst the latter deal. A decision
must be made within 30 days of o
hearing,

Sea INSURANCE — B8
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“If youare in the subprime hys;-
ness, youre gouging a community.
youre gouging a community,
youre violating all applicable con-
sumer protection laws,” Rangan
sard. “We don’t want them togbe
able to peddle more wares to a
]arger customer base.”
Iravelers and Citicorp an-
nounced their $80 billion merger
April 6. As part of the deal, T'rave]-
ers, an insurer, is applying to ac-
quire Delaware-based Citicorp As-
surance Co., which insures only
the risks of Citicorp or its affi];-
ates.

Prospect Heights, I11.-based
Household agreed the next day to
buy Beneficial for more than $8 bil-
lion, Including subsidiaries Cen-
tral National Life Insurance Co
_am_lr__Wegco Insurance Co. l

V

The insurance protests are an
unusual step for the two commu-
nity organizations, which have
teamed up frequently in the past
two years to protest major banking
mergers using the 1977 federal
Community Reinvestment Act.
The law requires banking regula-
tors to take into consideration the
comments of communities and
community activists about a
bank’s lending record in low-in-
come or minority areas.

These two mergers also involve
nsurance subsidiaries, however,
giving the groups a new venue for
their protests — which also have
been filed with the Federal Re-
serve Board and the federal Office
of Thrift Supervision.

But insurance laws don’t give
community groups as much
weight, forcing them to rely on
more limited guidelines that
merely require regulators to con-
sider the concerns of the “insur-
ance-buying public.” And that’s
given Travelers and Citicorp a
chance to fight back.

The companies argued that the
activists don’t have the right to
challenge the merger at the state
level because Citicorp Assurance
Co. doesn’t insure the general pub-
lic.

Insurance regulators mostly
sided with the companies, ruling
that Rangan can participate but
only as a consumer, not a represen-
tative of DCRAC, because she is
not a Delaware attorney and the
organization itself would not be af-

fected by the merger.

.. v

On Household's side, the ac
tivists accuse the company of
shedding its traditional commer-
cial banking business two years
ago because chief executive
William F Aldinger preferred to
focus on the higher-rate and more
profitable consumer finance busi-
ness. '

. And they said the companys
plans to shut down several Benefi-
cial lending operations, merge or
sell Beneficial’s community bank
and thrift subsidiaries, and close
hundreds of consumer finance of-
fices nationwide will.only hurt
consumers, especially 1n
Delaware. . )
“It is impossible to see how this
proposal ... offers any real benefits,
particularly to low- and moderate-
income consumers and people o’f
color, in the state of Dela\yare,.
wrote Matthew Lee, executive di-
rector of Inner City Press. .
However, Household officials
counter that the activists are un-
fairly using government lgndmg
data for Houschold that fail to re-
flect the company's actual
record, because most of its opera-
tions are not subject to govern-
nt reporting.

meOfflcipals also defended the com-
pany's higher rates, saying that
most of its customers don't have
major banking relationships and
are more likely to default than typ-
ical bank customers.

Finally, the operations s]ated
for closure generally duplicate
what Household already has or be-
lieves it can do more effectively,
Household assistant general
counsel Paul R. Shay wrote 1n a
letter to Lee.

T
T————



Activists ask
about tacit
Fed support

By JONATHAN D. EPSTEIN
Stalf reporter

Community groups squared off
with attorneys from Travelers
Group Inc. at a Delaware Insur-
ance Department hearing Thurs-
day, as the activist groups from
Delaware and New York tried to
block Travelers’ planned purchase
of Citicorp and its Delaware insur-
ance subsidiary.

Taking advantage of an opportu-
nity to cross-examine company offi-
cials — not allowed in banking
hearings on mergers -— the activists
peppered Travelers attorneys with
questions about discussions the two
companies had with sentor Federal
Reserve officials — including
Chairman Alan Greenspan — prior
to the merger announcement.

Through more than six hours of
testimony and cross-examination,
the activists tried to determine if
Fed officials — whose approval is
required for the merger to go
through — gave the companies any
kind of tacit advance support or
advice for their merger plans,

In particular, Matthew Lee, exec-
utive director of New York-based
Inner City Press/Community on the

I"aveIers
grilled on
buyout plan

Move, wanted to know if the Fed
had offered the company any guar-
antees that it would be able to get a
two-year waiver allowing it to cross-
sell banking and insurance prod-
ucts to a broader customer base de-
spite federal laws barring banks
from underwriting insurance.

Travelers’ attorneys, for their
part, acknowledged the discus-
siong but denied that Fed officials
had provided any assurances.

And they argued that such
questions were irrelevant to the
hearing, which dealt only with the
acquisition of the Delaware insur-
ance subsidiary. But Lee argued
that his questions addressed the
future financial strength of the
company and the integrity of its
officers, 1ssues that the Insurance
Department must consider.

Travelers and Citicorp an-
nounced their record-setting $70
billion merger April 6. As part of
the acquisition, Travelers is ac-
quiring Citicorp Assurance Co., a
Delaware-based company that in-
sures Citicorp and its banking and
credit-card subsidiaries against
potential loss from lending activi-
tles. As a result, the merger is sub-
ject to approval from state insur-
ance regulators.

The merger is particularly con-
troversial within the industry be-
cause 1t would unite the second-
largest commercial! bank and one
of the nation's largest insurance
companies. Decades-old federal
banking laws bar banks from un-
derwriting most forms of insur-

See TRAVLERS — back page
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Travelers: Activists question
firm’s future financial strength

FROM PAGE B7

ance and limits their securities ac-
tivities. Citicorp’s insurance un-
derwriting is permitted because of
its internal nature.

Travelers — which 1s techni-
cally acquiring Citicorp and be-
coming a bank holding company
— 1s counting on a Fed waiver giv-
ing it two years to come into com-
phiance with the law. The Fed is
also authorized to grant up to
three one-year extensions after the
waiver expires.

In the meantime, Travelers and
Citicorp are hoping that Congress,
which has been trying to change the
law for more than two decades, fi-
nally will approve legislation lifting
barriers between the banking, in-
surance and securities industries.

Lee and Rashmi Rangan, execu-

tive director of the Wilmington-
based Delaware Community Rein-
vestment Action Council, ques-
tioned the future financial strength
of the combined company if bank-
ing regulators require it to sell its
insurance underwriting business to
comply with federal law. -

Travelers and Citicorp, backed
by more than a dozen attorneys
from New York and Washington,
fought back. '

“This is not the Fed,” said Ed-
ward P Welch, a partner at Skad-
den Arps Slate Meagher & Flom in
Wilmington, representing Travel-
ers. “This is the Delaware Insur-
ance Commission. What we're
talking about is one tiny Delaware
Insurance company at the bottom
of the chain. It only does a limited
amount of business.”

AL —

A —




A ctivists renew crusade against

yroups want Fed to reject deal
etween Citicorp and Travelers

By JONATHAN D. EPSTEIN
Stall reporter

Still hoping against the odds to
wk the pending merger of Citi-
rp and Travelers Group, commu-
ty activists in Delaware and New
rk have asked the Federal Re-
rve to reject the deal and har sev-
nl officials — including Fed
wairman Alan Greenspan —
m considering the application.
The Delaware Community

Reinvestment Action Council and
Bronx, N.Y.-hased Inner City
Press/Commumiy on the Move,
have accused ollicials of the two
companies of improperly seeking
and possibly ohtiining assurances
from Greenspan and other Ied of-
ficiala thal the merger would be
approved.

The twao groups have filed for-
mal protests demanding that the
Fed -— which is considering
whether to approve the merger - -

immedialely dismiss the curront.
application and require that 1t be
roesubmmitted, with a clear stale-
ment from regulators Lthat there is
no puarantee of approval,

And they're denunding that sev-
eral Fed officials, tneluding
Greenspan, excuse themselves from
voting on the merger. "T'he process
i= sigrvifieantly tainted,” said lnoner
City Press diroctor Matthew Lee, in
aJetter Lo Greenspan and the Fed
hoard of governors,

Travelers oflicials, howoever, have
repeatedly said they did nothing
wrong, and did not receive any -
mal assuranées from the Fed. Thoy
and hanking industry attorneys
sind that alerting regulators to such

a merger is nol unheard of, and is
even appropriate for such a complox
and unusual deald,

Fed officials won'e comment. A
public meeting an the merger wil
be held Thursiday at the Federal Re-
serve Bank of New York: Lee and
DERAC exccutive director Rashmd
Iangan plan to testafy.

The activists, who also aceuse
the two companies of having a poor
record of serving low-incoeme and
minority commenities, also plan to
protest the merger ad a New Jorsey
Insurnnce Department hearing in
Treaton and a Delaware Banking
Department hearing I'eesday in
Wilmington,

The $80 Mllion merger of the na-
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tron's second-Targest commercial
hanloand one of the largest insurers
has penevsted an unusual level ol
controversy both hecause of 1s
sheer s1ze and beeause current fod-
eral L separates the banking, in.
surance and hrokerage industries.

Officials of the two New York-
hased financial giants told re-
parters when thev announced the
merger April 6§ that they already
had teld Greenspan and a senior
Fed attarney of the deal.

Based on those discussions, the
companies had said, they were
confident that the deal would he
approved and that they would he
able to obtain the necessary gov-

See CITICORP — B12
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Citicorp: Contlict claimed

1in merger with Travelers

FROM PAGE B9

ernment waivers to allow them to
legally continue operating both the
insurance underwriting and bunk-
ing businesses, while cross-zelling
the products to each other's cus-
tomers — a key part of the merger.

That set off a firestorm of criti-
cism from observers, activists and
even members of Congress. Both
the Fed and the banks soon clurtfied
publiely and in congressional hear-
ings that no guarantees of regula-
tory approval were granted, while
also noting that it s the entire Fed
board of governors, not the staff at-
tornevs or Greenspan alone, that
must decide on a merger,

The deal, which would create the
world's largest financial services
company, relies heavily on the ability
of the new company — to be called
Citigroup — to increase revenue by
selling Travelers insurance to Citi-
corp customers and the bank’s prod-
ucts to Travelers customers.

But that's also where it runs
squarely intc conflict with the law.

Under 1933 and 1936 laws, banks
are severely restricted 1n their bro-
kerage activities and are barred
from underwriting most forms of in-
surance. The law authorizes the Fed-
eral Reserve to automatically grant
a two-vear waiver to allow a com-
pany to come into compliance with
the law if 1t was not already a bank
holding company — like Travelers.

The Fed also has the option to
grant up to three cne-vear exten-
sionz of the waver

In the meantime, the two com-
panies are counting on rising pres-
sure in Congress to change the law
within the next five years. Law-
makers have tried unsuccessfully
fur about 20 years to break down
the barriers between the banking,
securities and insurance indus-
tries. Legislation passed the House
1n early May by a single vote, but
the Senate 1sn't expected to take
up the bill this year

Rangan, Lee and other con-
sumer and community activists said
Citicorp and Travelers are violating
current law to pressure Congrezs
and regulators, and force thraugh
changes that could harm the public
by creating a company that is too
big and too dominant.

They said that relying on such a
legal change could put the financial
stability of the company at risk I 1t
must sell 1its insurance operaticn.

However, Travelers officials
zald that rather than receive cut
right assurances from Fed Generu!
Counszel J. Virgil Mattinglv Jr. or
Greenzpan, it was the lack of anyv
cutright disapproval of their plans
by either Fed official that gave
them confidence to proceed.

And thev reiterated that theyv
are prepared to sell off the insur
ance underwriting business if nec-
essary to comply with federal law.
but don’t believe that would hur:
the combined company since each
separate unit remains profizable
and Citigroup would still bhe abls
to zellinsurance to customers,



OFFICE OF THRIFT SUPERVISION

APPROVAL OF APPLICATION FOR CONVERSION TO FEDERAL SAVINGS
BANK CHARTER, HOLDING COMPANY ACQUISITION AND TRUST POWERS

ORDER NO.: 97-.2¢

DATE: lMNovemrber 24, 1997

Travelery Group, Inc., CCC Holdings. Inc. and Commercial Credit
Company (jcintly. the "Holding Companies”), seek approval of the Office
of Thrift Supervision (the "0TS8") to convert The Travelers Bank, Newarx,
Delaware (the *Bank*). from a Delaware-chartered commercial bank to &
Fadorag_ggggﬁ_gggiggg_gggk (the "New FS8B") purguant tn 12 U 5.C 5
l454{e} and 12 C.F.R. § 552.2-6; to acquire the New FSB pursuant to 12
U.s.C. § 1467afle) and 12 C.F.R. § 574.3; and for the New FS53 to engage
in trust coperations pursuant €o 12 U.S.C. § 14f4in) and 12 C.F B. §§
$45.96 and 550.2 (together, the v"Apvlicatizns") . The Bank has deposics
ingured by the Bank Insurance Fund ("BIF") and proposes te retain BIF
depcesit insurance after the conversion.

The CTF has cons'dsved The Apnlica:r
reprezentations hy the Helding Companies,
under the faccors set forth in 12 U.S.C. 464 {2}, 14€4{n) and
1467afle}y angd 12 C.F.R. §§ 545.95, 550.2. 2.2-1., 552.2-% and 574.3, arcd
urnder the Community Reinvestment Act, 12 U.S.C. § 2301 &0 geg., and tna
0TS regulaticons thereunder, 12 C.F.R. Pavrc S632. In addition. zhe OTS
nas concidered a digest from the Nercheast Regional Office, an analysis
prepared by Corporate Activities, an analysis from Compliance Policy and
a legel opinion from the Business Transa~tions Division. Fy r

the OTS has considered comments on the Applications gubmitted by Inner

City Press,/Community on the Move, Bronx, NEE_EQE&__QQQﬂPEl&&g}c

S, a3 gugypiemented by
he Bank and their attorneys,

Community Reinvestment Action Council, Inc., Wilmington, Delawazp
—_—— e — e — T ——

This approval order shall algo Berve as natice to the New FSB that
thne QTS reazerves the authority to evaluate the appropriateness of
marketing disclosures as they pertain to the differentiation betwesn
idsured and uninsured pEBEEEEE_EQ—Eg;zhg_itS examiners periodizally, and
without identification’ as OTS employees, sclicit the New FSB, tre

S$.M.A.R.T. offices or individual agents for information on nondeposic

investment ct insured products. ——
For the reascns set forth in the Northeast Regional Qfftce dlgeat,
the analysis from Corpcrate Activities, an anaiysis from Cempliance

Policy and the Business Transactions Division legal opinion, the
Directer finds that the Applications satisfy the applicable appraoval
gtandards, prrovided that the conditions set forth below are satisfied.
Accordingly, the Applicaticns are hereby approved, subiect to the
tollowing conditions:



-2-

1. The propoged tranzaction shall be consummated no later than 120
calendar days after the date of this approval order, unless an extensgion
is granted for good cause by the Northeast Regional Director, or his
designee ("Regional Directorn);

2 On the buginegs day prior to the date of zonsummation af the
proposed transaction, the cntef financial cfficers ¢of the Bank and <he
ir i Meameariag galhall savEd fy o Reo o FRe Desd sl D e e e g 4o 4o
a1 F T R = L 4 = WL L ALYy [ e aTaldiial Lalei_LeaL, PO Wl J.\_J..ll(_‘i,
that no material adverse events or material adverse changss have
gcourred with respect to the financial condition or operaricns ~f The
Banx and the Holding Companies gince the date of the financia:
statements submitted with the Applications;

3. The Bank will obtain all required regulaszory and shareholder
approvals prior to ccngummation, will act to satisfy all reguirements
and conditions imposed by the 0TS, and will comply with all applicable
laws, rules and regulations;

4, No later than 5 calendar days from the date of consummation of the
convarsion, the WNew F3B shall file with the Rggional Director, a
cartificarisn by legal coungel gtating the effective dare of the
canversion end that the conversica has be=rn consumezced ir accordance
with the provisions of all applicable laws and regulations, the
Applications, this Order and the representations by the Holding
Companies, the Bank and their attorneys:

5. The New FSB and the Holding Companies’ subsidiary sscurities
brokerage entities, or any 9f the Holding Comrpanies’ subsidiaries that
engage in securities brokerage ("Broker Desler®) must be operated as
geparate lsgal entities sc that: 1) their respective aczounts and
records are not intermingled, 2) each observes the procedural
formalities of separate legal titles, 3} each is held ocut to the public
as a separate enterprise, and 4) neither dominates the other to the
extent that onhe is treated as a mere departmant of the other;

6. A majority of the New FSB’'s board of directors must not be comprised
of individuals who are directors or emplaoyges of any securities
afrfiliate;

7. The New FSB and the Broker Dealer are prohibited from sharing common
officere urless prior written approval is sbrained from the Regiconal
Director, which shall be based on criteria such as regulatory
compliance, experience. character, integrity and the ability to perform
both dyties; .

B. wWith reapect £o transactions betwsen the New FSB and the Broker
Dealer, the New FSB and the Broker Dealer mus+- take meagsures necessgary
to ensure that their officers and directors adhere to the principles set
forth in CTS reqgulations on conflicts of interest, 12 C.F.R. Section '
563,200; corporate opportunity, 12 C.F.R. Secrtion %63.201; self-dezling,
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12 C.F.R. Section 550.10; and any other additicnal or succeascr

ztavements of policy or regulations addressing these subjects. The

officers and directors of the New FSB and the Broker Dealer are

prohibited from using thelr influence to: a) take advantage of a

Susiness opportunity for the securities affiliate’s henefir when the “gr’
spportunity is ©f present cr petential advantage ro the New FSB; or b

place the securities affiliare in a pogition that lzads to, or could ~
create the appearance of a potential conflict of interest;

Fa

% The New #SB, its Holding {crpani=s and ths Ersker Dealsr ars zuh-ezr
Q}) ,Q, to the provisions of 12 C.F.R, Section S63.76., Offers and Sales of

Securities at an Office of Savings Asgociation, and related policy

S&. esnablished in OTS Thrifr Bulletins 23-2, InterAgency Statement on

‘} Retail Sales of Nondeposgit Investment Products (the "InterAgency
Statement"), and 23a, Limited Exceptions t3 Prohibiticns on Sales »of
Savings Institution’s Securiries, and any additiconal or succegsor
statements of policy or regulations addressing these subjects. The New
FSB and the Holding Companies shall ensure compliance by rthe Broker
Dealer with, at 4 mirimum, the (eneral Guidelines in Disclosures and
Adverciging get forth in the InterAgengy Statemsn:t whnenever the Broker
Jealer or thelr repregentativesy market, or offzr for sale, deposit
piodurne of the New FSE;

10. The New FSB 8hall opsrate wirhin the parameters of the submitted
buginess plan. Any proposed major deviations or material changes from
~he supmitred plan, and in particular those perroaining to the
crass-marketing of deposit and non-depcsit products, shall receive the
prior written non-objection of the Regicnal Director. The reguest for
crhange shall be submitted a2 minimum =of 20 days befsre the proposed
change is anticipated. In ths event of a preopesed contracruyal change
invelving service providers, a revised plan shall be submitted ts the
Regional Director a minimum cf 15 days prior ¢ entering into the
contraco,

11, Any ccontracts or agréements pertaining to traasacticns with
affiliates not yet submitted to the OTS for review shall be provided to
the Regional Director and shall recesive hig written non-obJection prior
tc executicn;

12. The New FSB’'s CRA plan shall be subjert te any future changes in
requirements contained in regulatery policies cor regularions that the
CTS, on its own., or acting in concert with other financial ingtitution
regularory agencies, determines are appropriate for depcsitory
ingritucions;

13. Any changes that the New F$B inltiates to irs CRA plan within the
three year period following approval of the Applications shall be
sucject to the prior written approval of the Regional Director;

14. within %0 days of consummation, the New FS$3's Compliance 0fficer
shall develop a plan to:
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(a: monitor the sales practices ©f Primerica Financial Servizes Home
Mortgages, Inc. ("PFS") representatives to ensure that all cuztzmers, :#:’
particularly those who have applied for hign loan-to-value ratic loans
and fcr mortgages referred to in Section 103(az) of the Truth in Lending
Act, are properly and completely apprised of the financing opticns
reasonably available to them through the New FSB and the costs and risks
agsociated with each option;

(b) provide compliance training to PFS agente, underwriters and othe
agpropriate peracnnel Iin the lcan approval process on regulatory masters \L‘
and consumer protection issues associated with high loan-to-value ratic
loans and for mortgages referred to in Secrion 103(aa) of the Truth in
Lerndirg Act;

¥

{z) place controls and review procedures in the loan approval process
te ensure that, on applications for high leoan-to-value ratico 1oans and
for mertgages referred to in Section 103{aal ¢f the Truth in Lending #{
Act, due consideration is given te the customer’s abilicy to repay; and

(4) engure that sgenior management <f the New FSB exercisges appropriace
EEES;ESHiE_iEEIEEiﬂg ;ﬁg}ggﬁgg_gggﬂtigb loan-to-valus ratic
To. morugagss referred TO in Sesticr 1f3iaar ol thz Truth fn Lioding
and addresses 1ts ability to Maintain the confidence of customers an
“he public in itg lending operationcs.

The plan ghall include provisions for‘éiﬂiiﬁizil_zzgzziiﬂs toc the
Regional Director on the activities conducted under the plan and the

results of the plan. Such reports ghall commence gix months after
consummation and continue fcr three years after consummation;

15, Al. agreements, policieskand standards or contemplated changes in
such agreements, policies and strandards that percain to the New FSB's
payment of broker fees (currently 3 4% of the loan amount) provided tc
agents for the marketing cf the New FSB's home eguivy loans, are subjent
to the pricr written non-c¢bjection of the Regional Director;

16. The New FSB will, on a semiannual basis, analyze and repcrt oo the
Regioral Director progress made on the fulfillment of the lending
commitments to low- and moderate-incoms borrowers it has included in 1ts
Busineds plan. Increases to those lending commitments will be exgected
as operatiosns under the business plan proceed; ard

17. The New FSB shall neot make any lending decisions, in whole or an
parc, on any prohibited bhasis including the aze or location of a
dwalling.

Any time pericd specified herein may be extended by the Northeast
Regional Director., or his designee, fov good cause, for up te 120
calendar days.



Office of Thrift Supervision N Ews

1700 G Streat, N.W., Waihington, D.C. 20852 Telaphone 1202 p08-8877

FOR RELEASE at 4:30 pm. EST For further information
Monday, November 24, 1997 Contact: William Fulwider
0TS 97.83 202/906-6913

0] PR E, RO

FOR FEDE T C ER

WASHINGTON, D.C., Nov. 24, 1997 — The Travelers Group, Inc. received approval from
the Office of Thrift Supervision (OTS) today to convert its Delaware-charfsred commescial bink w &
federal thrift charter. The new institution, Travelers Bank & Trust, FSB, will operate out of Newark,
Del. |

OTS also granted the new thrift full trust powers which will be conducted through an ageacy
office located in New York. Travelers Bank & Trust will be a subsidiary of Commercial Credit
Company, which is & subsidiary of Travelers Group. OTS approved both as thrift holding
companies, as well as another Travelers subsidiary, CCC Holdings, Inc. The conversion to a thrift
wiil permit Travelers to consolidate its mortgage lending operations and trust activities in one
institution, using the powers afforded by the federa] thrift charter.

As part of its approval, OTS imposed o number of conditions that Travelers must fulfill
regarding CRA and lending concems noted by OTS, as well as by two groups that protested the
application.

Travelers will have no deposit base outside Delaware, but will do most of its lending
activities outside the state. OTS noted that Travelers has taken the view that its CRA obligation
extends throughout all of the communities where it does business and has made an initial pledge to
muake at least $430 million in home equity loans to low-~ and moderate-income botTowers over the
next three years. Moteover, OTS and Travelers expect that home equity lending will [ncrease
beyond this leve! as Travelers’ business plan unfolds. The new thrift’'s CRA plan must comply with

-more-
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16, The New FOE will, on a eamiannual basis, analyze and report to the
Regional Director prograss made on the fulfillment of the lending
commitments to low- and moderate-income borrowers it hag included in {ts
buginess plan. Increarss to thoee lendinyg comnitments will be expected
as operatiens under the business plan procesd; and

17. The New FSB ghall not make any lepding deciaiona, in whols or in
part, on any prohibited basis including the age or location of a
dwelling.

Any time period specified herein may be axtended by the Northeast
Regional Director, or his designae, for good cauae, for up to 120
calendar days.

By Order of the Director of the Office of Thrift Bupervisiecn, or
ner designee, effective November 24, 1997.

ol
. F. Downey
Executive Director, Superv

ien
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Office of Thrift Supervision N Ews

1700 G Siraet, NW., Waahington, D.C. 20552 Telaphcne 202! W8-2877

FOR RELEASE at 4:306 p.m, EST For further information
Monday, November 24, 1997 Contact: William Fulwider
OTS 97.83 202/906-6913

0 PR E RO

FOR FEDERAL THRIFT CHARTER

WASHINGTON, D.C,, Nov. 24, 1997 - The Travelers Group, Inc. received approval from
the Office of Thrift Supervision (OTS) today to convert its Delawars-chartsrud cormmencisl bink w a
federal thrift charter. The new institution, Travelers Bank & Trust, FSB, will operate out of Nowark,
Del. '

OTS also granted the new thrift full trust powers which will be conducted through an agency
office located in New York. Travelers Bank & Trust will be a subsidiary of Commercial Credit
Company, which is & subsidiary of Travelers Group, OTS approved both as thrift holding
companies, as well as another Travelers subsidiary, CCC Holdings, Inc. The conversion to & thrift
will permit Travelers to consofidate {1s mortgage lending operations and trust activities in one
institution, using the powers afforded by the federa] thrift charter.

As part of its approval, OTS imposed & number of conditions that Travelers must fulfill
regarding CRA and lending concems noted by OTS, as well as by two groups that protested the
. application.

Travelers will have rio deposit base outside Delaware, but will do most of its lending
activities outside the state. OTS noted that Travelers has taken the view that its CRA obligation
extends throughout all of the communities where it does business and has made an jnitial pledge to
make at least $430 million in home equity loans to low- and moderate-income borrowers over the
next three years. Moreover, OTS and Travelers expect that home equity lending will Increase

beyond this leve! as Travelers’ business plan unfolds. The new thrift's CRA plan must comply with

-mare.



Traveless approved —2

any future changes in regulatory requirements, and changes to its plan within the next three years
must have the written approval of OTS.

OTS said the former Travelers Bank, as a siate-chartered eatity, was examined by the Federa]
Deposit Insurance Corporation (FDIC) for CRA purposes and received a “satisfactory” rating on its
last CRA e¢xamination.

Additionally, the thrift must develop & plan covering high [oan-to-value ratio loans and high-
cost mortgages t0; a) monitor sales practices to ensure that all customers, paticularly those applying
for these loans, are apprised of available financing options; b) provide compliance training to agents,
underwriters and other personnel; ¢) ensure that due consideration is given to the mortgage
customer’s ability to repay, and d) ensure that senior tuift management exercises appropriate caution
in approving these loans and addresses the thrift's ability to majntain customer and public confidence
int its lending operations.

Other conditions in the OTS approv=l order require that the new thrift elear with OTS ali fee
payment arrangements for agen:s marketing its home equity loans; that it not make any lending
decisions on any prohibited basis, inciuding the age or location of a dwelling; and that the new thrift
follow regulations and guidance pertaining to the cross-marketing and sale of non-deposit products
and any transactions with affiliate companles within the Travelers family.

B

The Office of Thelft Supervision {OTS), a burcay of the U.S. Treasury, regulates and supervises the nation’s thdft induatry. OTS'
misslon is 1o ensure the safery and soundness of theift institutions and to supporn thelr rolc 83 home mortgage fenders und providers of
other community credit and {insncial dervices. For copies of news releases and other documents call PubliFax at 202/306-5660, or
visit the OTS web page at www.ols treas gov.
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June 23, 1997

Office of Thrift Supervision

Attn: Messrs. Corcoran and Sjogren
1700 G. Street, N.W.

Washington, DC 20552

RE: Additional Comments Protesting and Requesting Oral Argument
on Traveller' Applications--expanded now to include Security
Pacific Financial Services

Dear Messrs. Corcoran and Sjogren:

We again join with the Inner City Press/Community on the Move's protest now
expanded to include Travellers' acquisition of Security Pacific Financial Services.

Additionally, today I met with an elderly African-American couple to assess the
nature of their victimization by Commercial Credit. Attached is their signed and
dated letter to me. Their problems are listed below.

April 1996: The Harris' went to Commercial Credit for a $7,000 loan. They were
offered a consolidation loan package to pay off all other debts. They were paying
approximately $800/month in all their debts and were reluctant to consolidate their
auto (2 years left with approx. 300/month payment) loan and therr Commercial
credit loan (2 years left with approximately 150/month payment). Their Farmer's
Home loan and the loan from a bank cost them another 350/month--both were for 10
years. The Harris' were given a good faith estimate for $20,001 on April 29.

May 1996: Scttlement statement--The Harris' have signed a settlement statement
which shows that they borrowed $52,022 .64 from Commerciat Credit. There is



clearly a grave discrepancy here. Line 1600 shows 52,022.64 as the loan amount,
yet the points are charged on the basis of a mortgage of $49,545.37. Additionally,
the Disclosure Statement, Note and Security Agreement shows amount financed as
49,545.37 and principle as 52,022.64. The points (2477.27) that were tacked on to
the loan do not reflect in the amount financed. How in the world was Commercial
Credit going to collect on this.

Question, why is the principle different from amount financed?

Further, analysis gives us some clues on Commercial's tactics. The Harris' were
paying 83.34/month for the first year for the points and would have paid
125.34/month thereafter for 19 years. The 5 points over the twenty years would
have cost the Harris' $29,577.60. If Commercial were to claim that 83.34 in the first
year and 125.34 thereafter additional mortgage payment was going toward
insurance--might [ add, that the Harns' did not realize that they borrowed 8828 .91 to
pay for a 10 year credit life insurance covering the principle

Nowhere in the paperwork have [ seen the actual interest rate that the Harmis' were
paying. In the disclosure statement I do notice that the regular monthly loan
payment without imsurance is $384.36 (extrapolating it to the amount financed
$49,545.37 for 20 years, I get a 7% interest rate--excellent deal if there were no
catches). The APR is a whopping 10.80 percent. If this was a simple loan from a
bank, the points would have been added to the total mortgage--which would then be
$52,022.64 and at 7% for 20 years the Harris' would have paid $44,316.07 in
finance charges versus $72,278.63 that they would have paid with Commercial.
(Harris' are looking to refinance--they have an excellent credit and in no way can
Commercial claim nsk minimizing strategies that add on unnecessary financial
burden).

Inadequate disclosure: When Harris' went to closing, they knew that they were
paying off $33,038 and receiving $6,999.78. They did not see the numbers,
subsequently reflected in the settlement sheet which include a closing cost of
$11,984.18. Loan discount fees were 5% (assuming borrowing $49,545 37 this
equals $2477.27 accurately reflected on line 802); a Credit Life Insurance premium
of $8828.91 (In Mrs. Hammis' words, "I am not stupid. If I knew I was paying
$8828.91 for a ten year credit insurance premium, I would have said no.")--at 7%
for 10 years this works out to a monthly payment of $96.73, more than enough to



buy a $300,000 term life insurance.

Borrowers did not know that there were prepayment penalties and this note carried
a demand feature. The Harns' firmly believe that when they signed the documents
the form was relatively blank. They knew that their payments will be 467.70 per
month for 20 years--and were quite comfortable with this payment. They did not
know that they had to only pay 384.36/month for the mortgage. They pay their
home owners and their taxes on their own. To date they know that they pay a little
extra every month for insurance.

Why should they have paid an additional monthly insurance premium when they
have already financed it at a usury cost of 96.73/month for a 52,000 ten year
coverage!

Excessively high and duplicate charges: In the Settlement sheet, line 1103 1s a
title examination fee of $150; line 1108 is a title insurance fee of 75.00 (1109 and
1110 lenders and owners coverage is not applicable!) --title search fees 1n Dover,
Delaware run around $75.00. Document preparation fees of $1235 is an excess
(most do not even charge any) Recording fees run at about $8/page and a total of
$7 to record--did Commercial record 9 pages!.

Prepayment penalties: The Harris' did not know that paying oft their mortgage
early would cost them a hefty sum (5% of unpaid principle if paid off in the first
year, 4% within two vears, 3% within 3 years, 2% within 2 years and 1% within 5
years). They also did not know that cancelling insurance would cost them on the
basis of "Rule of 78"--I myself do not know what this is.

Inaccurate application of payment toward principle: A payment history versus
what should have been applied follows for a one year period--this is assuming the
rate to be 7% amortized over twenty years on a 49,545 37 loan.

The absolutely haphazard and random manner, in which Commercial applied the
payments of $467.70 (see the following table) each month toward principle against
the $384 .36 that should have been amortized following standard amortization
schedules resulted in paying down the loan by only $871.25 versus $1177.57.

[



Random application of payment toward principle:

date Principle | Interest Principle Interest/charges Not applied
should be | should be | applied apphed

6/15/96 95.02 289.34 0 6.51 81.84

7/15/96 95.57 288.79 97.47 370.23

8/15/96 | 96.13 288.23 52.76 41494

9/15/96 96.69 287.67 79.09 388.61

10/15/96 | 97.26 287.1 53.82 413.88

11/15/96 | 97.83 286.53 118.85 348.85

12/15/96 | 98.40 28596 106,76 360.94

1/15/97 | 98.97 285.39 56.05 411.65

2/15/97 | 99.55 284 81 69.35 398.35

3/15/97 100.13 28423 8272 384 98

4/15/97 100.72 283.64 70.52 397.18

5/15/97 101.30 283.06 83.86 383.84

Total 1177.57 | 343475 871.25 4279.96 81.84

Due to the prepayment clause--not adequately disclosed--attached to the insurance,

when the Harris' wanted to have the premium applied to their principle, only

$7,026.63 of the $8828 91 was applied. It cost the Harris' $1802.28 to insure for

$52,00 for one year. The pay off balance on 06-09-97 was $46,541.95.

We urge you to investigate the Commercial Credit's lending policies and practices
for fair lending violations. We also urge you to interview Ms. Harris and carefully
review facts as [ have stated herein. Upon OTS gaining the Harris' approval, T will

gladly share documentation with you. Once again, we protest Travellers'

reorganization plans, request a hearing on this matter, and request additional time to

prepare our testimony. Thank you for your attention.

Sincerely,

Lok,

—

Rashmi Rang
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EXECUTIVE SUMMARY

This guide, issued by the Greater Rochester Community Reinvestment
Coalition (GRCRC), contains analysis of lending patterns in
Rochester. GRCRC was convened in 1993 to generate discussion about
lending patterns in Rochester. The Coalition is releasing this
guide to home mortgage lending to continue the ongoing discussion
on this subject. The guide is based on an analysis of 1993, 1994
and 199% HMDA data.l 1995, is the most current year for which data
is available.

Some of the most significant findings of the guide are as
folliows:

e In 1992 the suburbs had a lending rate that was one hundred
and fifty percent (150%) higher than the city lending rate.
In 1995 that gap had narrowed so that the suburban lending
rate was only thirty-five (35%) higher than the city’s
lending rate.

e In 1995 the disparity in the lending rate between white and
minority moderate income had been eliminated.

* Denial rates for minority loan applicants continue to be two
or three times the rate for white applicants.

e There has been no improvement in lending to rental units in
the city since 1892.

While significant improvements have occurred in the last four
years much work remains tc be done. The Coalition believes that
by continuing to work with area banks, the city, county and
community we can continue to improve on the work that has been
done. We can also address the problems of high minority denial
rates and lack of rental lending with innovative solutions.

We would like to see members of this community use this guide to
support the banks that are lending in the city, particularly in
the low and moderate income and minority neighborhoods in the
city. We would like to hear from individuals about their
experiences with area banks in obtaining mortgage loans, small
business loans and perscnal loans.

We challenge the banks who have not made any significant
improvement in their lending performance since 1992 to do better.
A number of banks are lending aggressively and prudently in the
city’s underserved neighborhcods. It can be done. If banks
continue to underserve cur low income communities we should ask
ourselves whether we should continue to bank with them.

' Some of the HMDA analysls was completed using HMDA Works, a
software program developed by the Center for Community Change.



INTRODUCTION

In May of 1993 the Coalition issued a report about mortgage
lending in Rochester. The report was based on an analysis of Home
Mortgage Disclosure Act (HMDA) 2 data for 1992. The report found
that lending in inner city neighborhoods was one quarter of
lending in the Metropolitan Statistical Area (MSA)’® and that
moderate income minority census tracts had significantly lower
rates of lending than moderate income white census tracts.

In April 1995 a report on the comparison of denial rates for home
mortgage loans in the Rochester MSA between blacks, Hispanics and
whites was released. That report fcound that black and Hispanic
applicants had a denial rate that was two or three times as high
as white applicants. This disparity existed across all income

groups.

The Coalition is releasing this guide to home mortgage lending to
continue the ongoing discussion on this subject. The guide is
based on an analysis of 1992, 1993,19%4 and 1995 HMDA data. It
compares lending patterns between the city of Rochester and the
MSA as well as in different census tracts in the city. It looks
at denial rates amongst different racial groups in the MSA. It
also compares the lending patterns of the nine largest area
banks.

The Community Reinvestment Act is a Federal law that was
originally passed in 1977. New regulations were issued in July
1995 and the law was considerably strengthened. The Act requires
federally insured banks to serve the credit needs of the entire
community, including the low and moderate income community. This
includes having affordable mortgage products, small business
loans and checking accounts that can be utilized by low and
moderate income residents of the banks’ service area.

Banks must alsc report by census tract where their home mortgage
loans were made; the income, race and sex of the applicants; and
the outcome of each application for a loan. This data can be
analyzed to measure a bank’s lending performance. Beginning in
March 1997 banks over a certain size will also be required to
report their small business loans.

For more information about the Coalition or the guide call Ruhi
Maker at 716-454-4060 x737 or Sister Beth LaValle at 716-244-
4817.

2 This report uses Home Mortgage Disclosure Act (HMDA) data
which is a wvailable for public review at the 0ffice of Housing,
City of Rochester which serves as a federal depository.

> The Metropclitan Statistical Area {(MSA) includes the
Monroe, Wayne, Ontario, Livingston, Orleans and Genesee counties.



COMPARISON OF THE CITY OF ROCHESTER TO MSA
LENDING IN THE CITY OF ROCHESTER HAS INCREASED

Home Mortgage lending in the city of Rochester has increased 1in
the last four years and the lending gap between the city and the
suburbs has narrowed. The Coalition’s analysis of the 1992 HMDA
data revealed a significant disparity between lending rates in
the city and the surrounding suburbs. 1993, 1994 and 1985 saw a
significant improvement in lending for owner-occupied mortgages
in the city.

TOTAL HOME MORTGAGE LOANS IN THE CITY
1492 2,927
1995 5,974
1994 1,441
1965 3,739

1002 there were approximately 3,000 home mortgage locans made
izv 2ll flnanclal institutions in the city. That number increased
dramaticaily in 1293 and 1994 during the refinance boom. Interecst
rates for home mortgage loans were lower than they had been 1n
yeirs and many home-owners retinanced their mortgages. In 1295
thoere were almest 3,800 leans in the city.

TOTAL FHA AND CONVENTIONAL LOANS IN CITY

TEAR rHA CONVENTIONAL TOTAL
1982 328 579 917
1893 544 843 1787
1994 787 1,335 2122
1995 785 1,331 2126

Total FHA & Conventional Loans in the City
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A breakdown of the kinds of loans is more illuminating. Home
mortgage loans include FHA, VA,? conventional home purchase,
refinances and home improvement loans. If the increase in city
lending was limited to refinances and home improvement loans it
would merely be an indication of existing homeowners obtaining
financing. However the number of FHA and conventional loans has
doubled in the last three years. In 1992 there were cnly 217
conventicnal and FHA home purchase loans. In 1995 there were
over 2,000 FHA and conventional loans.

PERCENTAGE OF LLOANS iN THE CITY
1aa2 1593 1991 1995
11° 17.5% 20% 20%

Percentage of Loans in the City
1992-1995

Percentage
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A greater proportion of the total loans made in the MSA are now
made 1n the city. In 1882 only 11% of the total loans made in the
MSA were made 1in the city. In 198% that percentage had increased
to 20%. More loans were made in the city and fewer loans were
made 1in the MSA as a whole.

*

4

Federal (FHA) and Veterans Administration (VA) locans are
insured by the Federael Government.

L



Another way to look at the lending data is to examine the number
of loans made per 1000 housing units (HU)®. In 1993 the lending

rate of all banks was 59/1000 HU in the city. It was 85/1000 EU

in the MSA.

In 1994 the gap in the lending rate between the city and MSA
narrowed. The city lending rate dropped to 44/1000 Housing units.
The MSA lending rate was 55/1000 Housing units. In 1994 there
were 12,000 fewer refinances in the MSA. Interest rates were
higher and fewer people were refinancing their mortgages. This
resulted in a lower lending rate in the MSA. The drop in the city
lending rate was caused by the fact that there were 1,200 fewer
refinances in the city.

By 1995 the city rate was 37/1000 HU and the MSA rate was 47/1000
HU.

Although the gap in the lending rate between the city and the MSA
has narrowed and is a cause for celebration it still exists. The
Coalition believes that there is still an unmet need for lending
in the c¢ity and bhanks need to reach out to residents tc meet that
need. The city of Rochester has initiated a Homeownership program
which includes help with closing costs, for Home Expo homes as
well as rehabilitation of existing homes. Many of the area banks
have introduced affordable mortgage products. Althcugh housing
prices in the c¢ity have been falling since 19%4 and interest
rates are higher, the number of first mortgages (FHA, VA and
conventional} originated by the lending institutions has been
maintained at the same level as 1993. The lower prices may have
made home ownership an option for many moderate income residents
who were previously renters.

Given the high cost of renting in the city and the suburbs, as
well as the poor quality of some of the rental stock, it should
be possible to market homeownership options to many moderate
income city and suburban residents. It is the Coalition’s belief
that lending can be increased in the city.

* This guide analyzes the rate of lending per housing unit.

Some analysis are done based on the rate of owner-occupied housing
units. we have deliberately chosen to include all housing units
because of the high percentage of rental units in the city and the
lack of lending to rental units. Excluding the rental units would
have resulted 1in a higher rate per HU which would have
inaccurately reflected the lending pattern in the city.



COMPARISION OF CENSUS TRACTS WITHIN THE CITY OF
ROCHESTER

LENDING IN PREDOMINANTLY MINORITY CENSUS TRACTS HAS IMPROVED
MEASURABLY

TOTAL LOANS IN MINORITY CENSUS TRACTS

1992 1993 15894 1995
534 1,013 1,086 997
., 1200
£ 1000
S 800
S 600 |-
3 400 -
E 200
= 0 8 i _ : i -
1992 1993 1994 1995
Year
Chart C

CENSUS TRACTS WITH A MINORITY POPULATION GREATER THAN 80%

The Coalition’s report analyzed 1992 HMDA data to see how lendinc
in predominantly minority census tracts compared with lending
patterns in predominantly white census tracts in the city. We
determined that there was very little lending in census tracts
which had a minority population of more than 80%. Lending has
improved measurably in the last three years. In 1592 there were a
total of 161 loans in 80%+ minority census tracts. In 1993 that
figure had increased to 312 in 1994 to 403 loans and in 1995 to
417 loans.

Despite the improvement, predominantly white city census tracts
still have twice as many tctal loans as predominantly black
census tracts. In 1994 city census tracts with a minority
pepulaticon of under 10% had 950 lecans; more than twice the number
of lcans in census tracts with a minority population of more than
80%. This is especially concerning as almost a 1000 more people
were living in the 80% to 100% minority census tracts than in the
census tracts with 10% or less mincrity population.

CENSUS TRACTS WITH A MINORITY POPULATION GREATER THAN 50%

Lending in census tracts with a mincrity pcpulation in excess of
50% alsc improved. In 1992 there were a mere 534 loans in such
census tracts. There were approximately 1,000 loans in those
census tracts in 1993, 19%94 and 1985.



LLOANS IN MODERATE INCOME CENSUS TRACTS

YEAR 1992 1993 1994 1995
MINORITY 120 470 366 330
RATE\N1000 HH 15 58 42 39
WHITE 487 1255 981 815
RATENHH 1000 22 58 45 38

Loans in Moderate Income Census Tract Per 1000
Household

60
50

30

20 o
0 w

White Census Mnority Census :
Tract Tract g 1994,

l.oans Per 1,000
Housecholds

g 1993 |

1 :
By Race and Year {D19955

Chare D

There 15 no longer a disparity in the lending rates of white or
minority moderate income census tracts. The coalition’s previous
report had pointed out the difference in the lending rate in
minority moderate income (50% < 80% MFI)® census tracts versus
white moderate Lncome census tracts. Since ilncome in white and
minorlity moderate income census tracts is the same one possible
cause for the disparity 1in lending rates was the race of the
residents of the census tract.

In 1992 the lending rate {loans per 1000 housing units) in
moderate income mincrity census tracts was lower than in white
moderate income minority census tracts. The minority rate was
15/1000 HU. The rate in white census tracts was 21/1000 HU.
Census tracts that had a minority population greater than 50% and
a median income between 30% - 80% of the MSA median only had 120
loans in 1992.

However lending has increased in both white and minority moderate
income census tracts. In 1995 the lending rates for white and
minority moderate lncome census tracts were identical. The city’s
lending rate was 27 loans/1000 HU.

b Income was $40,856 in 1992.

The area Median Famil
, 428 - 32,684.

Y
Moderate 1ncome (50-80%)1s $20, 4



The neighborhoocds represented by these minority mcderate income
census tracts are the SWAN X PLEX areas to the east of Genesee
St. and the 14621 neighborhood in the Northeast.’ These
neighborhoods have suffered from years of disinvestment. The
increased lending is a modest beginning which needs to be built
upoen .

The 19th ward is another minority neighborhood but 1s not

inciudea  in  this portion of the analysis as 1t 1s middle
income (»BCY of MFI). The lgans generated by the construction of
First Place are alse not included in these numbers as census tract
e

income {5007 MEFi)and minority.
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DENIALS

AFRICAN AMERICAN AND HISPANIC APPLICANTS WERE DENIED MORTGAGE
LOANS AT TWO TO THREE TIMES THE RATE AS WHITE APPLICANTS

In April 1995 the Coalition released a report on denial rates in
mortgage lending in 1983. The report found that black and
Hispanic loan applicants were two or three times more likely to
be denied loans as white loan applicants. This disparity
persisted across all income groups.

1995 DENIAL RATES ACROSS INCOME LINES

Income White Black Hispanic Asian
Less than 80% of median 20% 36% 22% 27%
{low—mod;

B80-99% of median 17% 31% 25% 21%
'100-120% of median 14% % % s
More than 120% of median 10% 25% 11% 9%
(upper)

1995 Denial Rates Across Income Lines

Percentage of Denial

OWwWhite
WBlack
OHispanic 1
Less than 80% 80-99% 100-120% More than 120% EAsian i

Applicant's Percent of Median Income

Chart E

The chart above analyzes denial rates across income and race
lines. These rates are based on denials by all the financial
institutions lending in the M3SA. The denial rate for all ethnic
groups decreases as ilncome goes up. Low-mod income whites have a
denial rate of 26%, whereas upper income whites have a denial
rate of 10%. Similarly low-mod income blacks have a higher denial
rate (36%) than upper income blacks (25%}. However upper income
blacks have more than twice the denial rate as upper income
whites, Asians and Hispanics.



The following table contain the percentage of denials for the
three groups referred to above as well as the black tc white and
Hispanic to white denial ratio for the nine banks.

BLACK DENIALS

As 1s apparent from the table in 1995 black applicants were twice
or three times as likely to be denied loans as whites. The only
bank which was the exception to this rule was M & T which had
comparable denial rate for blacks and whites.

HISPANIC DENIAL

In 1995 Chase, Fleet, Kev and M & T had lower denial rates for
Hispanic agpplicants than for white applicants. However, Hispanicc
were denied at cne and a half to two times the rate of white
applicants by the remaining banks.

This disparity cannot be explained on the basis ¢f income alone
because, for most banks it persists for black and Hispanic
applicants whose income is greater than 100% of median or $40, D0,
a year for a familly of four. The disparity in the denial rates
dlco perzizts for applicanis whose income is in excess of 120¢ ¢
medlian Lt.e. 248,000 a year.

Citibank has consistently had one of the highest denial rates -o»
blacks tn 19293 (71%), 1994(44%) and 19935 (55%).The high denial
race 15 xccompanied by a lack of home mortgage loans to black
applicants.

Im 1994 M 5 T had the worst denial rate for black applicants, 4=
or black applicants and 35% of Hispanic applicants were denied
loans. In contrast 17% ¢f white applicants were denied loans.
However M & T made more loans to black applicants (126) than an.
other bank. It also had the most loans to each of the other
minority groups and a total of 238 loans to all the minority
groups. 14% of 1t’s lending was to minority groups.

M & T’s denial rate improved in 1995. Only 19% of black and 8% of
Hispanic applicants were denied loans. Furthermore M & T
continued to be a market leader in making loans to minorities

Marine has improved its black denial rate which was 55% in 1983
and 306% 1n 1985. Marine’s Hispanic denial rate has remained
largely unchanged. It was 34% in 1993 and 32% in 199%5. Both rates
were twlice the white denial rate. Furthermore in 1994 and 1995
Marine only made approximately 100 home mortgage loans to all
mincrity applicants each year.

in denial rates 1s very disturbing, part:icularly
T

The disparity
s for upper inccocme blacks. It cannct be explained

L
singce 1t Br31s

away on the basi=z of 1ncome, i.e. that blacks who are low-income
would e more likely te have poor credit history’s and therefcre
mors liwely o ke denled loans



RECOMMENDATION

In light of the data presented the Coalition strongly recommends
that the city and county fund a testing program to ascertain the
reason for the disparity in the denial rates for different racial

groups.
The Coalition also recommends that banks with a disparity in
their denial rates fund pre-purchase counseling programs like the
ones offered by the Home Store to better screen applicants and
channel them 1nto credit counseling and Home Buyer clubs where
appropriate.

Applicants who have been denied should similarly be referred to
credit counseling. If appropriate, applicants should be advised
about the steps they can take to improve their credit history anc
enceouraued to reapply 1n the future.

Banks with 3 disparity in their denial rates should institute a
process of blind second review for all minority applicants. Thev
shouls also provide tralning on Fair Lending practices and all
applicaninle laws to theilr stafr.



TABLE 1

DENIALS% 1993 ROCHESTER MSA

BANE WHITE RATIO BLACK RATIO HISPANIC
5 B - W % H - W %
]
’ 11 2.1 23 2.0 22
,,,,,,,, L f K 3.0 71 1.4 25
| |
| ~ 5 27 1.7 10
!
1 I
! !
| j 3 13 0 0
| |
| |
Ll | ! 4 25 1 11
! i
| 30 2 f
j ! l 5 20 1.1 20
|
\
i . 55 2.3 34
f
| I
z | ] | 1.5 49 2.8 39




TABLE 2

DENIALS.%. 1994 ROCHESTER MSA

BANK WHITE RATIO BLACK RATIO HISPANIC

5 B - W g H - W 5

CHASE 12 3.5 41 0.6 7

CITI BANK 18.5 2.3 44 1.7 32

FIRST 8 3.1 24 0.77 6
FEDERAL

FIRST 15.5 2.1 33 1.3 20
NAT TONAL

FLEET 10 2.76 28.5 0.97 10

KEY 18 0.93 17 0.55 10

M & T 17 .54 43 2.07 35

MARINE 14 2,88 41.5 2.36 34

RCSB 17 2.09 35.6 1.95 33




'DENIALS % 1995 ROCHESTER MSA

TABLE 3

BANK WHITE RATIC BLACK RATIO HISEANIC
% B -~ W % H-W 3
CHASE 16 2.1 34 .75 iz
CITI BANK 25 2.2 55 1.9 47
FIRST g 2.2 26 2.2 18
FEDERAL
FIRS B 2.6 21 1.4 11
NATIONAL
FLEET 20 2.1 4z .55 11
KE™: 2 1.3 5 .34 Bl
M oo T is 1.2 19 0.5 8
MARINE 15 2.4 36 2 31.%
RCGH 18 2.5 46,7 2.3 4i.¢

Lol



RENTAL LOANS

LOANS TO RENTAL UNITS HAVE DECREASED SINCE 1993

1-4 family

Year 1995 1994 1993
City 274 365 454
MSA 719 822 1019
Top © 230 402 474
Banks MSA

Cther 489 420 545
Financoial

Institutions

The Citly ot Rochester has over 40,000 unicts of rental housing.
Mores thoen 509 of the housing stock 15 rental. The lack of lendin:
Lo non-occupant unlts was peointed out 1n the Coaliticon’s 1964
report . Uniortunately the picture has not improved much 1n the
last three years. In 1292 rhere were 454 rental loans in the
city,; there was only one mortgage ilcan for every 100 units of
rentel housing. This has o drematic negative impact on the
Guaiity oL life of tenants, as landlords are unable to buy or

sell property, or borrow to make repalirs.

Property values have fallen in the city in the last few years.
Many owner occupant and non-owner-occupant properties are
mortgaged for more than their market value. That makes 1t hard
for landlcrds to obtaln financing. Representatives of a number o
area banks have represented to the Coalition that they view
lending to landlords as high-risk. There seems to be a percept:on
in the banking community that many landlords are simply in the
business to maximize thelr profits at the expense of the tenants,
the property and the bank. Therefore many banks require at least

30% equlty in a non-occupant property before they will extend a
mortgage.

Whereas that characterization may be true of some landlords it 1L:=
unfair teo landlords and to their tenants to have underwriting
guidellnes for all non-occupant properties based on a worst case

scenarlio.



RECOMMENDATION
In the last few vears many of the larger Banks have created
arfordarle hcme meortgage programs for owner-occupants. The

programs have had more flexible underwriting criteria and low

down payments. In exchange applicants have had to participate in

pre-purchase counseling.
cmmending that the banks explore a pilot

The Coal-toon Lo rec

wrocram Lor Lanalords with 3 proven track record. The pilot

proaram ocneosr cenable landlords to obtain Home Improvement loans,

Telln rlronron . Or purchase & new unit. Criter:a could

- nrooLhat > la orc nas maintained the property free of
Sl :rtiin number of years, that the taxes arc

Y AN regulre that the landiord live near
vosiren onmIme landlords the bank could reguire

.1y complete the city fundea training
Council. The point of the criter-us
who will maintain the property anc
Tow. In return the bani would only
1vmaent 1nstead of the 30T curroently




ROCHESTER MSA

1993 RANKING OF BANKS

BANK RANK
%J
FLEET 1 l}
|
;
M & T BANK 2 i
KEY BANK 3 |
FIRST FEDERAL 4
MARINE 5
FIRST NATIONAL 5
ROCHESTER COMMUNITY SAVINGS BANK 7 ‘
CHASE 7 !;
CITIBANK 9 !

GRCRC 1996



 ocHEsteRmMSA |

L ] v 1\
1994 RANKING OF BANKS ’
BANK RANK ,(
|
I
| KEY BANK 1 !
|
I FLEET 2 ii
| :
1 I
| M & T BANK 2 I
. :1
| |
i FIRST FEDERAL a
;

\ MARINE MIDLAND 5
h - - o -
.  ROCHESTER COMMUNITY SAVINGS BANK 5 i
% :5
| FIRST NATIONAL BANK 7 J
i I
I ;
! CHASE 8 !
I
i
i CITIBANK 9 “

GRCRC 1996



ROCHESTER MSA

1995 RANKING OF BANKS

BANK - RANK f

]

|

M& T BANK 1 l“‘

i

FLEET 2

FIRST NATIONAL BANK 3

I -

| ,.
| CHASE 3
? KEY 5

a

| MARINE 6 !.

%

FIRST FEDERAL 7 i

;f

ROCHESTER COMMUNITY SAVINGS BANK 8 i;

i

‘\

CITIBANK 9 <;

|

GRCRC 1996
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COMPARISON OF NINE MAJOR BANKS

The guide contrasts the lending performance of the nine banks
with the largest deposits that serve the Rochester MSA. These are
Chase, Citibank, First Federal Savings and Loan of Rochester,
Fleet, First National Bank, Key Bank, M & T Bank, Marine Midland
and Rochester Community Savings Bank. Data reported by the banks
mortgage subsidiaries (if any) was also included. Onbank a new
comer to the Rochester market has not been included in the

ranking.
The banks were given a rank based on thirteen factors:

1 & 2. The number ¢f minority applications and lcans in the MSA
as a percentage of the total number of minority
applications and loans.

The number of low-mod applications and loans 1in the MSaA

3 & 4
as a percentage of the total number of low-mod
applications and loans.

5. The volume of non owner-occupant lcans in the MSA.

6. The number of lcans in minority and low-mod c¢ensus tracros
in the city.

7. The total number of loans 1n the city.

8 & %. The percentage of black and Hispanic denials.

10 & 11.The black to white and Hispanic to white denial ratio.

1z, The Bank’s loan to deposit ratice {(the dellar veolume of
home mortgage loans as a ratio of their deposits in the
Rochester MSA).

The individual ranks were placed 1n four categorlies and each bank
received a MSA rank, a city rank, a denial rank and a loan to
deposit rank. These ranks were amalgamated intc a composlite rank.
The best possible rank i1s 1 and the werst rank is 9.

20



Home Mortgage Loans in Rochester MSAJ/City

Number of Loans
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Chart F
Chart F demonstrates the proportion of lending by the nine area banks
in the MSA and the c¢ity of Rochester.
Total Home Mortgage Loans Rochester MSA/Low-Mod Household
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Chart G

Chart G demonstrates the proportion of lending by the nine area banks

fo all households in the MSA and to all low-mod households in the MSA,

including low-med households in the city of Rochester.
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Number of Loans

Home Mortgage Loans in Rochester MSA/Minority Household
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CHASE

1993 Rank: 7
1994 Rank: 8
15895 Rank: 3

1935 1964 1993 18482
TOTAL LOANS TO:
MSA 710 802 16969 1850
City 18¢ 156 154 212
Minority 138 18, 98 NA
households
low—-mod 161 1=8 403 NA

households

PERCENT OF LOANS IN THE CITY:
26 e il 11

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

L 54 B G 38

minority

I ovi-mod 7 H E5 76

DENIALS

RACE WHITE CLACH HISPANIC
1905 16 34 12

1994 12 41 7

186z 11 23 22

Chase has 1mproved 1ts overall ranking from 8 in 1993 to 3 in
12¢5. Chase has been making fewer home mortgage loans in the MSA
and in the city since 19%2. However a larger percentage of the
MSA lending has occurred in the city. In 1995 and 19%4 more than
half the loans in the city were in low-mod census tracts. In 1995
a third of Chase’s loans were 1n minority census tracts. Chase
made 28 and 20 non-occupant loans in 1994 and 1995 respectively.
In 1995 Chase increased its lending to minority borrowers in the
Rochester MSA.



In 1995 and 1994 black applicants were denied at twice or three
times the rate of white applicants. In 1995 34% of black
applicants were denied loans by Chase. In contrast only 16% of
white applicants were denied loans. In 1995 the disparity in the
denial rate for blacks persisted at more than 100 % of median
income. There was no disparity for blacks at incomes greater than

120% of median income.

r
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Citibank

19932 Rank: 9
1994 Rank: 9
1995 Rank: 9

1995 1994 1883 1992

TOTAL LOANS TO:

MSA 565 808 663 1068
City 107 171 56 107
Minority 42 68 47 NA
households

low-mod 105 174 106 NA
households

PERCENT OF LOANS IN THE CITY:
19 21 8 10

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

>50% 22 23 4 13
minority

low-mod 50 54 18 31

Citibank has persistently been ranked last three years in a row
for its home mertgage lending record in Rochester. It is the
largest bank in the MSA in terms of its local deposits. Despite
that fact its wvolume of mortgage lending in the MSA and in the
city has been on the decline since 19%2. However a larger
percentage of Citibank’s lending cccurred in the city in 1994 and
1995.

Although Citibank made very few loans in the city, in 1994 and
1995, almost half the loans in the city were in low-mod census
tracts and a guarter were in minority census tracts. Citibank has
made virtually no non-occupant loans in the last four years.

DENIALS

RACE WHITE BLACK HISPANIC
1985 25 55 47

1994 19 44 . 32

1983 19 71 25



Citibank has one of the worst denial rates for blacks and
Hispanics amongst all nine banks. In 1995 553% of black applicants
were denied loans. Black applicants were more than twice as
likely to be denied loans as white applicants. This denial ratio
remained the same for black applicants whose income exceeded 100%
of area median which is $40,000 for a family of four.

Hispanic applicants also had a much higher denial rate than white
applicants.



First National Bank
1993 Rank: 5
1994 Rank: 7
1995 Rank: 3

1995
TOTAL LOANS TO:
MSA 301
City 71
Minority 42
households
low-mod Bo
households

1994

204

41

20

PERCENT OF LOANS IN THE CITY:

-

20

1993

415
44

25

49

11

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

S50 an
minority

Low—mod qn
DENIALS

RACE WHITL
1995 3

1534 15

1993 9

10

20

BLACK
21
33
13

1892
890
95
NA
11
16
37

HISPANIC

11

20

0

FNB 1mproved its rank and lending record in 1995. It increased
lending to low-med and minority households and census tracts.
FNB 1s the smallest ¢of the nine banks in terms of local deposits.

Black applicants were twice as likely to be denied home mortgage
lcans as white applicants in 1994 and 1995.



First Federal

1993 Rank: 4
1994 Rank: 4
1995 Rank: 7

1995 1994 1983 1992
TOTAL LOANS TO:
MSA 863 1250 2264 1016
City 135 267 202 96
Minority 65 119 120 NZ&
households
low-mod 229 215 415 NA
householids
PERCENT OF LOANS IN THE CITY:

16 21 13 8

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:

>50% 48 01 39 17
minority

low-mod 65 143 108 36

First Federal lending peaked 1n 1993 but declined in 1994 and
19%5. However a greater percentage of the lending occurred in the
city. In 1994 and 1995 more than half the lcocans in the city were
in low\mod census tracts. More than a quarter of the loans were
in minority census tracts. First Federal made 49 non-occupant
loans in the MSA in 199%4. First Federal also initiated the
construction of First Place, a sub-division within the city of
Rochester which been a significant contribution in the
revitalization of a low-income neighborhood of the city. Ground
has also been broken on Edison Place. Funding is being sought for
a third sub-division, Goodman Plaza. The Coalition applauds First
Federal for its efforts in the city and urges other banks to
emulate its example.

DENIALS

RACE WHITE BLACK HISPANIC
1995 8 26 X 18

1994 8 24 6

1993 6 27 10



Black applicants were three times more likely to be denied home
mortgage loans than white applicants. Hispanic applicants had a
lower denial rate than white applicants in 1994 but a higher one
in 1995. Black applicants at 120%+ of median income had
comparable denial rates to white applicants.

[
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rieet
1993 Rank: 1
1994 Rank: 2
1885 Rank: 2

1995 1994 19983 1992
TOTAL LOANS TO:
MSA 1,247 1,747 3,423 1,979
City 185 344 555 297
Minority 85 14% 235 NA
households
low-—mod -04 302 845 NA

household

PERCENT OF LOANS IN THE CITY:

10 20 16 15
TIrTAL 1 MARNMC T MNITVYV ACAMCHIC TDAM,TC TULUAT ADIT
AT AL LAVAIIYD W AT LNV TGO T I ANV
A b B o 100 57
minori
hl b ANeNe] AT h RS et
e — Tt L7 PN 1 7 12U

In the tast four years Fleet has maintained 15-20% ot 1t's
lendinag in the city. In 19%4 and 1995 approximately 80% of Fleets
loadns 1n the clty were 1n low-mod census tracts. Almost 25% were
In minority census tracts. fleet made 80 non-occupant loans in
the MSA in 1994, more than any of the nine banks included in this

guide.

DENIALS
RACE WHITE BLACK HISPANIC
1935 20 43 11
1994 10 28 10
1993 11 25 11

Black applicants were three times more likely to be denied lecans
than white and Hispanic applicants. In 1995 43% of black
applicants were denied loans, compared to 20% <f white and 11% of
Hispanic applicants. The difference in the denial rate persisted
at 1007 and 120% of MFI. However, at 120% of MFI the gap between
the black and white rate was narrower. The denial rate for
Hispanics azbove 807 »f MFI was negligibile.

[
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Key Bank

1993 Rank: 3
1994 Rank: 1
1895 Rank: 5

1895 1694 1993 1992

TOTAL LOANS TO:

MSA 996 1,999 2,361 1,803
City 127 448 246 204
Minority 825 143 85 NA
households

low-mod 284 502 574 NA

households

PERCENT OF LOANS IN THE CITY:
L3 22 10 11

LOANS TO CITY CENSUS TRACTS THAT ARE:

SH0Y 17 137 58 48
minority
LW o g5 405 103 101

n 1994 Hey Bank’s Lending more than doubled in the city as a
percentage of i1ts MSA lending. In 1994 Key made the most number of
loans to minority applicants 1In the MSA, it made the most number
of loans in the clity as well as in low\mod census tracts. 90% of
Key bank’s loans werc 1n low\mod census tracts and more than a

gquarter were 1n minority census tracts.

Unfortunately this lending performance was not maintained in 1995.
Not only did the absolute number of lcans in the city and MSA drop
dramatically, 75% of the loans were home improvement loans as
opposed to home purchase loans. Most of low\mod loans were Home

Improvement Lcans.

DENIALS

RACE WHITE BLACK HISPANIC
1885 Z6 35 9

1964 18 17 . 10

18423 12 30 25

Xey was the only bank amona the nine surveyed that had comparable
denial rates for black and white applicants in 1994 . However 1ts
black denial rate was higher than the white rate in 1995.
Hispanic applicants had lower denial rates than white applicants
1n 1994 ana 1995,

Lot
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M&ET

1993 Rank: 2
1994 Rank: 2
1995 Rank: 1

19985 1994 1993 1992
TOTAL LOANS TO:
MSA 1,285 1,718 2,470 1827
City 492 407 328 207
Minority 296 238 223
households
low—mod 671 477 665
households
PERCENT OF LOANS IN THE CITY:

38 24 13 11

TOTAL LOANS TO CITY CENSUS TRACTS WHICH ARE:

>50% 111 101 82 35
minority

lLow-mod 331 405 167 88

M & T has steadily improved its lending record in the city of
Rochester over the last four years. In 1995 almost forty percent
of its loan origination in the MSA were in the city. In 1994 and
1995 70 % of M & T ‘s loans in the city were in low\mod census
tracts and 25% 1in minocrity census tracts.

DENIALS

RACE WHITE BLACK HISPANIC
1995 15 19 8

1994 17 43 35

1993 18 29 20

In 1994 M & T denial rates for black and Hispanic applicants were
amongst the worst of all nine bkanks surveyed. 44% of black
applicant and 35 % of Hispanic applicants were denied lcans; only
17% of white applicants were denied loans. This disparity in the
denial rate persisted for applicants at 100% > of median income.
Cn the other hand, M & T originated 238 loans to minority
applicants in 1994, more than any of the other area banks.

In 1995 the disparity in the black and white denial rate had
narrowed. However, it persisted even for blacks at 120% of MFI.
The denial rate for Hispanic applicants was lower than the white
rate.

2o
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The Coalition applauds M & T for its record of lending in the
city, and in low\mod and mincrity neighborhoods in the city. As
is apparent from the guide M & T has one of the best records of
lending to the city, the low and moderate and minority community
in Rochester. The Coalition has had an ongoing relationship with
M & T for over two years. We have had a number of meetings with
them where our input was solicited and proffered. M & T has
provided the Ccoalition with a letter of understanding which we

will work on implementing.



Marine
1993 rank: S

1984 Rank: 5
1996 Rank: 6

1995 1994 1993 \ 1852
TOTAL LOANS TO:
MSA 1,92% 1,706 1,874 1,992
City -BG 380 224 211
Mincrity
nouseholds 100 Cg 137
low—maod 9n0 4Gz 628

houschaolds

PERCENT OF LOANS IN THE CITY:
15 22 12 L3

TOTAL LOANS IN CITY CENSUS TRACTS THAT ARE:

RO L 112 60 S

minoriuy

Lo mmod Lo SBU 108 85

Tnoilutd Mo ine increased the number of loans 1t made 1n the city.

However almost 60% of those lcans were home improvement loans.
Virtually all the loans were in lowlmod census tracts and 25%
WeGre 1n minorlty census tracts.

Similarly in 129% So% of the lending in the city were Home
Improvement leoans which averaged $10,000 a locan. This pattern has
existed since 1992. At first glance Marine's lending record 1n
the city, 1n mincrity and low\mod census tracts and to minority
borrowers looks good. However a more detailed analysis reveals
that most of such lending is limited to Home Improvement Loans as
opposed to first mortgages (FHA\VA, conventional and refinances).
In 1995 50% of Marine’s lending 1in the MSA was comprised of Home
Improvement loans. However 60 -80% of it’s lending in minority
census tracts, in low-mod census tracts and to minority borrowers
was comprised of Home improvement lcans.

Lol

b o



DENIALS

RACE WHITE BLACK HISPANIC
1995 15 36 32

1994 14 42 34

19383 15 55 34

Black and Hispanic applicants have a denial rate that is two to
three times the white denial rate in the last three years.
Although, the black rate has improved from 55% in 1993 to 36 % in
1985 it 1s still twice the white denial rate. The Hispanic denial
rate has remained at 34%.

he disparity in the denial rate persisted for higher income
lacks.

D

U -3

The Coalition has had a series of meetings with Marine in the
last two months, follewing Marine’s announcement that they were
propesing te acquire First Federal Saving’s and Loan of
Rochester. During the meetings the Coalition raised a number of
concerns with Marine. In response to the issues raised by the
Coalit:on Marine has committed to the following actions:

1. Becomina ¢ member of the Federal Home Loan Bank.

2. Continuing the acvivities of First Federal’s home bullding
subsidicery, BHD.

. Marketing thelr allordable mortgage product, Marine @7 co low-
mod and minority i1ndividuals in Rochester.

4. Providing garants for pre and post purchase counseling.

5. Creating a Marine Clitizen’'s Advisory Council which wil!

include Coalition membership.

[WS)
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RCSB

1993 Rank: 7
1984 Rank: 5
1985 Rank: 8

1835 1994 1993 1992
TOTAL LOANS TO:
MSA 1,139 1,557 2,808 2,457
City 179 344 378 342
Minority 100 166 166 NA
households
low-mod 341 359 728 NA
households

PERCENT OF LOANS IN THE CITY:
16 22 14 14

TOTAL LOANS TO CITY CENSUS TRACTS THAT ARE:
>50% 03 g5 102 76

low-mod 132 200 154 133

RCSB increased 1ts percentage of lending peaked in city in 19894,
However, most of the loans made in the city, 1in 1994 and 1995,
were home improvement loans. Low\mod loans were HI. Approximately
25% of city loans were in mlnority census tracts and almost 60%
were in low-mod census tracts.

DENIALS

RACE WHITE BLACK HISPANIC
19385 18 47 47z

1994 17 36 33

1993 14 49 39

Black and Hispanic applicants were denied loans at two or three
times the rate of white applicants. In 1995 47% of black
applicants, 42% of Hispanic applicants and 18% of white
applicants were denied lcans.
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GREATER RQCHESTER
COMMUNITY REINVESTMENT COALITION
P.0. BOX 39541 '
ROCHESTER, NEW YORK 14604

June 23, 1998

Ms. Jennifer J. Johnson

Secretary
Board of Governors of the Federal Reserve System

20" and Constitution Ave., NW
Washington, DC 20551-0001

Re: Citicorp-Travelers Appiication

Dear Ms. Johnson,

I am writing to you on behalf of the GREATER ROCHESTER COMMUNITY
REINVESTMENT COALITION (GRCRC). GRCRC is a coalition of thirty not-for profit
organizations and individuals based in Rochester, New York. GRCRC was convened in
1993 to generate discussions about fending patterns in Rochester, New York.

GRCRC is opposed to the proposed merger of Citicorp and Travelers Group and is
requesting that the Federal Reserve Board turn down the proposed Citicorp-Travelers
merger application. it is GRCRC's position that the Citicorp -Traveler's Group should not
be approved while Financial Modernization legislation is pending in Congress. GRCRC is
not opposed to financial modernization. However modernization needs to occur through
legistation and not by piecemeal approval of individuals mergers. Financial institutions.
that are insured by taxpayer dollars have community reinvestment obligations to fulfil.
Their safety and soundness are also issues of concern to all of us. There needs to a public
dialogue accompanied by legislation, before financial institutions are permitted to engage
in the business of banking ,insurance and securities on the scale envisioned by the
merged institution. Legislation must ensure that the interest of consumers will be protected
and that the Community Reinvestment Act will be extended to the entire financial
institution, including the insurance and securities subsidiary.

I will not belabor the policy issues raised in the press and by other groups opposed to the
merger. The point | want to make here is that GRCRC would oppose the merger
irrespective of Citicorp's record of lending in Rochester, New York. Unfortunately, an
analysis of their HMDA and small business lending data consistently finds them at the
bottom of the large financial institutions in Rochester.
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Citicorp's presence in Rochester, New York is through it's subsidiary, Citibank NYS
(Citibank). In 1996 Citibank was ranked second in terms of total dollar value of local
deposits. Citibank had over $1.6 billion in deposits locally. However Citibank ranked last
in terms of HMDA loans originated in Rochester.

1. HMDA Analysis

in 1996 GRCRC released a report on HMDA data for Rochester New York for the years
1993-1995. The report ranked all major 9 banks, doing business in Monroe County, on
their Home Montgage Data Act (HMDA) record. Citibank had the worst record of
lending, in fow and moderate income neighborhoods, of all 9 banks and ranked last,
all three years in a row. During that period Citibank also denied mortgage loans to Black
applicants at 2 -3 times the rate it denied them to white applicants. A copy of the report is

attached to these comments.

GRCRC has analyzed 1996 HMDA data which will be released later this summer. The
HMDA numbers show that Citibank had the fewest number of loans of ail the largest 9

banks in Rcchester in each of the following categories:

o totalt number of loans in the MSA,
« total number of loans in the city,
 number of loans to Black/Hispanic households in the MSA,

e loans to low-mod income census tracts,
« lpans to low-mod income households in the MSA.

1996 is the most current year for which HMDA data is publicly available.

In terms of marketshare, Citibank's HMDA market share was under 2% for the MSA and to
low and moderate income households in the MSA; 1% for loans in the City of Rochester;
under 1% for loans to Black/Hispanic househoids in the MSA and in low and moderate
Income census tracts. Citibank had 45 loans in the City of Rochester, compared to M&T
Bank, which had 188. Citibank had 11 ioans to Black and Hispanic househoids in the
MSA, M&T had 98. M&T had local deposits of $1.02 biilion. (A HMDA marketshare
analysis for 1996 originations is attached to these comments.)

Furthermore, in 1996, only 4% of Citibank’s total HMDA loans were in low-moderate
income census tracts. The other large banks percentage of loans in low—mod income
census tracts ranged from a high of 22% (Key) to 11% (First Federal, now merged with
Marine Midland). Only 2% of Citibank's loans were to Black/Hispanic households.
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Citibank has consistently had a high denial rate for Blacks and Hispanic applicants. In
1996, 54 % of Black and 31% of Hispanic applicants were denied home mortgage loans.
The white denial rate was 19%. GRCRC has documented this disparity in denials for
1893-1995 as well. A map of the City of Rochester, which displays the census tracts in
which Citibank did not make home mortgage loans, in 1996, is attached. Citibank did not
make home mortgage loans in approximately half the census tracts in the City. Pie charts
depicting racial composition are overlaid on the map. A review of the map shows that
Citibank did not make mortgage loans in a significant proportion of minority census tracts.

1. Small Business Lending Analysis

GRCRC has also analyzed small business data for 1996. The seven largest banks
originated 80% of the small! business loans in terms of dollar volume. Citibank ranked four
out of seven in terms of small business lending in Monroe County.

Citibank was not a market leader in small business lending. A market share analysis of
1996 small business loans in Monroe County is attached. Citibank originated $9 million in
small business loans in low and moderate income census tracts in Monroe County.
Marine Midland, the market leader in that category, made $50 million. Citibank made $1.6
million in loans to businesses with revenues under $1 million in low and moderate-income
census tracts. M&T, the market leader in that category, made $ 7 million in small business

ioans.

A map showing the census tracts in the City of Rochester in which Citibank originated no
small business loans is attached to these comments. Pie charts depicting racial
composition are overlaid on the map. A review of the map shows that Citibank did not
make small business loans in a significant proportion of minority census tracts. In fight of
this data, GRCRC requests that the Federal Reserve considers the Fair Lending

implications of Citibank’s lending practice.

2. Branches

Citibank has 13 branches in Monroe County. 11 branches are in suburban Monroe County
and two are in the City. Of the City branches one is downtown and one is in the Northeast
quadrant of the City. The lack of branch presence in the City may partially explain

Citibank's lending record.

GRCRC is a coalition of thirty not-for-profit organizations. It was convened in 1993 to
generate discussions about lending patterns in Rochester and to ensure that the credit
needs of low-income and minority residents of our community are met. GRCRC seeks to
support long-term solutions, which provide resources, knowledge and skills to build

community and individual net wealth.
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GRCRC has had ongoing discussions about the credit needs of the community with four
area banks. It has been our experience that the three banks with regional or local decision
making authority, Marine Midland, M&T and RCSB have been most responsive to meeting
the needs of our community. Quite simply put, if a community is 1 % of the market share
of a large mega bank, the needs of that community will not be of primary interest to the
decision makers of the mega bank. However, when Rochester represents a significant
proportion a banks market share the regional Presidents return our phone calis and make
sure the deal gets done, even if someone has to work on it over the weekend. | can only
speak to the experience of our Coalition members.

Finally, there has been a flurry of community development lending, by Citibank, to a

number of members of the Coalition in the last two years. Needless to say, we welcome
such activity. We hope that Citibank will improve on its community development iending

record whatever the outcome of this application.

If you have any questions about these comments please feel free to contact me. [ can be
reached at 716-454-4060.

Yours truly,

Ruhi Maker Esq.
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Testimony on behalf of the Greater Rochester Community Reinvestment Coalition,
regarding the proposed merger between Citicorp and Travelers Group.

Public Hearing June 25®. 1998. New York, New York.

My name is Ruhi Maker. 1 am co-convenor of the Greater Rochester Community
Reinvestment Coalition in Rochester New York. I work as a Senior Attorney at The
Public Interest Law office of Rochester.

I am here today to speak against the proposed merger of Citicorp and Travelers Group.

In the name of ‘modernizing’ the laws governing the financial institutions of this country,
the CEOs of the largest of those institutions have been lobbying for a number of years to
repeal the Glass-Stegall Act. Despite pouring millions of dollars of contributions into the
campaigns of the members of the House and Senate Banking Committees, they have failed
to achieve their goal, and there is still no consensus on what financial modernization

should look like.

In the face of this failure, the CEQs of Citicorp and Travelers, two of the largest financial
institutions in the country have now decided to simply forge ahead with a merger that
takes advantage of a loophole in the existing law, trusting that their political and financial
clout will ensure that there fait accompli is legalized retroactively.

This is not modernization, it is a reversion to the oligarchies of the past. As someone who
grew up in Pakistan, I know what it 1s like to live in an oligarchy, where a handful of
families controlled the economy and were free to act as if they were above the law. For

the Federal Reserve to approve this merger under these conditions would send a clear



signal to the elite’s of this country that their privileged status carries no corresponding
obligations to the community.

True financial modernization would require the systematic revision of the laws governing
the financial industry. It cannot be done by granting piecemeal exceptions to existing

regulations every time there is a new merger.

True financial modernization would require the systematic extension of existing
community reinvestment obligations from the banking industry to the insurance and
security industries, in line with their recently acquired right to provide services formerly

restricted to banks.

True financial modernization would require an increase in the responsiveness of financial
nstitutions to the necds of their host communities. Here 1 can speak from my own
experience as a member of the GRCRC. We have had continuing discussions with four
area banks about the credit needs of Rochester. The three banks with regional or local
decision making authority have been far more responsive than has the mega-bank. When
Rochester represents a significant proportion of a bank’s market share, the regional
president returns our phone calls and makes sure the deal gets done, even if someone has
to work on it over the weekend. When Rochester represents only 1% of an essentially

global bank’s market, the needs of a local community are of very low priority.

As the trend toward globalization of the economy proceeds apace, we must ensure that

the democratic accountability of those who control the commanding heights of the



econpomy keeps pace: Otherwise false modernization is liable to land us bagk in the era of

the robber bagons.



-

NaTioNAL
ComMmMuNITY CaPITAL

AsSsoclaTiON

Statement of

Mark Pinsky, Executive Director
National Community Capital
Association

Presented to the
Public Meeting

On Travelers Group, Inc.’s Proposed Acquisition of Citicorp
June 25, 1998

Federal Reserve Bank
Of New York

CaPITaL FOR SoDCiaL, EcoNnomMIic, anD PRoLITICAL JUSTICE

. 924 Cherry Street | Znd Floor ' Philadelphia, PA 19107-2411
" Phone 215.923.4754 i Fax 215.923.4755

! E-mail NCCA@communitycapital.org | Web www.communitycapital.org



Statement of Mark Pinsky, National Community Capital Association
June 25, 1998
Page 2 of 6

My name is Mark Pinsky and I am the Executive Director of the National Community
Capital Association—a national membership organization representing more than 210
organizations and individuals engaged in community development finance, including 50
Member community development financial institutions (CDFIs).

National Community Capital believes that every financial institution that derives benefits
at public expense should provide a commensurate public return. Through its
performance and its practices, Citibank has proven to National Community Capital that it
is committed to providing a public return more than commensurate with the benefits it
receives at taxpayer expense.

Over the past six years Citibank has been a key player in building and expanding the
CDFI industry in the U.S. In particular, Citibank has:

+ Embraced community development finance as integral to its core business,

¢ Invested invaluable expertise as well as capital in its community development
finance work, '

+ Treated CDFIs as customers rather than as applicants, and

+ Supported the expanding CDFI industry without regard to geographic boundaries.
Citibank has never required National Community Capital to fimit the use of its equity,

debt, or operating support to Citibank’s service area. Citibank understands that
building a strong CDFI industry requires National Community Capital to pursue
market opportunities.

ABOUT NATIONAL COMMUNITY CAPITAL

National Community Capital works to give people the resources and capacity they need
to act in their own economic and social self-interest. Two core strategies drive this work:

1. First, we strive to build and support a national network of performance-driven,
nonprofit community development financial institutions (CDFIs). To achieve this
goal, National Community Capital provides financing, training, and technical
assistance to its Member CDFIs.

2. Second, we leverage our performance as lenders and investors in many of the
nation’s most distressed communities to influence the behavior of mainstream
institutions, including banks, other financial service companies, and government.

CDFIs work with one foot in the world of the poor and the other in the world of financial
services. We are bridge institutions that link unconventional consumers to conventional



Statement of Mark Pinsky, National Community Capital Association
June 25, 1998
Page 3 of 6

financial products and services. For that reason, CDFIs must shape and respond to
changes in the financial services world as well as those in the communities we serve.

Two key principles guide National Community Capital’s community investment strategy.
We believe that they should guide Citigroup’s and every other community investment
work, as well:

¢+ Community investment must help poor people gain the capacity and resources to
engage economically, socially, and politically so that they can and will act in their
own self-interests, and

¢ It must do so in a way that ensures the sustainability of the institutions that seek to
serve that market.

NATIONAL COMMUNITY CAPITAL'S PARTNERSHIP WITH CITIBANK

Citibank has worked closely with National Community Capit * :nd many ¢ “er CDFIs. It
consistently has sought to help CDFIs develop the capacity una resources wo carry out
their work effectively.

Citibank’s willingness to innovate, to pioneer, and to lead in community development
finance has helped create a national distribution system for critically important
community development capital. In its work with CDFIs, Citibank has exceeded every
reasonable expectation.

The National Equity Grants Program

National Community Capital’s relationship with Citibank began in 1992 when Citibank
made a $1.1 million grant to launch our National Equity Grants Program. Citibank
understood that CDFIs need high levels of equity to borrow debt that they, in turn, re-
lend in distressed and disinvested communities. Through its National Equity Grants
Program, National Community Capital makes net worth grants to CDFIs to help build
their financial strength and ensure their long-term sustainability. By year-end 1998,

- National Community Capital wili have awarded more than $3.3 million in equity grants to
nonprofit CDFIs, including Citibank's catalytic contribution to this effort.

The success of this program influenced three other important initiatives. First, National
Community Capital’s experience providing equity grants helped shape the federal
Community Development Financial Institutions Fund’s (CDFI Fund) awards program.
Through its first two award rounds, the CDFI Fund has committed more than $60 million
in equity grants and investments. Second, National Community Capital’s success paved
the way for Citibank's $1.25 million grant to the National Federation of Community
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Development Credit Unions for an Equity Grants program modeled on ours. Finally, in
1997 Citibank made equity grants directly to 17 CDFIs nationwide.

The Equity Equivalent Product

National Community Capital and Citibank partnered again in 1996 to develop an
innovative financing product for nonprofit CDFIs—the Equity Equivalent, or EQ2. This
revolutionary product is a long-term, deeply subordinated loan with characteristics that
make it function like equity for a nonprofit CDFI. 1t is the nonprofit equivalent of
convertible preferred stock with a coupon, enabling nonprofit CDFIs to raise more debt
for re-lending. : :

The EQ2 is a win-win-win product.

¢ Banks win because they make high-risk equity investments in CDFIs that promise to
return their principle and because they receive muitiplied Community Reinvestment
. credit for making these investments. An EQ2-investing bank can receive lending
test credit equal to the pro rata share of the CDFI's lending over the life of the EQ2
investment. The share is based on the bank’s percentage of total equity in the CDFI.
In the alternative, the bank can receive investment test credit.

¢ CDFIs win because the EQ2 |leverages debt to fuel the CDFI's lending and investing
activities; and

¢ Low-income and low-wealth communities benefit because more financing is available
to them through CDFls.

In late 1996, Citibank made a $2 million Equity Equivalent investment in National
Community Capital to put this ambitious concept into practice. Since then, Citibank has
provided technical assistance to numerous banks and CDFIs replicating the EQ?2.

As important as its financial commitment is Citibank’s commitment of expertise. In
developing the EQ2, Citibank committed staff resources at the highest level of the
corporation to help work out complex regulatory, accounting, and financial management
issues. Like National Community Capital, Citibank was committed to producing a
replicable product, rather than a one-time transaction. Citibank went several extra miles
to make sure that the EQ2 is an investment product that will help disinvested
communities again and again.

L.l
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Citibank’s Support for CDFI Human Capital

In addition to equity, the CDFI industry’s greatest need is human capital. The industry
has experienced consistently aggressive growth over the past six years, fueled by the
federal CDFI Fund, the Community Reinvestment Act, bank support for CDFI expansion,
and government’s declining support for low-income and low-weaith communities in
general, As CDFIs’ capital under management has increased sharply, their staff capacity
has barely kept pace.

Citibank has provided substantial financial support for National Community Capital’s
human capital-building efforts, including technical assistance programs, Targeted
Training sessions, and our Annual Training Conference. In addition to funding, Citibank
has provided top guality trainers.

Citibank has provided core support for National Community Capital’s Annual Training
Conference—the premier CDFI training event—in 1996, 1997, and this year. In two of
those three years, the conference has been or will be outside of Citibank’s market.

In 1996, Citibank provided the seed capital to National Community Capital to launch our
Targeted Training series, which offers one-day and two-day courses on sefect topics in
different locations across the nation. This year, National Cornmunity Capital is offering
nine Targeted Trainings on seven topics in six locations.

CONCLUSION

The ultimate goal for CDFISs is to link economically poor people to the financial products
and services they need to act in their own self-interest. To do this, CDFIs need to
recognize change and respond with creative, innovative solutions. We will not succeed if
we get caught up perpetuating CDFIs for their own sake, defending the Community
Reinvestment Act without acknowledging the revolutionary changes in the financial
services industry, or justifying the behavior of financial services companies without
regard to their performance in serving low-income and low-wealth people and
communities.

We need a community investment strategy that builds on the strengths of the financial
services industry as it is, not as we want it to be. The industry is in the midst of a major
and rapid transformation that is reshaping how poor people--like most people—use
financial services. The proposed Citibank-Travelers merger is now the cutting edge of
this transformation.
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The merger we are talking about today is different than most other mergers, of course,
because it involves a bank and a parallel banking institution. It and other acquisitions
such as First Union’s purchase of The Money Store fall outside the current regulatory
environment. It is driven not by regulatory or legislative mandates but by the
commercial imperatives of operating in a financial system that is increasingly cross-
functional and global in nature. The Citibank-Travelers merger will not invoive job cuts
and branch closings like bank-bank mergers. It expands the range of products and
services Citigroup can provide to customers.

The question before us today is whether the proposed Citigroup can lead the way on
community development finance in the financial services marketplace of the future.
Given Citibank's past performance and practice—particularly its vision in heiping to
develop the CDFI industry as a distribution system that bridges gaps between poor
people and conventional capital and financial services—National Community Capital is
confident that Citigroup will continue Citibank's leadership in community development
finance.

Thank you for this opportunity to share my views. I would be pleased to answer any
questions you might have.
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Note:

In November 1997, Members of the National Association of Community Development Loan
Funds (NACDLF) voted to change the organization’s name to National Community Capital
Association. This paper, "The Parallel Banking System & Community Reinvestment,” was
written prior to the name change, and thus "NACDLF" is used throughout the document.

No portion of National Community Capital Association’s 7he Parallel Banking System & Community Reinvest-
mentmay be reproduced or distributed in any way without the expressed and written consent of the National
Commumnity Capital Association. Additional copies of this document are available for purchase from National
Community Capital.
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The Parallel Banking System &

Community Reinvestment
by Mark A. Pinsky and Valerie L. Threlfall

On October 4, 1996, a federal agency intervened to arrest an impending solvency crisis at
a small but significant financial institution holding almost $425 million of 77,000 Americans’
retirement savings. With lingering memories of the savings and loans crisis of the 1980s, which
left thousands of anxious Americans without access to their savings, the federal government
decided to act before the crisis hit. The agency was not one of the four bank regulatory agen-
cies but the Pension Benefit Guarantee Corporation (PBGC), and the financial institution was
not a bank or a thrift but a pension fund serving the men’s suit industry*.

This federal intervention was just a hint of one of the most important twentieth-century
shifts in the financial services industry, the shift of dominance from the banking industry to the
parallel banking industry. Contrary to the common wisdom, the rise of the parallel banking
industry would not have occurred without significant federal and state assistance, such as the
“lender of last resort” protection the PBGC is now providing. This paper explores the structural
shift in the banking industry, the role government has played in abetting this shift, and the
implications the transition creates for low-income and a growing number of moderate-income
communities around the country. It raises important questions about the public and civic re-
sponsibilities of a multi-trillion dolar industry that derives substantial, critical benefits from
taxpayers yet operates without a commensurate obligation to return benefits back to the Ameri-
can people.

IPETRTRER, B * g
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The U.S. financial industry has changed in dramatic and significant ways over the past
thirty years as nonbank financial intermediaries have taken over many of the functions deposi-
tory institutions traditionally considered their province. Notably, more than two-thirds of Ameri-
cans’ long-term savings and investments now reside in non-bank intermediaries, compared to
less than one-third in the mid-1970s. Moreover, these nonbank intermediaries, known as par-
allel banks, now serve as the primary source of credit for many American households and
businesses. .

The paratlel banking industry consists primarily of mutual funds, pension funds, insurance
companies, and corporate finance companies, Over the past three decades, the rapid growth in
~assets and influence of non-bank institutions has changed the role banks play in addressing the
~ financial services needs of local individuals and institutions and altered the relationship be-
tween the financial services industry, broadly defined, and its users (investors, lenders, bor-
rowers). On a macro level, the U.S. financial system is no longer characterized by locally based
intermediary institutions but rather by sophisticated instituticnal savings arrangements, fee-
generating bank activities, and global financial instruments. The resulting dislocation of capital
and place—as local savings flow out of local communities into regional, national, and interna-
tional markets—has effectively widened the credit and capital gaps that plague many commu-
nities struggling to gain or retain their social, economic, and political vitality. Moreover, the old
system that linked wealth to place, that kept savings in communities, is now in danger of
disappearing. Low-income residents in particular lack access to modern financial services as
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they do not have the capital and expertise necessary to take advantage of institutional savings
arrangements and technology-driven banking. If the traditional system is allowed to erode any
further, conventional credit access may become virtually obsolete for larger segments of the
papulation.

Credit is key for the development of a healthy community for two primary reasons—it
provides liquidity and it signals confidence in the future of that community. In Money of the
Mind, a history of American credit since the Civil War, author James Grant describes credit as a
“financial transaction with a moral lineage™. Extending credit assumes repayment, and is a
vote of confidence in a borrower’s future. At the community level, the extension of credit and
capital can have a profound, albeit intangible, positive effect on a community. In contrast, the
absence of capital can be extremely corrosive.

This paper explains that the parallel banking system would not have emerged as it has and
could not continue to function without the indirect and direct government (taxpayer) financial
support and regulatory forbearance it receives. In light of this substantial subsidy, NACDLF
contends that a reasonable and meaningful public policy would reguire the parallel banking
industry to reinvest in its market service area in @ manner comparable to that which conven-
tional banks do under the Communily Reinvestment Act. NACDLF has a strong interest in
promoting reinvestment by nonbank institutions because its Members witness and experience
the effects of communily disinvestment on a daily basis.

The overwhelming shifts in the financial industry have caused long-standing structural
changes in the financial services industry as well as demographic changes in many communi-
ties. Most important, from the perspective of community development finance, as the parallel
banking industry has swelled with American savings and the conventionai banking industry has
lost market share, key federal financial regulatory agencies have relinquished much of their
ability to ensure that taxpayer support for the financial services industry carries with it com-
mensurate public responsibilities. For those communities where NACDLF's Member community
development financial institutions (CDFIs) work, the truncated reach of the Community Rein-
vestment Act, in particular, is an ominous trend. More broadly, the decreased ability of the
Federal Reserve to influence monetary or regulatory policy coupled with the de-insurance of
much of America’s savings, has promoted a precarious state of affairs in which financial safety
has been sacrificed for growing market power.

The patchwork of United States bank and non-bank regulatory systems is inconsistent.
Most conventional depository institutions benefit from a myriad of federally backed programs
ranging from deposit insurance (a basic credit enhancement) to the Federal Reserve’s safety
net to end all safety nets—its “too big to fail” policy, The price banks pay for these essential
taxpayer-funded supports is that they must give something back to the public at large in the
form of an affirmative community reinvestment commitment, as codified in the Community
Reinvestment Act.

In marked contrast, nonbank financial institutions have gained access to many of the same
federal protections but operate with no comparable reinvestment responsibility. In particular,
parallel banks have direct access to many federal guarantee programs and state guarantee
associations as well as indirect access to back-up credit and liquidity provisions from the con-
ventional bank system. Parallel banks also enjoy the competitive advantage of regulatory for-
bearance. While parallel banks must compiy with some regulatory requirements and protec-
tions specific to their individual industries, their requlatory burden is significantly less than that
carried by conventional banks. This is particularly troubling since the parallel banking system
has paid little or no attention to local markets and community credit needs, especially in the
distressed and disinvested communities in which COFIs work. By permitting parallel banks to
benefit from government supports in the current regulatory framework, the government and
the public are fueling the expansion of a financial services system that profits from the taxpayer’s
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dollar but avoids its corresponding civic responsibilities at the expense of the conventional
banking industry and local communities.

Sustainable change in distressed local economies requires a meaningful financial commit-
ment to community reinvestment by the full spectrum of financial institutions. Because NACDLF's
Members see in the communities where they work the problems of disinvestment, NACDLF is
prepared to take a leadership role in fostering a national discussion on the reinvestment re-
sponsibilities of the parallel banking system. This discussion should focus on the roles financial
institutions and governments can and should play in fostering community economic revitaliza-
tion and economic, social, and political justice, and should strive to produce comprehensive,
concrete recommendations for extending community reinvestment responsibilities to all finan-
cial institutions that benefit from government support.

A. The Changing Financial Market -

The growth of the parallel banking industry has permanently aitered the financial land-
scape by fostering the development of new savings and lending vehicles that are inaccessible
for many households and businesses. By specializing in many of the financial services that
banks have historically provided, parallel banks have created substantial market niches for
themselves and have in many ways supplanted the conventional banking industry. The rapid
growth of pooled mutual and pension funds during the late 1960s and through the 1970s
created alternative savings vehicles for individuals that generally produced higher yields than
the returns typically guaranteed by conventional banks. As a result, people increasingly switched
from savings accounts to investment vehicles to build their household savings, causing the
percertage of U.S. financial sector assets held by mutual funds and pension funds to more than
double :-om 20% to 42% between 1978 and 1994. In 1986, approximately 1,800 mutual funds
controlled 716 billion dollars in investment income; by 1996, the number of active mutual funds
operating in the United States has reached over 7,000 and the funds now control at least 3
trillion dollars in investment income?,

Conventional financial institutions have also experienced declines in their market share of
business and commercial lending as many medium and large businesses increasingly utilize
nonbank institutions as intermediaries or sell commercial paper directly in the money market.
As a result, banks’ share of short-term business credit has decreased more than 21% over the
past twenty five years such that banks now finance just over half of the nation’s credit debt.
Finance companies that grew as subsidiaries of large manufacturing firms in particular have
grown to rival the conventional banks’ lending position, increasing their market share of out-
standing domestic credit debt from 26% to 37% between 1983 and 19934,

In addition, the banking industry has undergone numerous internal transformations as
extensive deregulation has shifted the overall focus of the field away from local lending. In
order to compete with growing nonbank competitors for limited market share in the global
economy, conventional banks have increasingly lobbied for loosened regulatory constraints.
The lifting of interstate branching restrictions in 1994 and ongoing efforts to dismantle long-
standing prohibitory regulations that limit the securities activities banks are able to pursue
(Glass-Steagall restrictions) are obvious examples of the banking industry’s efforts to equalize
the requlatory pressures facing diverse financial market players and to promote increased
access to market opportunities. Earlier this year, the Federal Reserve gave the banking industry
a major boost when it proposed regulations lifting limits on banks’ nonbank activities.

'

The overwhelming number of mergers and consolidations within the banking system has
only reinforced the industry’s shift away from local finance needs as the number of U.S. banks
with less than $100 million in assets has dropped by at least 5% every year since 1985°. Bank
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industry analysts further predict that more than half of the nation’s bank branches will close or
be consolidated over the next ten years®, The primary result of these changes is that the
banking industry has not only lost its role as the primary source of savings and credit in the
United States but has also fundamentally reoriented its focus away from place-based financing
toward global activity.

As recently as twenty-five years ago, most Americans walked or drove their savings to
neighborhood banks or thrifts which, by regulation, put most of that money back into the local
economy. Today, a growing number of Americans deposit their earnings in large super-regional
banks or invest their money in money market mutual fund or pension fund companies outside
their local communities that direct their funds throughout the world. (Chart A illustrates just
one dimension of how traditional financial intermediation has changed over the past thirty
years). As a result of cumulative institutional changes, capital no longer remains within local
communities. Rather, it tends to flow away from the majority of American communities into
larger wealth-based national and international financial markets.
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The transition away from bank-centered financia! intermediation has had major repercus-
sions in both the financial industry as well as within society at large. First, the number of
financial institutions that operate with comprehensive safety and soundness requirements has
decreased—a move which has effectively de-insured a bulk of America‘s savings. While banks
must comply with significant socundness requirements, nonbank institutions benefit from an
extremely fragmented and weak regulatory system; as more Americans’ savings flow into
these structures, therefore, the overali safety of the global financial system has become more
precarious. Second, the importance of the Community Reinvestment Act and other fair lending
standards has declined as fewer and fewer institutions are covered by the regulations while the
credit and investment needs of many local communities continue to be under-served. This has
especially constrained low-income communities which are historically characterized by inad-
equate credit access.

B. What are Parallel Banks? -

The parallel banking system comprises four major types of non-bank institutions: mutual
funds, pension funds, insurance firms, and finance companies., Mutual funds, pension funds,
and insurance companies have ali developed into important intermediaries for househoid and
commercial businesses’ investments and savings. Finance companies, on the other hand, rival
the conventional banking system as a source of credit for larger businesses and local consum-
ers. While all of the parallel banking institutions serve specific purposes (for example, pension
funds are primarily used as vehicles for building retirement savings), they remain closely inter-
related and dependent upon one another and conventional banks for their continued existence,
(Chart B on page 6 highiights some of these interrelationships). For example, banks routinely
invest significant portions of their portfolios in institutional mutual fund arrangements while
they compete with these same mutual funds for customers. Similarly, pension funds are re-
sponsible for a growing share of mutual fund inflows. Thus, while the institutions that make up
the paraliel banking system may each have specific niches in the financial industry, the financial
system as it exists today operates as a complex web of both rival and dependent institutions.

Mutual funds function as alternate savings and investment mechanisms for both house-
holds and large corporations. By pooling the funds of individual accounts into large-scale in-
vestments, mutual funds purchase large volumes of both short and long-term securities and
distribute their earnings among fund shareholders. Most mutual funds tend to invest in long-
term securities such as corparate stocks in the capital market. More specialized money market
mutual funds (MMMFs) developed in the 1970s, however, as an avenue for middle-class savers
who wanted to enter into the expanding securities market. MMMFs specifically invest in shorter-
term securities such as government bonds and unsecured corporate commercial paper (short-
term promissory notes). The advantages to targeting investments towards short-term instru-
ments are numerous. Most important, money market instruments are very liquid—the average
maturity on their investments is less than 70 days; this in turn means that the credit and

- interest rate risks borne by the investment remain quite low. In addition, MMMFs offer well-
diversified and relatively safe portfolios, investing in a range of securities with short-term
maturities.

While mutual funds developed initially as high-yield savings vehicles for weaith investors,
they have increasingly come to resemble conventional bank accounts. For example, most mu-
tual funds now offer limited payment services such as the ability to write checks against exist-
ing fund balances. This has propelled the funds into growing public favor for they offer both
savings and payment services—just like a bank. As James Pierce describes in The Future of
Banking, “money market funds offer accounts to the public that are technically shares in a
mutual fund, but they look and work like a bank account ... both money market funds and
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banks offer accounts that are payable on demand, and they invest the funds deposited with
them in assets that customers typically could not or would not acquire on their own, Money
market funds are in essence banks that fell outside the iegal definition’ . While the access
mutual funds provide to savings is slightly more limited than that of banks, many people prefer
mutual funds because they promise higher returns.

Mutual funds remain significantly different from banks, however, in terms of the reguia-
tions that govern their activities and the explicit consumer protections they are able to offer.
Mutual funds (including money market mutual funds) are regulated by the Securities Exchange
Commission (SEC), which mandates that all funds must meet strict diversification and disclo-
sure requirements. For example, a money market fund may not have more than 5% of its
portfolio held up in commercial paper that has less than the highest rating. In addition, funds
must limit the amount of securities they hold from any issuer that has less than the highest
credit rating to less than one million dollars or one percent of their total asset base whichever
is smaller. While these diversification requirements do protect consumers to some extent, these
safety regulations are far less stringent than the requirements under which banks operate.

National Community Capital Association 6



Moreover, the contributions individuals make to their money market and mutual funds are
inherently riskier than bank deposits because fund investments are not protected by federal
deposit insurance. Until very recently, mutual funds have not incorporated self-insurance be-
cause the contagion effects of a mutual fund default are more limited than in the case of a bank
default®, If a mutual fund approaches insolvency, the value of all investors’ shares decreases
simultaneously giving individuals little incentive to be the first to withdraw their savings. More-
over, in the event of an economic downturn, mutual funds will generally forgo some of their
profits to ensure adequate investor returns. According to Pierce, “Banks’ primary advantage
over [money market mutual funds] is that money market funds do not enjoy federal insurance.
But unlike banks, which back their liabilities with relatively illiquid and risky loans, money
market funds are backed by highly liquid, low-risk market securities™. The returns promised by
mutual funds are also generally higher-yielding relative to deposit returns because the funds
operate with low delivery and regulatory costs and pass some of these savings on to investors.

Pension funds are similar to mutual funds and often invest their pooled savings in mutual
funds. For example, in 1994, pension funds held $248 billion dollars, or 11.5% of all mutual
funds’ assets. This is almost three times more than their share in 19841?. The primary differ-
ence between pension funds and other pooled savings arrangements, however, is that pension
funds are specialized savings instruments targeted towards clients’ retirement.

The major reguiation governing pension plan activities is the Employee Retirement Income
Security Act (ERISA) which was passed by Congress in 1974 and mandates, among other
things, that all defined benefit plans (funds that have mixed benefit sources and promise a
predetermined level of benefits upon retirement) must purchase federal Pension Benefit Guar-
antee Corporation (PBGC) coverage. PBGC insurance covers individual pension plan benefits up
to an annual maximum in case one’s pension plan is terminated. Plans may be terminated
either by a single employer or by PBGC regulators if they seem to be approaching insclvency.
The federal guarantee corporation, while created as a government agency, is funded by annual
pension premiums that are levied upon participating plans and by any recovered assets that
become available from terminated plans. In this way, the funding responsibility for PBGC is
statutorily shared by both the government and the pension fund industry but generally de-
volves on participating plans in the form of higher premiums. In marked contrast, defined
contribution plans such as the common 401(k) plan are not protected by PBGC insurance and
have much less stringent diversification guidelines.

Insurance companies not only provide insurance but also serve as a vehicle for aggre-
gating long-term savings. The role of insurance companies as savings vehicles became explicit
with the creation of whole-life insurance, which packages standard-term life insurance into a
redeemable savings plan that can be liquidated after a set iength of time. These types of
savings arrangements were particularly popular throughout the first half of this century and
developed into a thriving industry of, in the words of financial writer Andrew Tobias, “invisible
bankers” by the early 1950s. As other institutional savings arrangements also grew to offer
competitive returns during this time, however, the role of insurance as savings vehicles inevita-
bly diminished. While the use of life insurance companies as savings vehicles has thus been
_quite erratic and often controversial, many individuals still favor insurance-based savings ar-
rangements because they offer large tax-deferred returns!!. Insurance companies are also
relatively safe investments because policy helders are protected against corporate defaults
through the industry’s reinsurance policies and through state insurance guarantee funds which
operate in all 50 states. While these guarantee funds are formed as non-profit industry-gov-
erned organizations which recover funds in a post-assessment fashion from within the industry,
the ultimate funding burden in many areas can be shifted onto taxpayers through institutional
tax credits.

In contrast to the other parallel bank institutions, finance companies constitute the
primary lending side of this unregulated intermediary market, emerging as a major source of
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consumer and business loans. Finance companies originally developed as captive subsidiaries
of large manufacturing firms and focused on financing the saies of their parent company. For
example, two of the largest finance companies today are General Motors Acceptance Corpora-
tion (GMAC) and Ford Motor Credit. These companies (like many others) have since expanded
their lending and become independent lenders that provide financing for a full range of activi-
ties beyond the specialty of their parent company, including mortgage and home equity loans.

Finance companies first became attractive lending sources during the 1960s when banks’
efforts to provide affordable loans were constricted by Regulation Q, a federal usury law that
placed a limit on the amount of interest banks could pay on deposits. Regulation Q made it
difficuit for banks to borrow large sums of money and in turn inherently limited banks’ ability to
lend; this led many borrowers, who were beginning to become more credit-savvy, to patronize
commercial paper and capital markets for their short-term borrowing needs as borrowing through
finance companies became easier and less expensive than bank financing.

Finance companies borrow funds primarily by issuing commercial paper in the money mar-
ket. Commercial paper comprises short-term securities or promissory notes that are typically
issued in sums over $100,000 dollars and have an average maturity of less than 70 days.
Finance companies’ borrowing in the commercial paper market has grown dramatically over
the past 20 years and has consistently accounted for more than 60% of the annual commercial
paper issued since the early 1990s!2. Most of this commercial paper is in turn purchased by
institutional investors such as money market mutual funds. In fact, by 1991, commercial paper
constituted an estimated 42% of money market mutual funds’ total assets3. Nonbank compa-
nies typically choose to finance maturing commercial paper issues by rolling over outstanding
commercial paper rather than paying out on the matured paper.

Bank lines of credit are central to this roll-over process. Finance companies specifically rely
on bank lines of credit to cover liquidity problems they could incur when rolling over commer-
cial paper. Back-up lines of credit in turn inevitably enhance the marketability of a commercial
paper issue since the line of credit makes the security effectively risk free. A 1993 study by Jane
D'Arista and Tom Schiesinger found that more than 90% of the outstanding commercial paper
issued by the 15 largest finance companies in 1993 was backed by bank guarantees and lines
of credit'*. In addition, the rating of commercial paper depends on a finance company’s per-
ceived ability to cover and provide returns on its maturing paper. In this way, a finance company’s
commercial paper rating inevitably relies on liquidity from conventicnal financial institutions.

C. The Case for Extending Community Reinvestment Respon-
sibilities to Parallel Banks

While the role of non-bank institutions strongly parallels that of conventional bank institu-
tions, conventional banks have evolved under a very different and much more stringent regu-
latory environment. Conventional banks and thrifts are regulated by four federal agencies, the
Office of the Comptroller of the Currency, the Federal Depasit Insurance Carporation, the Office
of Thrift Supervision, and the Federal Reserve System. This coverage is both a burden and a
boon to regulated institutions—while compliance is expensive, the value gained from having
deposit insurance and more importantly, the backing by the full faith and credit of the United
States, has historically outweighed the regulatory costs. With the backing of the federal gov-
ernment, conventional banks gain substantially greater customer confidence. In exchange for
these benefits, community reinvestment advocates have continually argued (with mixed suc-
cess) that banks and other conventional financial institutions should give something back to
the local communities which they serve.

The Community Reinvestment Act (CRA), the landmark legislation of community reinvest-
ment efforts, is the primary mechanism used to ensure that banks recognize their social re-
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sponsibilities. CRA was created in the late 1970s in response to widespread “redlining” by
financial institutions. Redlining is an explicit practice on the part of banks in which they bla-
tantly avoid lending in areas that are either low-income or have large minority populations.
Even though institutional redlining is now illegal, CRA remains a primary tool to open doors and
intreduce credit and financial services to impoverished low-income neighborhoods. CRA has
produced significant benefits and improved credit access for many American neighborhoods.
More important, however, the legislation has required financial institutions to keep sight of
their public obligations.

Community reinvestment policies such as CRA and fair lending laws have required banks to
fulfill their role as social institutions and brought about significant improvements in the daily
lives and opportunity structures available to millicns of low-income individuals. In light of the
Act’s demonstrated success and the unabetting need for investment in low-income communi-
ties, current community reinvestment responsibilities need to be stronger and broader. To be
truly effective, these obligations must be extended to all sectors of the financial system, includ-
ing parailel banks.

The conventional banking system’s market position has been compromised by growing
competition from the parailel banking system. The interrelationships that make up the current
financial landscape highlight that the parallel banking industry has grown at the expense of
and largely because of the indirect support it has received from the conventional banking
industry and taxpayer-backed guarantee programs. By providing expanded access to govern-
ment and financial system protections, the conventional banking industry has in effect fueled
its own competition and contributed to its own loss of market share. Extending community
reinvestment responsibilities to these institutions would begin to equalize the benefits and
costs borne by the dominant players in the financial industry and introduce a previously un-
tapped source of capital to disadvantaged communities,

Parallel bank officials assert that they should not be subject to community reinvestment
obligations because they are not structured like banks and do not receive the same benefits
and protections as banks, Specificalty, nonbanks cite the foliowing as reasons for their exemp-
tion:

1) They can not buy federal deposit insurance for their liabilities,

2) They can not access Federal Reserve windows for funding,
3) They are not locally chartered institutions,
4) They are not depository institutions.

While technically accurate, these defenses are not grounded in a realistic assessment of
the financial industry as it exists today. Non-bank institutions such as mutual funds, finance
companies, insurance ¢cempanies, and pension funds offer services to their customers that are
virtually indistinguishable from those banks provide. A functional analysis of banks pubiished in
the Harvard Business Review characterizes banks by four core functions: as intermediaries,
they pool resources, make payments, transfer resources across distances and time, and man-
age risk through diversification and insurance®s. Extending these characteristics to nonbanks

- reveals that nonbanks perform almost all of the same functions. While parallef bank institutions
may not take formal deposits as banks do, they are true financial intermediaries, using other
people’s money to carry out savings and payrment services (See Chart C). To manage risks that
may arise in lending, however, nonbank institutions generally socialize and spread risks or rely
on third-party guarantees (such as bank lines of credit) rather than internalize risks'¢. In order
to do this, parallel banks clearly refy on conventional banks and their government-funded
safety-nets.

[Chart C on following page]

The Parallel Banking System & Communily Reinvestment 9



Chart C

Insurance

Sources of Income

Companies

Mutual Funds

|t

(including MMMFs)

r Money (Commercial Paper)
N Market

Banks

Paralle! banking institutions have gained access to numerous industry-driven (yet banking-
dependent) insurance protections and federally guaranteed loan programs. While these indus-
try insurance programs are generally financed by aggregated industry premiums, a majority of
the programs can borrow from the U.S. Treasury for additional liquidity. In addition, finance
companies and other issuers of commercial paper rely heavily on back-up lines of credit from
conventional banks to cover periods of temporary illiquidity. Financial firms become especially
dependent on conventional bank loans when their profitability wanes and their commercial
paper is downgraded by raters and becomes difficult to seli in the money market. In this way,
banks’ support of parallel bank institutions seems to increase as the internal stability and
competitiveness of financial firms decreases. (Chart D on page 11 illustrates how some of
these federal protections extend both directly and indirectly to nonbank institutions).

By using federal guarantees and Treasury lines of credit as the ultimate safeguards against
some nonbank insolvencies, the conventional system incurs substantial unanticipated risks that
could overburden the safety-net system. Compounding these risks is the fact that financial
protection can create a form of "moral hazard” on the part of beneficiaries. If beneficiaries are
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supported more by conventional banks as their own financial soundness decreases, their in-
centive to control losses and restore profitability wil! inevitably be weakened because they
know that their losses will be covered by a third-party. In this way, financial risk becomes
socialized and spread among many as the discipline in lending is removed. Supporting strug-
gling institutions indirectly through bank guarantees and credit lines thus often exposes the
banking system and its uitimate backers, taxpayers, to mounting levels of risk and significantly
higher support costs over the long run.
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The following sector-by-sector analysis of parallel bank dependence on government and/or
government-aided financial supports explains that parallel banks could not operate without
taxpayer assistance, thereby demonstrating the case for extending community reinvestment
requirements to the parallel banking industry:

Mutual Funds

As private investment vehicles, mutual funds and other nonbank savings funds do not have
access to FDIC insurance. Rather in economic downturns, individual investors must share mar-
ket losses as the value of their investments simultaneousty decreases to reflect changes in the
market. Private protections do exist, however, to cover large institutionai insolvencies. The
Securities Investor Protection Corporation {SIPC), a non-profit quarantee association, was cre-
ated in 1970 to insure the securities accounts of customers up to $500,000 if a securities broker
or dealer fails and cannot meet outstanding obligations. While SIPC operates as a private-
sector agency that is financed internally by member firms (all registered securities dealers
must join), it has the ability to borrow up to $1 billion doltars from the U.S. Treasury during
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times of need. As some of the largest buyers of protected commercial paper, money market
mutual funds also derive indirect benefits from the lines of credit that banks provide to issuers
of commercial paper.

Pension funds

Pension funds benefit from similar government-sponsored safety net programs and tax
advantages. As described earlier, all defined-benefit pension plans are required under ERISA to
purchase federal Pension Benefit Guarantee Corporation (PBGC) insurance. Like SIPC, PBGC
insurance is funded with industry premiums from pension fund speonsors as well as with recov-
ered assets from terminated plans. In addition, the program operates with a $100 million dollar
line of credit from the U.S, Treasury, Examination of PBGC’s growth highlights that the pension
fund safety net extends remarkably far and deep. As of December 1993, PBGC specifically
protected the benefits of nearly 41 million Americans or about one-third of the United States
labor force!’. As the demands on the system continue to grow, PBGC's economic future re-
mains relatively precarious. By 1993, PBGC had already accurnulated a cumulative deficit of at
ieast $2.6 billion*®. Most of this deficit resulted from massive underfunding by pension program
sponsors, Underfunding occurs when a company increases benefits but then makes risky in-
vestments or fails to take the necessary precautions to ensure that it will be able to cover
outstanding liabilities when they arise. PBGC’s deficit reduction efforts have been further thwarted
by the fact that many sound pension plans have chosen to modify their benefit structure in
order to move outside PBGC governance and effectively avoid subsidizing other plans’ accumu-
lated losses, The widespread prevalence of defined contribution plans such as 401(k)s is evi-
dence of this fact.

Insurance companies

The supportive strings of the federally-backed safety net are even more apparent in the
relationship between taxpayers and insurance companies. As -=scribed earlier, state insurance
guarantee funds provide compensation to policyholders of ‘/ent insurar ~e companies by
gathering resources from within the insurance industry after a company fails. While these
guarantee funds are generally governed and financed by industry representatives, the ultimate
burden of funding the state guarantee pools is often reflected in forgone state tax revenues. In
41 states, insurance companies are permitted to offset their fund assessments (contributions)
through amortized credits against their state premium taxes. While this arrangement does
force companies to bear some up-front costs, the credits effectively reduce their net cost to
zero over the long run., While facilitating household savings has been an important part of
insurance company activities, many insurance companies also provide consumer loans such as
student education loans to their policyholders. For example, in 1991, three insurance compa-
nies ranked among the top 100 originators of guaranteed student loans. As a result, these
institutions benefited from the government insurance programs that protect these loans.

Finance companhies

While many different types of institutions are becoming significant nonbank lenders, fi-
nance companies remain the primary private-sector non-bank lenders. Not surprisingly, they
are also, therefore, some of the largest beneficiaries of federal loan guarantee programs. In
1993, finance companies reportedly originated more than 84% of all FHA and VA government-
insured mortgage loans*®. In addition, finance companies have become active in the student
loan market and are some of the largest beneficiaries of the federal small business administra-
tion (SBA) loan guarantee program. Only 10 nonbank finance companies are allowed to partici-
pate in the SBA loan guarantee program for Smail Business Lending Companies; in spite of this
smali pool, three finance companies ranked among the top five smail business lenders in 1993,
The fact that these loans have government guarantees boasts lenders’ sales of these loans in
the secondary market and generally expedites the lending process. Secondary market inves-
tors need not concern themselves with the collateral and repayment ability of original borrow-
ers when they know they will be compensated regardless of the circumstances. Government
guarantee programs thus ease the flow of funds and benefit all of the participants in a lending
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deal. Moreover, loan guarantees benefit any company that prefers to hold onto loans it has
originated rather than sell them in the secondary market.

Finance companies have also benefited from the bank lines of credit that are now relatively
standard in money market transactions. As some of the primary issuers of commercial paper,
issuing more than 60% of all outstanding commercial paper in 1993, finance companies de-
pend on bank lines of credit to sustain their money market activities. Virtually all commerciaf
paper finance companies issue is backed to some degree by lines of credit since most institutionai
investors will not purchase the short-term notes without a formal liquidity guarantee. While banks
receive a fee for performing these credit substitution activities, the fact that nonbank paper is
backed by the credit of conventicnal banks makes commercial paper essentially interchangeabie
with bank loans and moreover, places banks in the position of supporting their competitors®,

In a financial catastrophe, the parallel banking system may also have the ultimate protec-
tion of the Federal Reserve lender-of-last-resort pravision. The lender-of-last-resort provision
of the Federal Reserve System allows the Fed to save financial institutions from insolvency
crises by issuing emergency, federally guaranteed foans to institutions that are facing short-
term liquidity crises because of investor runs. This emergency liquidity provision is enacted
only in the most drastic fiscal situations and is a contingent provision that exists to protect
institutions from insolvency. A series of statutory and regulatory changes have recently ex-
panded the scope of institutions that have access to the lender-of-last-resort, positioning the
Federal Reserve as the ultimate protector of American financial market stability. For example,
many analysts contend that government-sponsored enterprises (GSEs) such as Fannie Mae
and Freddie Mac have retained their privileged status in the secondary mortgage market in
part because investors believe that the government will not let the agencies fail. Fannie Mae
has subsequently been able {o generate more than $2.1 billion dollars in profit for its stock-
holders while paying nothing for the federal backing it receives.

In addition, when banks provide back-up lines of credit to issuers of commercial paper, the
responsibility of covering impending illiquidity ultimately devolves to the Fed. In this way, many
non-bank institutions continually receive indirect access to the Fed and the lender-of-last-
resort provision. Conventional banks have had access to federal deposit insurance and emer-
gency liquidity provisions since the early 1930s, but their access has been conditional upon
their ability to remain within certain financial soundness guidelines. Access to the Fed’s dis-
count window is subsequently not a truly subsidized benefit because the protection is coupled
with significant risk premiums. Federal protection for parallel banks, however, involves a sub-
stantial taxpayer subsidy because non-bank institutions are given federal protection without
any of the same conditional provisions or soundness requirements, This suggests that nonbank
institutions may take on significantly greater institutional risks yet benefit from having equal or
near-equal access to federal protection and emergency loans. These inconsistencies highlight
that by exempting non-banks from local reinvestment and soundness requirements, the gov-
ernment and the public are inadvertently supporting the development of a risky financial sys-
tem that operates devoid of any regulation and social obligations,

D. Recommendatlon A Natlonal Forum on the Comﬁiunlty
Remvestment Responsublllt:es of Parallel Banks Crgo

NACDLF strongly supports the extension of community reinvestment requirements to the
non-bank institutions that make up the paraliel banking industry but recognizes that simply
extending CRA in its current form would not work. While paralle! banking reinvestment policies
need to accommodate the institutional diversity that makes up the paraliel banking industry,
they must also be grounded in a clear substantive commitment to the needs of low-income
communities. This can take either or both of the following approaches:
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+ Where appropriate, non-banks should be encouraged to develop viable vehicles for their
own direct involvement in low-income communities. For example, direct investment by
paraliel banks could be promoted through income “distribution” requirements on nonbank
investment and loan portfolios—e.g., finance companies might be required to target a
percentage of their total lending at affordable rates to low-income households meeting
certain income requirements. In turn, favorable ratings of finance companies’ commercial
paper issues could reflect a company’s demonstrated ability to consistently target afford-
able loans to low-income populations??. This effort wouid be aided by industry-wide in-
depth analyses of the distributional lending patterns and affordability of finance companies
and other non-bank lenders’ products.

Savings instruments such as mutual funds and pension funds could similarly be tailored to
meet the specialized savings and investment needs of low-income individuals. Individual
development accounts (IDAs} are a possible model. These specialized savings accounts
help low-income individuals accumulate wealth and direct savings towards high-yield pub-
lic purpose investments such as education, business creation, and home ownership. The
creation of similar “asset-building” mutual funds for low wage earners could help lower
income households not only save for their future but also provide them with an entry point
for participating in the parallel banking system. In addition, the development of more
fiexible “wealth” accounts which address low-income households’ tendency to keep their
savings in relatively illiquid assets would help individuals build viable bases for their future.

+ In other cases, parallel banking institutions can participate in community reinvestment via
indirect partnerships with CDFIs which specialize in financing revitalization efforts in low-
.income and other economically disadvantaged communities. By partnering with CDFIs,
parallel bank institutions can substantially increase the leverage of their initial investment.
Many CDFIs have aiready demonstrated significant creativity in collaborating with conven-
tional financial institutions to distribute credit to unconventional markets. For example,
some NACDLF Member CDFIs receive investments from, borrow debt from, co-invest with,
and manage lending pools for conventional institutions. Several options for supporting
even greater collaborations have been proposed:

* The practices of some socially-responsible mutual funds which invest a percentage
of their total mutual fund shareholder base as common stock in companies that
operate with a demonstrated social awareness suggest one model. While invest-
ments in non-profits cannot be in the form of common stock, aggregated savings
instruments such as pensions and mutual funds could make equity-like invest-
ments in non-profit CDFIs or true equity investments in for-profit CDFIs and earn
consistent positive returns.

+ The Southern Finance Project has proposed creation of 2 National Reinvestment
Fund, capitalized with levies on parallel banks, which would provide a capital base
for CDFIs. The Fund would operate through the Federal Reserve System.

.. These approaches and proposals demand greater discussion, revision, and refinement. For
that reason and to encourage greater attention to the community reinvestment effects of the
structural shift in the financial services industry, NACDLF plans to convene a national forum in
early 1997 that will seek a workable policy to extend community reinvestment obligations to
the entire government-aided financial services industry. In addition to NACDLF and its Mem-
bers, this forum will invite participation by community reinvestment advocates, conventional
and parallel banking representatives and regulators, CDFI practitioners, academics, and oth-
ers. In promoting a comprehensive discussion about the parallel banking system, NACDLF aims
to raise local and national awareness about the subsidies that benefit nonbank institutions and
develop an achievable agenda for bringing about greater social, political, and economic justice
in America‘s low-income communities.
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Finance companies—Nonbank corporate institutions that serve as important sources of credit
for many households. Like a bank, finance companies offer a wide spectrum of loan types;
however, finance companies do not accept deposits. Finance companies were originally started
as captive subsidiaries of large manufacturing firms that financed customers’ purchases of
company durables. Since then, finance companies have dramatically expanded their market
share and become some of the primary issuers of commercial paper and consumer durable
loans, Examples of finance companies include The Money Store and Ford Motor Credit.

Glass-Steagall Act—A regulatory law passed in the early 1930s that established limitations
on the securities activities conventional banks are allowed to pursue, restricting their focus to
payment and intermediary services. Banks have continually pushed the boundaries of the Glass-
Steagall Act as they are increasingly taking advantage of securitization trends overseas in the
global financial market and becoming players in the global securities market.

Government-sponsored enterprises (GSEs)—Government chartered agencies such as the
Federal National Mortgage Association (Fannie Mae)} and the Federal Home Loan Mortgage
Corporation (Freddie Mac) which were created to increase the volume of mortgage sold by
facilitating the development of a secondary market. GSEs specifically participate in secondary
markets by acting as the primary buyers of packaged conventional mortgages. Although cre-

ated as government agencies, corporations like Fannie Mae have since become publicly traded -

stocks, providing benefits to a range of private investors,

Individual development accounts (IDAs)—Special savings accounts that are designed to
promote savings by moderate income households. The assets in an IDA are sheltered from
taxation (like conventional individual retirement accounts (IRAs)) and are not incorporated into
the income calculations of public assistance agencies. Savings in IDAs can only be withdrawn
for pre-specified investments such as education, homeownership, and business development.
Many community development initiatives around the country are currently exploring the use of
IDAs as asset development mechanisms.

Insurance companies—Companies that not only compensate individuals in the event of an
accident or loss but also enter the financial market by serving as a vehicle for long-term
savings. Using whole-life insurance as a means for savings was particularly commonplace be-
fore World War II. Whole-life insurance policies have fixed premiums that guarantee interest-
earning benefits throughout the life of the insured; in this way, they combine long-term savings
with regular term insurance. Since the rise of other high-yielding institutional savings arrange-
ments in the 1950s and 1960s, insurance companies’ roles as savings vehicles has declined. A
primary benefit gained from using insurance companies as savings vehicles is that any income
earned through the savings is tax-deferred; however, the returns available are somewhat lim-
ited because of regulations that govern insurance companies’ investment choices.

Insurance guarantee funds—Funds established by the states and financed by insurance
companies to pay outstanding claims of insolvent insurance companies. The funds cover indi-
vidual policies up to an annual predetermined maximum. The size of a company’s contribution
to the state fund is proportional to the amount of activity a company does in that state.

Money Market Mutual Funds (MMMFs)—A specific type of mutual fund that invests in
short-term securities such as commercial paper and other money market instruments. By the
early 1990s, MMMFs had become some of the dominate buyers of commercial paper, holding
over one-third of all outstanding paper. MMMFs have increasingly come to resemble conven-
tional bank accounts because they allow one to redeem their investment shares by writing
checks against one's money market account. ’

Mutual Funds—Long-term investment vehicles for households and businesses that are man-
aged by investment companies and pool individuals’ savings in share arrangements to pur-
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Glossary of lgey 'Terms'__ ,

Commercial Paper Market (Money Market)—The financial market that concentrates in the
buying, selling, and trading of short-term securities such as commercial paper. The appeal of money
market instruments is that they are generaily very safe and liquid because of their short maturity
and the fact that they are almost always backed by bank lines of credit. Instruments traded in this
market include negotiable certificates of deposit, Treasury bills, and commercial paper as well as
inter-bank trades between Federal Reserve banks and conventional bank institutions. Commercial
paper, an important part of this market, is short-term promissory notes issued by banks, corpora-
tions, and other borrowers and bought by those with surplus cash-flows. The average value of a
cornmercial paper issue is about $120 million dollars. Finance companies are some of the largest
direct and indirect issuers of commercial paper; their paper is then frequently purchased by money
market mutual funds. Trading activity in the money market occurs either directly when finance
companies independently place commercial paper into the market or indirectly through dealers.

Community Development Financial Institutions (CDFIs)—Community-based financial
institutions that provide credit and related services to individuals and organizations who lack
access to conventional financial institutions. CDFIs comprise community development banks,
community development credit unions, community development loan funds, community devel-
opment equity (or venture) funds, and microenterprise funds. The CDFI Coalition estimates
that established CDFIs in the U.S5. currently manage about $1.8 billion in capital and have
loaned nearly $4 billion dollars in disadvantaged communities around the country.

Community Reinvestment Act { CRA)—Fair lending law passed in 1977 that requires banks
to make an affirmative commitment to the credit needs of their local community, including the
needs of low and moderate income residents. The CRA has been revised numerous times, most
recently in 1995, culminating in much less stringent regulations. The CRA remains, however,
the most encompassing and effective fair lending legislation passed this century.

Defined benefit pension plans—aA type of pension plan which offers employees a pre-deter-
mined level of benefits when they retire. Benefit levels typically depend on the tenure of
employment by the individual and his or her compensation in the final years of employment.
Government and union-based plans historically tend to be defined benefit plans.

Defined contribution pension plans- Pension plans in which employers annually contribute
a certain amount of money to be used towards the retirement savings of the plan participant.
Employees also often make voluntary contributions or match the employers’ share of their
retirement savings under these plans. These plans have become increasingly popular because
they are portable when people change jobs. Examples of defined contribution plans include
401(k) plans for for-profit corporations and 403(b)s for non-profits.

Employee Retirement Income Security Act (ERISA)—A regulatory pension law passed in
1974 that governs the activities of private defined benefit pension plans. Included in ERISA are

- plan diversification and disclosure guidelines as well as insurance regulations. Moreover, ERISA
mandates that all defined benefit plans must purchase federal insurance from the Pension
Benefit Guarantee Corporation.

FHA/VA mortgage loans—Mortgage loans that are targeted towards certain borrowers and
are backed by government insurance either through the Federal Housing Administration (FHA)
or the Veteran's Administration (VA). These mortgages are sold individually in the primary
mortgage market but are then securitized and recirculated in the secondary mortgage market
as mortgage-backed packaged investments, Because these mortgages are insured by the gov-
ernment, secondary market investors are eager to purchase FHA/VA backed investments for
they carry extremely little repayment risk.
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chase large volumes of both short and long-term securities. Most commonly, mutual funds
invest in corporate stocks, bonds, options, and money market instruments. The distribution of
investments is largely controlied by individual investors who may choose the leve! of risk they
would like associated with their investment. For example, most mutual funds offer investments
in either high-risk growth stocks for the more adventurous or low-risk short-term securities for
more risk averse investors. Fidelity, Vanguard, and Merrifl Lynch are three of the largest inter-
national mutual fund managers.

Pension Benefit Guarantee Corporation (PBGC)—An agency established by ERISA to
insure and monitor defined benefit pension plans. If a plan seems to be in danger of insolvency,
PBGC may terminate the plan but must compensate investors for lost benefits up to an annual
maximum. The guarantee corporation is currently chaired by Department of Labor Secretary,
Robert Reich.

Pension Funds—Long-term savings vehicles that provide retirement income to employees
(and often, their spouses). Pension funds most commonly fall under two types, defined benefit
and defined contribution plans and are frequently integrated with Social Security benefits.

Regulation Q—A federal usury law passed in the early 1930s that limited the amount of
interest banks and other savings institutions could pay on time deposits. While this interest
rate ceiling was phased out by 1986, its existence indirectly contributed to the dramatic growth
of nonbank institutions in the financial system for the regulation gave nonbank institutions a
clear competitive advantage in attracting funds.

Securities and Exchange Commission (SEC)—The primary regulatory body for capital and
securities markets. The SEC was established as a federal agency in 1934 and is made up of five
commissioners appointed by the President. The Commission governs all national securities
exchanges and associations, sets diversification and disciosure guidelines for the industry, and
generally works to protect investors in the capital market. In general, however, the reguiation
of securities markets is much less stringent than conventional bank regulation.

Securities Investor Protection Corporation (SIPC)—A guarantee fund that insures the
accounts of securities firms’ customers up to $500,000, providing $100,000 insurance on cash
accounts. SIPC is financed internaily by assessments on all registered securities dealers who
are required to join SIPC. Many brokers also couple SIPC protection with additional private
insurance coverage. SIPC has access to a $1 billion dollar line of credit from the U.S. Treasury.
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My name is Clara Miller and I am the President of the Nonprofit Facilities Fund. I also
chair the board of the National Community Capital Association and am an Advisory
Board Member of the U.S. Department of the Treasury’s Community Development
Financial Institutions Fund, which together give me a broad perspective on the CDFI

industry.

The Nonprofit Facilities Fund is an experienced CDFI that operates nationally. NFF has
$23 million in assets and five offices serving the San Francisco Bay Area, Massachusetts,
Philadelphia, and Chicago, as well as New York. NFF supports its nonprofit clients’
multi-faceted contributions to low- and moderate-income communities, advances
community and economic development goals and works to fill the overail need for

car ‘zation of o vanizations in this sector. It has financed approximately $90 million

in projects with $25 million in loans, mostly in the New York area.

As most of us are aware, small- and medium-sized nonprofit organizations, especially
those serving low- and moderate-income communities, have a difficult time accessing
capital in general. They are frequently engaged in low- or no-margin businesses, thus
lack retained earnings to fund their growth needs. They lack the ability to raise equity,
since individual ownership is prohibited. NFF works in a variety of ways to improve
their access to capital. One of its main strategies in doing so is to partner with banks—as
direct lenders to nonprofits, as investors in NFF's loan program, and as partners in

innovation, creating new products and services to address the needs of this market.

NFF has a long history of bank partnerships. Ten banks are direct investors in NFF’s

loan fund; some take part in other ways. With a few, we have relationships that include a



complex mix: volunteer involvement, financial and business advice, product
development, participation in deals and referrals—in addition to investment and grant
support. Citibank has been such a partner, working with us to strengthen the nature and
volume of financial and advisory services that we can provide to the nonprofit sector. As
NFF has expanded nationally, our rela[ionshib with Citibank has expanded

geographically as well.

Citibank has been a particularly valuable part of innovation in our sector because of the
quality as well as the size of therr investment. Citibank has made long-term
commitments to us in the form of an innovative subordinated loan product (the equity
equivalent investment, developed with National Community Capital); and Citibankers are
working closely with us to develop a non-debt financial product. We have found that
Citibank 1s willing 10 take the long view. It looks at the long-term growth needs of
borrowers (including CDFIs such as NFF), is curious about and engaged in the
community development market, and understands the broad needs of the market we
together are trying to serve, including management development, non-debt financing and

ongoing financial advice, as well as capital.

Based on our direct expenence with Citibank over an 18 year period, I have no reason to
believe that the proposed acquisition of Citicorp by Travelers Group, Inc. will impair

Citibank’s commitment (o community investment.
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June 24, 1998

The Honorable Alan Greenspan
Chairman

Federal Reserve Board

20th Street and Constitution Avenue N.W.
Washington, D.C. 20551

Mr. William J. McDonough
President

Mr. James K. Hodgetts

Senior Vice President

Federal Reserve Bank ofNew York
33 Liberty Street

New York, New York 10045-0001

re: Citibank-Travelers Group proposed metget
Dear Chairman Greenspan, Mr. McDonough and Mr. Hodgetts:

The YMCA of Greater New York, founded in 1852, is a community service organization which
promotes positive values through programs that build spirit, mind and body, welcoming all
people, with a focus on youth. We serve 144,000 New York City youth today and expect to serve
200,000 by the millenium. We believe that the combined Citicorp-Travelers corporation will
continue its strong support of our commitment to youth.

We have had long and supportive relationships with Citibank and Travelers Group. Since 1988
alone, Citibank has made more than $200,000 in philanthropic contributions to our work, and
Travelers (including Salomon Smith Barney} has also contributed $200,000. As a result, we have
been able to extend our programs—in youth sports, character and leadership development,
community service, literacy—to as many as thousands of New York City children who would
otherwise have gone without them.

Citibank and Travelers were early underwriters of the YMCA’s I7#r7#al Y after-school program in
partnership with the New York City Board of Education. As the sponsors of sites at P.S. 50 in the
Bronx, P.S. 169 in Brooklyn, and P.S. 142 in Chinatown, they are providing a constructive,
literacy-based experience for on hundred elementary schoolers three hours a day, five days a
week. Today there s much talk about the need for positive alternatives for kids during the
critically important after-school hours. Citibank and Travelers are helping the YMCA to answer
that challenge in New York,

The YMCA has been grateful for the solid support it has received from Citibank, Travelers and
Salomon Smuth Barney. I have worked closely with Paul Ostergard (Citicorp Foundation), Chip
Raymond (Travelers Foundation), and Jane Heffner (Salomon Smith Barney Foundation), and 1
can attest to their personal and professional commitment to community development in New

York City.

We have high confidence that the combined Citicorp-Travelers otganization will maintain its
strong position as 2 community supporter in New York City.

Sincerely,

v Eo A 9’&’2’/27_.
Paula L. Gavin
President



TESTIMONY OF
PETER J. ELKOWITZ, JR. EXECUTIVE VICE PRESIDENT, CFO
LONG ISLAND HOUSING PARTNERSHIP, INC.
BEFORE THE FEDERAL RESERVE BANK OF NEW YORK
REGARDING TRAVELERS GROUP INC. ACQUIRING CITICORP
JUNE 25 1998

Good afternoon. My name is Peter Elkowitz, I am the Executive Vice President and CFO of the
Long Island Housing Partnership, Inc. and its affiliates. The Housing Partnership is a not-for-profit
organization whose mission is to create housing opportunities to those who, through the unaided
operation of the marketplace, would be unable to secure decent, safe and affordable homes. LIHP
has been accomplishing its mission through the development and sale of homes to persons of very
Iow-, low- and moderate incomes as well as through the provision of various supportive services

such as mortgage and financial counseling, technical assistance, downpayment assistance, etc.

I would like to take this opportunity to thank the Federal Reserve Bank of New York for allowing
me to speak at this hearing. On behalf of the Long Island Housing Partnership and its affiliates, [
would like to express sincere support of the proposed acquisition of Citicorp by Travelers Group Inc.
on the assistance that the Housing Partnership has received from Citibank/Citicorp Foundation.

LIHP and its various affiliated corporations have been extremely productive with various
accomplishments relating to housing production, community development and supportive programs.
Since its founding ten years ago, the Partnership has constructed and sold over 400 units of
affordable housing and has counseled thousands of prospective home buyers. In addition, the

Partnership administers municipal community development programs and downpayment assistance

programs.

The Housing Partnership has many members from the business, labor, religious, education and
financial sectors. Much of our support, including administrative grants; construction loans for our
affordable housing programs; and mortgagé loans for our purchasers, comes from member financial
institutions. Iam pleased to say that Citibank/Citicorp Foundation have been active members of the

Long Island Housing Partnership and have provided financial support and expertise over past ten

years,



In fact, Citicorp has been one of LIHP’s most responsive partners, consistently demonstrating a
commitment to affordable housing and community development. Over the years, this institution has

provided the Housing Partnership with over $179,250 in contributions for various programs and

operating expenses.

Citibank serves as an active member of the Long Island Housing Partnership Board of Directors and
its Regional Lending Consortium, as well as the Mastic/Shiriey, Long Beach, Membership, Minority
Qutreach, Babylon, Nominating and Foreclosure Task Force committees. Specifically, Citibank’s
representative on the Partnership Board, Michelle DiBenedetto, is chairperson of the Mastic/Shirley,

Long Beach, Nominating and Membership Committees.

In addition, Citibank co-sponsored mortgage counseling seminars for very low-, low- and moderate-
income Long Islanders. Citibank has provided mortgage loans to low- and moderate-income persons
who purchased homes through LIHP. Citibank is also a member of the New York Mortgage
Coalition, an effort by financial institutions and community organizations, including the Long Island
Housing Partnership, who are committed to increasing home ownership opportunities for persons
of low- and moderate- income by helping them qualify for mortgage loans. As part of the New York
Mortgage Coalition, Citibank offer mortgage products that make it easier for lower income persons

to qualify for loans.

Citicorp Foundation funds were given to LIHP for training to the not-for-profit mortgage counselors
in Brooklyn, Queens and Long Island and to assist with the development of 78 low and moderate
income rental and home ownership units in downtown Bay Shore. Specificaily the funds were used
to offset administrative costs associated with securing public funds and to hire a social worker to

assist with the relocation of current residents.

Citibank is also an active participant in the Long Island Regional Lending Consortium, a group of
lending institutions that pool their funds and share the risk so that socially and credit worthy

affordable housing can be financed and constructed.



It should also be pointed out that Micheile DiBenedetto from Citibank was instrumental in the
success of the Federal Reserve Long Island Home Purchase Process Initiative (LIPPHI). In addition,
as a LTHP Board Member, Ms. DiBenedetto kept the Board Members informed of the progress made

by the Initiative.

It is noteworthy that, in anticipation of the merger, the new Citigroup has indicated that it would
continue to provide substantial administrative support and special project grant funds for affordable
housing initiatives to low- and moderate- income homebuyers. In addition, the Housing Partnership
has been assured that the new Citigroup will continue to provide both construction and mortgage

loans for its various affordable housing development programs.

Over the next five years, the Housing Partnership will be embarking on many affordable housing
projects the largest of which are redevelopment efforts in the Town of Islip and Riverhead that are

projected to yield over 150 affordable housing units for families of low income. The Housing

Partnership also plans to develop other housing units in Nassau and Suffolk Counties which will
require both construction and end-loan financing. While it is difficult to estimate the value of end
loans projected for our affordable home buyers over the next five years, it is expected that such value
will exceed $10 million. Based on past experiences, the Housing Partnership is certain that the new
Citigroup will be an active participant in the financing of its affordable housing and community

development programs.

The Housing Partnership is grateful to Citibank for its support through various community
development programs. Furthermore, it commends the new Citigroup for its foresight of the
importance of such programs. Again, the Housing Partnership would like to express its support of
the acquisition of Citicorp by Travelers Group Inc. Based upon our past interaction with Citicorp,
it is our belief that Citicorp’s demonstrated commitment to the development of affordable housing
and community development in this region will continue. Thank you for the opportunity to speak

before you today.

The Housing Partnership looks forward to working with CITIGROUP to fuifill its pledge of $115

Billion for affordable housing and community development.



Testimony offered by William C. Dorsey
At June 25, 1998 Public Meeting on Proposed
Acquisition of Citicorp by Travelers Group Inc.

Good Afternoon Mr. President, Fellow Witnesses and Honored Guests.

My name is William Dorsey and I am the Executive Director of the Grow Bridgeport Fund. The
Grow Bridgeport Fund is a capital access program designed to provide credit to small and
medium sized businesses in the Greater Bridgeport region. GBF is a partnership made up of the
City of Bridgeport, The State of Connecticut, Bridgeport Economic Development Corporation,
Community Economic Development Fund, and three banks, including Citibank.

I came here today to talk about the crucial role that Citibank has played in the formation of the
Grow Bridgeport Fund and how the bank’s continued involvement is critical to the Fund’s future

development.

GBF grew out of the Bridgeport’s Empowerment Zone application process, when the entire
community recognized that a key impediment to the City’s economic growth was that credit from
traditional lenders was not available for small businesses. This sentiment was particularly acute
in the wake of the New England banking crisis, which witnessed the dernise of several local
finan ‘nstitutions #~4 the removal of credit decisions from local to regional banking centers.
The community as a whole suffered from this lack of access to credit because it stymied
Bridgeport’s ability to expand its tax base and to create job opportunities for its low to moderate-

income residents.

In early 1995, the City of Bridgeport sent out requests to 18 banks operating in Southwestern
Connecticut, to participate in the Grow Bridgeport Fund. Citibank was one of only three banks
that responded. From the earliest planning sessions, it has actively participated in the fund
through its representative, Ellen Tower and its counsel Larry Brown. They have asked tough
questions, but they were also willing to make the compromises necessary to make this unusual
coalition of the private and public sectors work. Further, once our operating agreement was put
into place in late 1997, Citibank was the first bank to provide an equity contribution in the

amount of $250,000.

Since that time, the Grow Bridgeport Fund has gone on to make loan commitments totaling
$612,000, with another $1.7MM in requests. Ellen Tower sits as a member of our Board of
Managers and Michael LaBella serves on our Investment Committee, which reviews and
approves all requests for credit. They continue to bring resources to the table, both human and
financial, which contribute to the growth and stability of GBF. Citibank has made training
available to develop and expand the capacity of our staff through classes taught by the National
Development Council on the design and administration of revolving loan funds; it has helped to
defray a portion of our marketing expenses; it has helped shape a risk rating system for our loan
portfolio; and it has identified potential sources of capital, which will allow GBF to prudently

expand its lending activities.



I think that Citibank's participation in the Grow Bridgeport Fund and other Bridgeport based
organizations is all the more praiseworthy because there are no Cttibank branches or loan offices
in the city. What we are witnessing s not the implementation of some marketing strategy, but
rather the type of corporate citizenship that has recognized the genuine needs of an underserved
community and has taken concrete steps to meet those needs. Citibank’s commitment to
Bridgeport represents an act of leadership that is all to often absent 1n this era of consolidation
within the financial services industry which has been marked by rampant disinvestment in smaller
and less wealthy communities.

The collective expertise and wisdom of a Citibank is an invaluable resource and it is the most
valuabie asset to a fledgling organization such as the Grow Bridgeport Fund. As the financial
services industry continues to contract, and creative alternative lenders continue to emerge to
serve needs of those business borrowers at the lower end of the spectrum who don’t met
traditional credit criteria, energetic participation by traditional lenders is needed to support the
efforts to manage and expand these portfolios. It is the transfer of the larger institution's expertise
that is almost as critical as capital in making these alternative-lending institutions viabie.
Citibank’s participation in the Grow Bridgeport Fund has been a model of how these knowledge
transfers can take place and we hope that this example of responsible and enlightened corporate
support will continue in the future.

Thank you for the opportunity to address you thts afternoon. I would be pleased to answer any
questions now or at a later date.
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Good Afternoon Mt. President, Fellaw Witnesses and Honored Guests.

My name is William Dorsey and I am the Executive Director of the Grow Bridgeport Fund. The Grow
Bridgeport Fund is a3 capital access program designed to provide credit to tmall and medium sized
businggses m the Greater Bridgeport region. GBF a parmership made up of the City of Bridgeport, The
State of Connecticut, Bridgeport Economic Development Corporation, Community Economic
Development Fund, and three banks, inchuding Citibank.

I came here today to talk about the crucial roje that Cinbank has played in the formation of the Grow
Bridgepart Fund and how the bank's continued involvernent is exitical to the Fund’s future devcloprnent.

GBF grew out of the Bridgeport’s Empowcrment Zone application process, when the entire cormmunity
rccognized that a key impediraent to the City’s economiic growth was that small businesses could not get
credit from traditional lenders. This sentiment was particularly acute in the wake of the New England
banking crisis, which wimcssed the demise of several Incal financial institutions and the removal of credit
decisions from local to regional banking centers. Further, this lack of access to credit stymied Bridgeport's
ability to expand its tax hase and to create job opportupities for its low to moderate-income residents.

Planning for the Grow Bridgeport Fund began m early 1995 and Citibank participated in these scssions
from the outset Through its representative, Ellen Tower and its counscl Larry Brown, Citibank helped to
shape the mission and policies of our organization. They asked tough questions, but they were also willing
to make the comprumises necessary to make this unusual coalition of the private and public seetors work.
Further, oncc our operating agreement was put into place in late 1997, Citibank was the first bank o
provide an equity contribution in the amount of $250,000.

Since that time, the Grow Bridgeport Fund has gone on to make loan commitraents totaling $612,000, with
another $1.7MM in requesis. Ellen Tower sits as a member of our Board of Managers and Michael LaBells
serves ou our Investiment Committee, which reviews and approves all requests for credit. They continue to
bring resources to the tablc, both human and financial, which contribute to the prowth and stability of GBF.
Citibank has made traming available to develop and expand the capacrty of our staff, it bes helped to defray
a portion of our marketing expenses, it has helped shape a risk rating system far our loan portfolio, and it
has identified potential sources of capital, which will allow GBF to prudently expand its lending activities.

I thipk that Citibank’s participation in the Grow Bridgeport Fund and other Btidgeport bascd organizations
is more than ngreworthy because there are no Citibank branches or loan offices in the city. What we are
witnessing s not the implementation of some inarketing smatcgy, but rather the type of corporsie
citizenship that has recognized the genuine existence of au waderserved market and has wken concrete steps
1o serve thosc needs. Citibank’s commitment to Bridgeport represents an act of leadership that is all to
often abscnt in this era of consolidation within the financial services industry.

The collcctive expertise and wisdom of 4 Citibank is an invaluable resource and it is the most valuable
assct to a fledgling organization such as the Grow Bridgeport Fund. As the financial services industry
continues to contract, and creative alternative lenders continue to emerge to fill this vacuurm ar the lower
cnd of the spectrum for business borrowers, evergetic participation by traditionat lenders is geeded to
support the efforts to manage and expand their portfolins. It is the transfer of the larger institution's
expertise that is almost as critical as capital in making these alternative-lending institutions viable.
Citibank's participation in the Grow Bridgeport Fund has mode} of how these knowledge transfers should
1ake place.
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TESTIMONY
AT FEDERAL RESERVE BOARD PUBLIC MEETING
ON JUNE 25, 1998 REGARDING PROPOSED MERGER OF
TRAVELERS GROUP INC. AND CITICORP

Lisa Gerrol, President
National Multiple Sclerosis Society, Greater Connecticut Chapter

As in most communities, the greater Hartford area has thousands and thousands of
corporations and businesses. Among those numbers, one local corporation, The Travelers
Group, has distinguished itself as the “Corporation of the Year” of The Nattonal Multiple
Sclerosis Society, Greater Connecticut Chapter. I would like to take a few minutes to tell

you why.

Multiple Sclerosis is chronic, often disabling disease of the central nervous
system. Symptoms may be mild such as numbness in the limbs, or severe, leading to
paralysis and blindness. Most people with MS are diagnosed between the ages of 20 and
40 but the unpredictable physical and emotional effects can be lifelong. The progress,
severity and specific symptoms of MS in any one person cannot yet be predicted. The
National Multiple Sclerosis Society provides local services to help end the devastating
effects of MS and funds research to find the cause, new treatments, and a cure for

Multiple Sclerosis.

Ten years ago a small group of volunteers from The Travelers began to help at
MS Vacation Week, a recreational and educational program for people with MS, many
who are severely disabled. People with MS enjoy an accessible environment where they
are understood, accepted, and have the opportunity to experience activities they wouldn’t
otherwise be able to do. They can go swimming, fishing, boating, be entertained, and
learn about coping strategies, treatments, and more. The program also benefits care-
givers, who often are exhausted from the daily needs of caring for their disabled partner

by giving them a much needed break.

Through the years, The Travelers has increased their funding of MS Vacation
Week. The past three years they have been the major sponsor of the event, allowing us to
significantly increase the number of people who atiend and to improve the quality of the
program. Although Vacation Week is held during the week, The Travelers allows their
employees to take time off from work, with pay, to attend for the entire week (at the
discretion of managers). A large percentage of program participants need assistance with
activities of daily living and Traveler’s employees are always there to help. Seeing the

: HHLTH: : The National MS Society...One thing people with M5 can count on.
APPEAL Serving Hartford, New Haven. New London, Middlesex, Tolland and Windham Counties in Connacticut

Lorner Agency




joy of people with MS who attend the program and the sincere concern and caring of our
Travelers volunteers, has brought tears to my eyes more than once.

Another example of The Travelers commitment to giving back to our community
can be seen by reviewing their participation in the National Multiple Sclerosis Society
Walk. Eight years ago, a small group of committed Travelers employees began walking
in the MS Walk and raising funds. That team has now grown to over 250 walkers
participating in Connecticut, raising over $23,000. The Travelers, continuing their
emphasis on helping our communities and encouraging employees to do so, allowed their
Team Captain, Jean Cormier, to promote the MS Walk in Travelers offices throughout
the country. Hundreds of Travelers employees now participate in MS Walk locations
including Florida, California, New York and beyond.

Two years ago, The Travelers became the major sponsor of the Greater
Connecticut Chapter MS Walk, our largest fundraising event, raising nearly $400,000.
The Traveler’s involvement with the Greater Connecticut MS Walk has been a major
source of support to help raise millions of dollars to fund research and local programs.
MS Society funded research has resulted in three treatment options that slow the
progression of certain types of MS by one third. The Travelers has also been
instrumental in helping provide programs that improve the lives of over 10,000 people in
Connecticut. Programs include newly diagnosed workshops, support and counseling
groups, treatment options programs, medical equipment loan program, professional
educat.on and dozens more.

The Travelers Group exemplifies how a corporation can significantly impact the
welfare of our community and improve the lives of its residents. The merger between
The Traveler’s Group and Citicorp can only make them stronger and more able to help all
of those we care so deeply about at organizations like the National Multiple Sclerosis

Society.

ki



COALITION FOR WELFARE TO WORK
C/O WELFARE TO WORK FOUNDATION

394 BEDFORD RoaD

PLEASANTVILLE, NY 10570

TEL: (B 14) 7a47-1 344
Fax: (@1a) 747-397]

May 14, [998

William Wiles

Secretary

Board of Govemors

Federal Reserve System

20" Street and Constitution Ave., NW
Washington D.C. 20551

Dear Mr. Wiles.

[ am writing 1n reference to Citibank, N.A_ with respect to the sophisticated and extensive assistance they
have provided to our group, the Coalition for Welfare to Work.

The Coalition is a group of volunteers helping individuals move from welfare to work. We provide
interview-appropriatc clothing, practice interviews, and mentoring to help people get and keep good jobs
throughout Westchester County.

In ¢very arca Citibank has shared their workforee development skills as well as numerous volunteer hours.
For ¢xample, Citibank did a clothing drive with large posters and racks in every Citibank in Westchester
County. They have provided professional interview training to our volunteers. Citibank emplovees have
volunteered to be mentors, and to do practice interviews themselves. They have also trained our clients in
personal budpeung, and provided tours of their office facility.

But it doesn't stop there. Citibank has also placed our brochures in their branches to recruit new
votunteers. Thev have referred us to other organizations in community development and to potential
sources of funds. And they have given us friendly but good advice about building and managing our

organization.

in all. the Citibank community development team. led by Peter Mosbacher, has been professional. focused.
creative. and always helpful. We are proud of what the Coalition for Welfare to Work has accomplished.
but we would not be where we are today without the many Citibankers who have gone the extra mile to
help us.

Sincerelv vours.

Ted Buerger
External Liaison



EXCERPTS FROM LETTERS TO
CAREER CLOSET

1d ke to thank you 10 assishng me liom
welfdre lo work | leel very contident wilh
iy new clothes and L feels good 10 know

thal peopte ke you exist”

RW

Il was a pleasure camung up to the Career
Closet and mice to be treated iike a huiman

being  Also | really felt special while | was
there.”

DM

“Thanks so much for your time, patience...
help and suggestions. There are wonderful
and generous people in the world. You .
aie the best.”

cv

| appreciate the kndness which you have
showil me with the gift of clothes The
chance 10 make something better of my
ife 1s such a blessing fram God. and | in-
tend 1o pass it along ™

Kw

SUPPORTING GROUPS

Groupsy which support  the  Coahition
theough donations snd volunieers include:

Briarchiff Congregational Charch
Business and  Professional Women
(BPW)

Coogregation Sony of Esracl

First  Congregational Church  of
Chappayua

Interfaith Council for Action

The Juniur Leayue of Westchestee-on-
Hudson

The Junive League of Pelham

Jack and Jill

New Beginnings

Scarborough Preshyterian

St. Mary’s Episcopal Church

St. Theresa's Church

Star of Bethlehem Baptist Church

Temple Israel of  Northern
Westchester.

The Coalition is also grateful for the
assistance of Westchester corporations,
including:

-~

Bayer Corporation

Bell Atantic

Citibank

Cotin Services

First Union

MBIA

Sprint

and too many others to mention,

‘pahition Advisors

Assemblywoman 8. Galef
JoiGiovanm (BOCES)

Volunteering with

THE COALITION FOR
WELFARE-TO-WORK

“Together, we can
make a difference.”

Coalition for Welface-ta-Work
384 Bedford Road, Pleasantville, NY 10610
{914) T47-3947 fax: 747.3971



The Coalition
for
Welfare-to-Work

The Coalition for Welfare-to-Work was formed i
Februany 1997 by a group of business. rehigious and
volunteer  argantzations  who wished to help
indinviduals find their way from welfare 1o producine
work

Brought together by Assemblywoman Sandra Galef's
office. the Coaltuon welcomes new groups and
individual volunteers who wish 1o participate in any of
s programs, or 1o develop their own

CAREER CLOSET

The first project of the Coalition, Career loset,
provides clothing appropniate for intervicws and for
office work Tor public assistance recipients actinely
moving from welfare 1o work

Clothing is provided by appointiment onhy (Saturdays.
from 9 3bam - 12 00 pm ) to persons recommended
by an approved training/counseling program
Volunteers provide transportation to and from tran
and bus stops and clothing consultations for chents
Volunteers are also available to conduct scnunars on
“Dressing  for Success™ at agency sites throughout
Westchester

PRACTICE INTERVIEWS

Vaolunleers arc avinlable 1o give presemiations on
infenvicswang  at counschng/ramng  wnteis. (o
conduct  practice anterviews.  and  to provude
opportuiities  for practice ntenviews en Se il
busiess offices

MENTORING

Volunicers from sarions backgronnds hine offered to work
with mdn iduals who e secured ajoh - These yvolunteers
sene s o sounding board and support svstem for those
who gre less fasuhar wubh the work conronment
Lntially . a weekly contact tis relanionslup dosters not
oulv coping shills for the werld of work. but also
enconrapement for a new emplovee to develop shills for
career advancament bovosd the entes davet job

OTHER SERVICES

The Coalition for Welfare-to-Work also links 1o
professional service providers. including the Chuld Care
Council. FIRST ({affordable healthcare). RSVP/REP
(practice interviewing and resume writing). Sprint (free
answenng service for those without phones). and 16
different training/placement programs across Westchester

The Coalition is a wmember of the Westchester
Coordinating Committee. which secks to share knowledge.
contacts and resources among regional welfare-lo-work
cfforts  The Coordinating Commitice also works with
cmployers who are secking cnuny-level workers  These
employers may be more withng te consider welfare
recipicuts as job applicanis because of their “pre-
qualifuing” imvolsement with the Coaliion

Some Ways You Can lleh;

No-fee Banking CITIBANCD
From Citibank, N.A,

Cinbank is working swath the Coalition on travung. job
shadowing and peneral “workforce devclopment”™  As
one example, Ciibank has agreed to provide free wo
hour  Ninanceal hife shilte workshops after which ous
new v cmploved cheats will recene one vear of  ne
fee ” hasic bankmg seivices, inclading checkimg and
ATANY senvices

The workshops addicss budgetimg wsing o cheching
accannt siving ATA uoaee and nouapnge Credn

Career Closet

+ Sort clothing on weckdays,

T Help clicms on Saturday morning.
Practice Interviewing

O 1n yvour office, at lunchtime.

O At atraining program,

9 On aweekend.

Real Jobhs

¢ Four month computer-related internships.
¢ Letus know of entry Yevel full-time jobs,
Mentoring

¢ One week job shadowing.

O Mentor at WestH.E.L.P. (once 2 week
phonc contact).

Co-mentor a job support group in vour
area of expertisc.

Name
Street

{in Phinre

For more information , contact:

Festic Allen Executne Direcior (914) 941-5765
Ted Buerger, External Luaison (91dy 7473947

193 Bedford Road
Pleasanividle NY  [os7o Fas (414 747097



Testimony before the Federal Reserve Bank of New York

June 25, 1998 - Panel 10

My name is Edwin Torres and thank you very much for the opportunity to present Bill Aguado's
views on the proposal by the Traveler's Group, Inc. to acquire CitiCorp. Bill Aguado is the

Executive Director of The Bronx Council on the Arts.

CitiCorp has been a long time supporter of the Bronx Council on the Arts and in recent years has
had a significant impact on the Bronx Council on the Arts' community development initiatives
as well as its basic operations. Because of its relationship with CitiCorp, the Bronx Council on
the arts has been able to expand its focus of the cultural development of the Bronx to include a
new corporation, the BCA Development Corporation. CitiCorp, specifically their community
development department, recognized the value of our eff - and othe. like-minded arts
organizations to begin exploring the role that we as arts organizations can play in the

revitalization of our innercity communities.

To that end CitiCorp designed and implemented a special initiative entitled, "Cultural Builds
Community". The premise is a relatively simple one; that is, by creating partnerships between
arts organizations and community development corporations a new and meaningful paradigm of
service can be created. Culture Builds Community included a special training initiative for the
proposed partnerships to enable them to effectively work together, to identity and overcome
whatever management obstacles would emerge, and to assist the participants in program

development.



BCA and another technical assistance provider, Brooklyn In Touch, were contracted to conduct
this important training. The importance of this initiative cannot be stressed enough. It is the
recognition that the arts can enhance community development efforts is what distinguishes
CitiCorp from other financial institutions. Over 30 organizations were served by Culture Builds
Community. The concept and the experience was such a positive one that BCA created its own
version, entitted Community Cultural Partnerships. The concept has had a positive impact on our

Bronx organizations, as well.

To be sure, the arts are more than performances and exhibitions. The arts reflect cultures, and
are representative of an individual's value system. Within the context of a community the arts
have the potential of bringing residents together in a pro-active fashion. The arts can and have

effectively complemented the efforts of other traditional revitalization entities.

Given the economic impact the arts have on the economy of New York City - $9.3 biilion - the
art is an area with tremendous potential for job and business development in our undeserved
communities. CitiCorp has indeed recognized that potential by being the first to support our new

Development Corporation and one of its major initiatives, our Arthandlers Job Training Program.

Specifically, The Arthandlers Job Training component 1s a first of its kind program which is
designed to prepare the unemployed for careers as Arthandlers. Arthandlers are individuals who
work behind the scenes at museums, galleries, auction houses and corporate collections and help
to maintain art collections, install exhibitions, frame artwork, pack and crate, and provide risk

managment, to name a few tasks.

The salaries at the entry level can range from $10 to $30 per hour. Many with experience can
have a very lucrative career and support their families. We are now completing the training and
the trainees will be placed in internships during July. By the Fall we expect to place them in
permanent positions. Also, many opportunities are now presenting themselves in the form of new
services and for profit business opportunities which would employ additional personnel from our

communities.



Lastly, CitiCorp has allowed us to sustain our efforts during our difficult cash flow times by
extending to us an important credit line. Given the uncertainty of contracts for non-profits, you
can imagine the value of the credit line. Moreover, there is a ripple effect one must consider;

that 1s, the credit line allows as to sustain the integrity of our commitment while fulfilling our

mandate of service during difficult times.

CitiCorp is owed a debt of gratitude for their "forward thinking" and we have been assured that

their commitment to our communittes will continue after the acquisition of CitiCorp by the

Travelers Group.

artest2. wp



| Testimony of Cesiah Mullane, Reinvestment Committee of CypressHulls and City Line
Federal Reserve Bank of New York
June 25, 1998

Good Afternoon, members of the Board of Governors of the Federal Reserve
Bank of New York. My name is Cesiah Mullane and I am a member of the
Reinvestment Committee of Cypress Hills and City Line.

I have lived in Cypress Hills since 1957 and have spent a large part of those 41
years contributing to my community in every way [ can, working on issues such as
education, affordable housing, the prosperity of our business community and quality of
life issues, all of which impact the stability of my neighborhood. I volunteer at the
Cypress Hills LDC, our local Twelve Towns YMCA and my church. I am involved
with our very young New Visions School, our Child Care Corporation, and the
Cypress Hills Community Coalition, which succeeded in securing a zoning amendment
to protect our residential biocks. I advocated for a new intermediate school, 1.S. 171,
for twent vears - a r>w school is being built right now, P.S. 7, to relieve the
decades-iung overcrowding on the "Northside" of East New York's School District 19
(Community Board #5). And once a year, on our "We Love Cypress Hills" Day, we
hold a parade and street festival to celebrate our wealth of cultural and ethnic diversity
and our successes, big and small. I am passionate about my neighborhood - that is
where [ live. Improving it is my life-long work.

The Reinvestment Committee of Cypress Hills and City Line was organized in
May, 1992 after the Cypress Hills Local Development Corporation and the City Line
Coalition published a joint housing plan for our communities that showed a deplorable
lack of lending by our banks. For the past seven years, we have collected and
analyzed HMDA data for the seven local lending institutions in our area (the northeast
corner of Brooklyn, the "Northside" of Community Board #5) and met with
representatives of these banks, including Citibank, to share our analyses and work
cooperatively to increase lending. Cypress Hills and City Line are sister communities;
their housing stock, populations, and economic status are quite similar.



Testimony of Cesiah Mullane, Reinvestment Committee of Cypress Hills and City Line
Federal Reserve Bank of New York, June 25, 1998

A&:Rfding to the 1990 Census, Cypress Hills(63%) and City Line (53%) are
predommtly Hispanic communities. The residents of these two communities earn low
to moderate incomes. In 1990, households in Cypress Hills and City Line eamed
median incomes of $23,138 and $25,318 respectively compared to $29,832 for New
York City as a whole. Hence, Cypress Hills and City Line households have incomes
that are 78% and 85% of the City's median.

The Reinvestment Committee's membership consists of resident activists of
Cypress Hills and City Line and staff and board members of the Cypress Hills LDC.
For the past seven years we have analyzed HMDA data for our census tracts, brought
together the seven local lending institutions that serve Cypress Hills and City Line to
discuss their performance and ways they should increase lending, and worked
cooperatively with our banks to meet the credit needs of area residents and businesses.
We have convened five community forums on bank lending activity in their
communities where Home Mortgage Disclosure Act (HMDA) data was reviewed and
the Committee's concerns were discussed. Qur concerns included a lack of affordable
mortgage products offered by the local banks, a laissez-faire attitude towards
marketing and outreach, and a lack of educational/homebuyer counseling services to
support first time homebuyers. We requested that the smaller banks reinvest 1% of
their deposits and that larger muitinational lending institutions (¢.g. Chemical - pre
1997, Chase, and Citibank) reinvest 5% of the local deposit base in mortgage,
refinancing and home improvement loans. We also demanded expanded
homeownership counseling services, marketing of and participation in affordable
housing programs, increased outreach in our area of support of the Cypress Hills Local
Development Corporation's mortgage foreclosure prevention efforts. The
Reinvestment Committee has slowly tumed around the redlining of our communities
which took place in the [980s. Qur efforts have resulted n an increased lending, the
start-up of a First Time Home Buyer Club with EAB, lending commitments totaling
$1.9 mullion from M & T Bank and Dime which have been fulfilled, financing of a
housing rehab project, and an expansfon of first ttme home buyer education seminars n
Cypress Hills and City Line.

b
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A troubling sign for Cypress Hills and City Line is the lack of investment by
local lending institutions in home mortgages and home improvement loans. Since
1995, Citibank's lending activity has fallen far short of the 5% reinvestment goal set up
by the Committee. Citibank originated only 7 loans in 1995 for a total of $717,000 -
down from 31 loans in 1994 equaling $3.4 million. In 1996, Citibank approved no
home purchase loans in our 22 census tracts and had a 72% denial rate for home
improvement and refinancing applications submitted! 1997 saw the least yet, 8 ioans
for a total of $235,000 (.81% of local deposit base). I believe these numbers speak for
themselves!

To put these figures in context, and in relation to the goals set out by the
Reinvestment Committee, I would like to mention the deposits this branch of Citibank
has. The City Line branch has seen growth in its deposit base over these same years:
in 1994 just over $28 million in deposits were held; 1995 saw an increase to
$28,665,000; and 1996 (the latest year for this statistical information) saw another
increase to $29,129,000. A branch with increasing deposits and dramatically
decreasing lending - Citibank is taking the money of my neighbors and using it to make
other communities strong.

Citibank's lending record is dismal, aithough they have "pledged" to work on
this through their lending commitment - by their own admission this translates into an
8-10% increase in lending for the New York City area. In my community, this is less
than one home mortgage loan! Thank you.
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Good afternoon staff and members of the Board of Governors of the Federal Reserve Bank of
New York. My name is Michelle Neugebauer and [ am the executive director of the Cypress
Hills Local Development Corporation. The LDC was founded in May 1983 to revitalize the
Cypress Hills community in northeast Brooklyn. Cypress Hills is a low and moderate income.
predominately Latino, small homes neighborhood that is often referred to as the “Northside™ of
East New York. My organization is governed and staffed by people who live in the community
and are dedicated to its health and stability. The LDC runs twenty programs focused on housing
preservation, economic development and youth services - - the three greatest needs of our
community. We have developed over 125 units of affordable housing in our area with $11.6
million in public and private financing, renovated 129 store fronts on our commercial strip,
secured over $1 miilion in home improvement loans for Cypress Hills’ homeowners, started a
New Visions public elementary school and launched a child care initiative which has already

created sixty jobs and provides care for 245 children in Cypress Hills and East New York.

Seven years ago, we joined with a neighboring community organization in East New York. The
City Line Coalition, to form the Reinvestment Committee of Cypress Hills and City Line. My
colleague and friend Cesiah Mullane has just finished describing the purpose and activities of
this committee. In addition to the concerns illustrated by Cesi’s remark’s I would like to share a

synopsis of the LDC’s relationship with Citibank.

Citibank has actively participated in The Reinvestment Committee and the work of Cypress Hills
L.LDC by sending representatives to our annual Banking Forums. trving to find solutions to a
rising mortgage foreclosure problem in Cvpress Hills, giving financial support to establish the

Cypress Hiils - CityLine Mortgage Foreclosure Action Program. and training statf in mortgage
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underwriting and financial packaging of economic development projects. Cypress Hills LDC has
collaborated very closely with Citibank over the last two years through their “Partners in
Progress™ program. Citibank has provided us with technical assistance and a $50,000 grant that
will be used as equity in constructing a mini-mall on our commercial strip. The mini-mall will
bring desperately needed goods and service to a desolate section of our shopping strip and create
forty permanent jobs in Cypress Hills. We believe the community relations and community
development staff of Citibank have genuinely listened to our concems and the needs of our
neighborhood and that the “Partners in Progress™ program is a model to be replicated and built
upon for this dialogue and the support required to make complex community development

projects a reality.

We just wish that this concern could be translated into a change in lending performance,
practices and policies by Citibank in our neighborhood and a specific commitment to meeting
lending targets in our area. We want Citibank to maintain their full service branch in CityLine.
This branch provides banking services to Liberty Avenue, an active commercial strip serving all
of East New York. and the over 48.000 restdents of Cypress Hills and CityLine. Qur
communities have large immigrant and elderly populations and we earn low and moderate
incomes. We do not readily have access to technology nor are we comfortable with it to do our
banking. As one of our residents said recently: “People in our neighborhood work so hard for
their money. they want to actually touch it. They want to talk to a human being when they go to
the bank. They want personal attention.” In 1995 Citibank automated a branch close to our area
in Starrett City and the change was fought unsuccessfully by our Community Board. In
anticipation of Citibank possibly automating the CityLine branch we collected over 300
signatures on a petition to the CEO of Citibank demanding the branch remain a full service one.
We are happy to report that Citibank respected the wishes of our community and we hope that

thev will continue to keep our branch open and staffed with people!

The Reinvestment Committee believes that Citibank needs to better serve Cypress Hilils and
CitvLine by lowerning their tees. Citibank has the highest minimum balance of any of the banks

with branches in and close to Cypress Hills. The minimum balance required to avoid monthly

Lol
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fees is twice as high as any other bank - with a requirement of $6,000. Cypress Hills and
CityLine are low to moderate income communities with 1990 median household incomes of

$23,138 and $25,318 respectively that can ill afford these high fees and minimum balances.

To assist homeowners who are experiencing difficulty making their monthly mortgage payment.
Citibank offers a local “On the Ground” team in New York City. Each borough has one Citicorp
employee who staffs this team. The “On the Ground” team is supposed to work with the
foreclosure and loss mitigation department of Citicorp - which is centrally located in St. Louis.
Missouri. The Cypress Hills and CityLine experiences with this service to homeowners has been
somewhat limited, yet frustrating. The St. Louis Office is rigid and has full authority to authorize
or reject workout agreements, modifications, and refinancing applications. The “On the Ground™
team adds one more step in the process of resolving possible mortgage foreclosures. The
Cypress Hills Local Development Corporation which provides staff support to the Reinvestment
Committee of Cypress Hills and CityLine offers a morntgage foreclosure prevention program.
Anecdotal information from this program shows that it took over 5 months to evaluate an
application for refinancing only to eventually reject it. The The “On the Ground” team needs to
have the authority to negotiate new terms with borrowers and refinancing so that homeowners
can receive a quicker, more flexible and sensitive respense as opposed to approvals having to go

through Citibank’s St. Louis division. Thank you for your attention to our concerns.



As of Mav 1. 1998 | Regular Checking

Interest Checking
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| Min to Monthly Min to Monthly Rate
Bank Avoid Fees Fees Avoid Fees Fees
Chase Manhattan $3.000 $9.50 $£3,000 $12.00 0.90
Citibank 56,000 $12.00 $6,000 $12.00 1.00
Columbia Savings | $0.00 $0.00 $500 $3.00 1.23
Dime Savinus $1.500 $8.00 £2.500 $10.00 1.00
EAB $1.000 $12.00 $2.500 $14.00 1.00
GreenPoint Bank $1.500 $9.00 $2.000 $10.00 1.25
M & T Bank $1.500 $8.00 $3.000 $11.00 1.25
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Good Afternoon staff and members of the Board of Governors of the Federal Reserve
Bank of New York. My name is Jennifer Lee. I work for the Cypress Hills Local
Development Corporation, in my role there [ work with the Reinvestment Committee of
Cypress Hills and CityLine. I have worked with this committee for over three years. The
Reinvestment Committee has joined with other individuals and groups throughout the city

to form the Citibank Travelers Watch.

The Cypress Hills Local Development Corporation and the CityLine Coalition joined
forces in 1992 to form The Reinvestment Committee of Cypress Hills and CityLine to
promote reinvestment in the East New York, Brooklyn communities of Cypress Hills and
CityLine. For the past seven years we have collected and analyzed HMDA data for the
seven local lending institutions in our area and met with representatives of these banks,

including Citibank, to share our analyses and work cooperatively to increase lending.

I would like to take this opportunity to reiterate many of the concerns my esteemed
colleagues Cesiah Mullane and Michelle Neugebauer have covered as well as bring some

additional concerns.

My professional training is in social work administration, I am not a lawyer. However,
from the understanding I have of the Giass-Steagall and Bank Holding Company Acts I do
not understand how this application is legal. Glass-Steagall forbids a Federal Reserve
member bank from affiliating with another company that deals in secunties. Travelers
deals heavily in securities - through Salomon Smith Barney and has announced plans to
expand this activity by purchasing overseas investment companies. The Bank Holding
Company Act explicitly forbids a bank holding company - which is what Travelers is
applying 10 become - of dealing in insurance activities. Travelers is an insurance company
primarily. If the law allows for two years to divest of these activities, where is the

divestiture plan? They seem to be in expansion rather than contraction mode. If there is



Testimony of Jennifer Lee, Reinvestment Committee of Cypress Hills and CityLine
Federal Reserve Bank of New York
June 25, 1998

no plan, I cannot understand how they plan to divest of such a large amount of their
business activities in such a short period of time. It seems they are “banking” on the law

changing within the next two years. I call on you as regulators to uphold the existing laws

you are given jurisdiction over!

In the event that my understanding of the law is flawed and you find this new entity legal, I
request that you consider the impact this may have. I speak about Cypress Hills and
CityLine where I have worked for the past four years. Between 1995 and 1997 Citibank
only originated 20 loans in Cypress Hills and CityLine for a total of $1,509,000. This is
less than one third the amount ient in 1994. In 1996 NO home purchase loans were
approved for the 22 census tracts of Cypress Hills and CityLine and 72% of applicants for
home improvement and refinancing loans were rejected! The Reinvestment Committee of
Cypress Hills and CityLine have asked for the last several years that all major commercial
banks in our communities reinvest 55 of their local deposits in affordable housing credit
products. For Citibank this is equivalent to 5% of approximately $30 million annually.
Citibank has fallen short of this goal in every year since 1995!

Remarkably, the beginning of the decline in lending corresponds with Citibank’s rash of
downgrading to ATM centers and branch closings. Given Citibank’s penchant for closing
branches and converting full service branches to technology centers, the Reinvestment
Committee of Cypress Hills and CityLine is wary of Citibank’s assurances of maintaining
services that will adequately meet the credit needs of the communities. Many seniors, new
immigrants, and merchants use the branch located in CityLine. These consumers are not
familiar with nor are they comfortable using technoiogy with no human contact.
Neighborhoods are unique and have different credit needs which cannot be addressed by a
machine or by someone in another state half way across the country. As Michelle stated,

full service banking 1n desperately needed in low income communities such as ours.
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Citibank has the highest minimum balance of any of the banks with branches in and close
to Cypress Hills. The minimum balance to avoid paying a monthly fee is twice as high as
any other bank - with a requirement of $6,000. Cypress Hills and CityLine are low to
moderate income communities with 1990 median household incomes of $23,138 and

$25,318 respectively.

To assist homeowners who are experiencing difficulty making their monthly mortgage
payment, Citibank offers a local “On the Ground” team in New York City. Each borough
has one Citicorp employee who staffs this team. If Citibank is committed to increase its
lending then it has to strengthen its own infrastructure in preserving the integrity of its
lending by creatively working with homeowners who are facing financial crists. The local

“On the Ground” team must have authority to do this work.

Thank you for listening to my concerns.
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Year Total Number Total Dollars Local Deposit Lending as a
of Loans Lent Base (branch Percentage of
located at 1200 Local Deposit
Liberty Avenue) Base
1991 43 4,909,000
1992 25 3,049,000
1993 14 1,345,000 29,311,000 4.5%
1994 31 3,362,000 28,188,000 11.9%
1995 7 717,000 28,655,000 2.5%
1996 5 (only home 557,000 29,129,000 1.9%
improvement
loans)
1997 : 8 235,000 29,129,000 (est.) 0.81%
As of May 1, 1998 Regular Checking Interest Checking
Min to Monthly Min to Monthly Rate
Bank Avoid Fees Fees Avoid Fees Fees
Chase Manhattan | $3,000 $9.50 $3,000 $12.00 0.90
Citibank $6,000 $12.00 $6,000 $12.00 1.00
Columbia Savings | $0.00 $0.00 $£500 $3.00 1.23
Dime Savings $1.,500 $8.00 $2,500 $10.00 1.00
EAB $1,000 $12.00 $2,500 $14.00 1.00
GreenPoint Bank $1,500 $£5.00 $2,000 $10.00 1.25
M & T Bank $1.500 $8.00 $3,000 $11.00 1.25




Ladies and Gentlemen:

Thank you for the opportunity to speak to you regarding the acquisition
of Citibank. My namie is Patricia O’Neill Galin and I am the Executive
Director of These Our Treasures, Inc. in the Bronx. We are a
not-for-profit agency serving youngsters and families for the past

twenty five years. Twenty five years ago there were many more banks

to choose from regarding loans, credit lines, etc. but Citibank was the
only banking institution who considered loans and a credit line for this
Bronx organization. Citibank continues twenty five years later to be a
major influence in the Bronx Community and more particularly has helped
These Our Treasures, Inc. with our vision and mission to provide services

to young disabled children and their families. As we have grown since

Lo



1973 with children and families and a budget of $288,000 to a budget of

over 3 million dollars, Citibank has influenced our growth and has truly

been a friend to TOTS.

Testimony From: These Our Treasures, Inc.
2778 Bruckner Blvd.
Bronx, New York 10465

Date:  June 25, 1998
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Good aftemoon members of the Federal Reserve Board, ladies and
gentlemen. My name is Raymond C. Bowen, president of LaGuardia
Community College of the City University of New York. [ am here today to

speak on behalf of LaGuardia and its long-standing relationship with

Citibank.

LaGuardia Community College, the youngest institution in the City
University, enrolls about 33,000 students; 11,000 in degree programs and
22,000 in non-credit programs. QOur student body/] is/J comprised of
individuals who are 37 percent Hispanic, 20 percent B.lack/, 15 percent
White, 13 percent Asian. 2 percent Native American and 4 percent other;
making us one of the most diverse higher educational institutions in
America. Also noteworthy, is the fact that 66 percent of our students are
women. About 75 percent of our new students reported family incomes
under $20.000. Most are on their own and need to work in order to support
themselves. Many of our students work while they are enrolled at

LaGuardia: 46 percent part-time and 54 percent full-time.

We have the fifth largest foreign student enrollment of any community
college in the country. Our students are drawn from over 135 countries and

speak 85 languages other than English. For several consecutive vears,



LaGuardia Community College has ranked among the top community
colleges in the country in graduating minority students. In 1997, LaGuardia
ranked fifth among the nation's two-year institutions in awarding degrees to
minorities. Priority initiatives for the college include cultural pluralism,
economic development and international education. LaGuardia has also

been recognized by the U.S. Department of Education as a model

community college. both nationally and internationaily.

As a collaborative partnership between the College and the New York City
Board of Education, LaGuardia hosts three model high schools on its
campus: the Middle College High School creates unique educational
opportunities for students who are at risk of dropping out, the International
High School serves recent immigrants from numerous countries by offering
a comprehensive secondary curriculum while developing students’ oral and
written English language competence, and the Robert F. Wagner Institute for
Arts and Technology, a New Visions school that takes the standard core

curriculum and melds art and technology into every phase.

From its inception, LaGuardia Community College has been a cooperative
education institution based on the premise that learning should take place in
a variety of settings. both inside and outside the classroom. The Cooperative
(Co-op) Program is designed to help students determine their individual
goals, explore various career options, apply classroom learning to real work
situations, and strengthen interpersonal and technical skills. LaGuardia

Community College has the largest cooperative education program of all

two-year colleges.



This collaboration will have a dynamic impact on the lives of the students
and families that LaGuardia serves, and we look forward to many more new
and positive ventures, Needless to say that we at the College are extremely
excited to learn that Citicorp and Travelers Group have made a ten-year

commitment of $115 billion to lending and investing in low and moderate

income communities and small businesses.

In addition to providing special pricing to low and moderate income
customers interested in commercial and homeowner insurance coverage, |
was particularly interested in the financial and technological literacy
program proposed in this merger. As an urban educator, I also agree along
with both Citicorp and Travelers Group, that consumers need financial and
technical skills, as well as access to superior products and services, if they
are to achieve financial well being. The opportunity for educators to join an
advisory panel on financial literacy who will assist the bank in
understanding the problems of this diverse population, and to ultimately

develop effective solutions to meet their needs is critical and warranted.

Citibank 1s no stranger to LaGuardia Community College. Whether
supporting programs for our older adults on wellness and consumer
education, or providing funding for our College for Children program, over
the years. Citibank grants have helped all segments of our population. In our
high schools, Citibank has been a responsive partner in addressing the need
for SAT test preparation, in preparing our students to enter the world of
tfinance, and in understanding the responsibilities associated with savings,
credit and money management. Citibank has provided our students with

hands on exposure to financial curricula that the College was unable to offer.



They have also supported many cultural events through our “Academic
Excellence Program.” Citibank has also been very involved in our “Talent
Search Program” which is a comprehensive support services program
designed to facilitate access to postsecondary institutions for low-income

and first generation college students from Western Queens.

[ am proud to say that during this academic year, nineteen LaGuardia
students have been hired as interns at various Citibank {ocations, including
Court Square, Wall Street and Citicorp Center and five LaGuardia graduates
have accepted permanent employment. Three students have been hired as
interns in a partnership between Citibank and Cushman and Wakefield for
this summer. In addition, a permanent annual donation of $3,000 has been

given to LaGuardia’s Partners in Cooperative Education (PICE) Scholarship

Fund.

Citibank administrators and staff have worked hand in hand with LaGuardia
Community College over the past twenty-five years as a mentor, sponsor,
and a friend. On behalf of LaGuardia Community College, its faculty, staff,
students and alumni, [ proudly support the merger of Citibank and Travelers
Group and look forward to the benefits this merger will bring to our many

students and various programs who depend upon Citibank for program

funding and support.

Thank you for this opportunity to speak on behalf of LaGuardia Community

College for the proposed merger between Citibank and the Travelers Group.



AN OPEN LETTER

The Board of Governors of the Federal Reserve
FEDERAL RESERVE BANK OF NEW YORK
New York, NY 10045-0001

Dear Sirs:

The recent survey conducted by The New York Christian Times and the Community News
and Information Service (CNIS) is cause for great concern. We write to direct your atten-
tion to the findings and ask that you — the regulators — offer an immediate response to what,
by all accounts, are some very disturbing discoveries.

The 6-month study was developed and implemented 1n cooperation with many of New
York’s major banks, and it fielded 1,000 respondents, representing more than 480 Black
churches. It is perplexingly clear that although Citibank and other major lending institu-
tions brag about their outreach and home-buyer education programs, most members New
York's Black community continue to grope in darkness and lack the very basic information
regarding the obtaining of a mortgage and the most elementary steps towards home owner-
ship.

We invite you to conduct a similar study by polling the general Black population of New
York, and we remain confident that your results will not differ significantly from ours.

If you ask me, it is a down-right disgrace that in a city where the 10 top banks and the 5
major thrifts have assets of over 1 trillion dollars, one third of the population lacks the basic
information on how to obtain a mortgage. The one thousand people were asked, “Do you
know of any organizations that can help you get vour first home?” While 830 respondents
said no, only 170 said yes, and of that number, 11 of them listed The New York Christian
Times, a newspaper, as such an organization,

We draw your attention to the full results of the study (attached}, which polled a broad
cross-section of Blacks at various socio-economic levels, and ask that you move expedi-
tiously to help ensure that Blacks gain fair access to information and mortgages in their own
communities.

Racism and discrimination in its most subtle form continues to exist in the ioan rooms of
Citibank and other New York banking institutions. It is abundantly clear that the global
business interests - looking to advance technology and make big profits in Asia, Europe and
North America — have better and greater access to the more than $11 billon that Blacks
deposit in Citibank and the more than $38 billion that Blacks deposit in the 14 other top
banking institutions than Blacks themselves.

Dollars trickle in Black communities at a slower rate than a slow dripping faucet while
millions of dollars flow into other communities like a watermain break. In the Sunday,
April 20, 1997 edition of the New York Daily News, a report stated that the loan rejection
rate for Blacks was more than double that of Whites. “Even worse, studies revealed that
Blacks with identical credit backgrounds to that of Whites would often get turned down
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while the Whites were accepted,” the article stated.

The imagery that our major banks are projecting is but a facade similar to the false pretenses that children present to
their parents at the end of the school day — only to discover on open school night that the picture is not as pretty as
the one that the student has painted.

The Christian Times has documented and catalogued information with corresponding material published by Citibank
and the other major banks and thrifts showing them as “good, caring neighbors”, supposedly working and reinvest-
ing in the community — only to discover that the facts contradict the statements. My grandmother has always said
that the proof is in the pudding, and she’s right. There is no tangible proof of a pipeline of Blacks getting mortgages
and commercial loans from Citibank or any of the major banks that enjoy our community’s depeosits, and even the
most recent data will show that many smatler banks and mortgage banks sell more mortgages to our community than
the area’s banking giants.

We are not suggesting that banks should not work to further their economic interest and enjoy good business in this
“free enterprise society”. However, we are very concerned that this is being done at the expense of our race,
although they manage to cloak the “nothing’ that they do in a few community corporate responsibility activities and
market maintenance advertising.

It occurs to me that Citibank and others are playing Tickle-Me-Elmo with regulators. They seem to rush out when
necessary and drop a few loans in our community to satisfy their CRA requirements and make a few people happy,
if but for a quick second. Anything to win a merger — then it’s back to business as usual.

In view of this report, we call upon you, the enforcement community, to tighten the laws and its enforcement. The
Citibank - Travelers merger must be blocked if we are to protect local communities. But more 50, our community
needs your help in ensuring that we have, at the very least, the same access to our deposits as people of other
communities have to these dollars. Only last year, an executive at Citibank told me that Citibank’s interest is in the
global market. That means using Jocal deposits for global investments. And as far as Citibank is concerned, the
Black/Latino communities here in New York can go to take a hike.

Secondly, we draw to your attention the fact that mortgage and house buying information is not reaching our com-
munity with any degree of effectiveness. The level of ignorance is disturbing and the reat slap in the face is that
these banks invest millions of dollars in an effort to educate and counsel potential home buyers through organiza-
tions that are foreign to our community.

These organizations, although heavily funded by mega-banks, remain “best kept secrets” in New York’s Black
community, as the survey reveals, while hard-working organizations that are indigenous and popular among its
people struggle to educate and inform potential home buyers with little to no support from the banking community.

Oune may need to question the seriousness of Citibank and these other banking institutions and the motive behind
their involvement in our community. Are they driven by a desire to sell mortgages and make a profit in doing so or
are they more concerned about getting our deposits for their global enterprise and then issuing a few mortgages to
make it look good?

They themselves admit that there is not a pipeline of Blacks rushing to get loans — but considering the past history of
redlining, the present lack of education and the convenient passage of misinformation, Black New Yorkers are

suffering from the once bitten, twice shy syndrome. WE SEEK YOUR INTERVENTION!

incerely,

Rev. Dennis
Publisher




Citibank & Others
Discriminate Against Blacks

Reprinted from The New York Christian Times, October 1-15, 1997

A recent report made public by the office of Congressman Charles Schumer reveals that
racial discrimination is alive and well at the city’s banks and savings and loan institutions. The
city’s three largest banks still issue mortgages and other loans along racial lines, the study reveals.

But according to Rev. Dennis Dilion, publisher of the Christian Times and a leading advo-
cate for bank consumers, banks doing business in New York’s Black community have always had
and maintain a pattern of discrimination against Blacks. “If these banks, namely Chase, Citi and
Fleet, have such a pitiful record when it comes to mortgage loans to our community, imagine how
bad the numbers must look when it comes to business loans,” Dillon said in a recent statement
released following the report. “While the government monitors the banks’ activities relative to
home mortgages and mandates that banks disclose their mortgage applications and rejections by
race through the Home Mortgage Disclosure Act (HMDA data), no such requirements is in place
for commercial loans,” he explained.

Despite a near Black majority in New York City, Chase Manhattan received 57,500 White
applicants for mortgages compared with 3,900 Black applicants and 5,200 Hispanic. While Fleet
has received 25,000 applications from the White community and 2400 from the Hispanic, only
1,600 were taken from the Black community. Citibank received 8,000 White applicants compared
with 2,000 Hispanics and 665 Black applicants; Dime had 2,600 White applicants compared to 220
Black applicants.

“It is criminal that the 4 leading banks for Black depositors in New York took 93,100
mortgages from White applicants, 10,000 from Hispanics and only 5,385 from Blacks, and on top
of that, Blacks with the same credit circumstances as Whites were rejected almost 3 times as often,”
said Dillon. “How do vou take the city’s most powerful consumer group that makes the most
significant deposits and then give them the least amount of loans after you have taken the least

amount of applications from them. This is evil,” he contends.



21st Cen'tury Partnership

BankWatch
THURSDAY, June 25, 1998, NEW YORK
CITIBANK TRAVELERS MERGER DRAWS COMMUNITY CONCERNS
NEW YORX GROUP SAYS CITICORP/TRAVELERS MERGER NEEDS A CLOSER LOOK

Date: June 25th, 1998
To: Members of the CitiBank/Travelers Hearing Panel

From: Rev. James H. Daniel, Jr.

Ladies and Gentleman, unfortunately because of a prior commitment to
a “Faith Based” community development conference in upstate New York
I'm unable to personally present testamony on the CitiBank/Travelers
merger, however the young man before you is more than capable of
presenting our thoughts succinctly .

First let me state that the biggest merger In American History Should Be
Closely Scrutinized Before Being Passed.

We of the 21st Century Partnership have had a relationship with CitiBank
for over 10 years and believe that they mean well in their efforts to meet
the credit needs of their service area, however, meaning well and doing
well are distinctly different. The banks CRA rating needs to improve

Because the merging financial institutions have not at this point given
any indication of how this proposed merger will serve the public interest
and more particularily low to moderate income communities; the
investment alliance believess consideration for appproving the merger
should be considered based upon a definative community re-investment
plan with a definative action plan and timeline created in consultation
with community organizations and elected officials from the impacted

communities,

We call upon the government bank regulators, members of the U.S.
Congress and Senate to look more carefully at biggest merger in history:
This merger at face value does very little to expand credit and other
needed financial services in inner city communities right now it only
increases the value of Citibank and Travelers stock. It is important to
note that Citicorp has a less than exemplary CRA record among the
major banks. Salomon Brothers and Smith Barney have never developed
any community investment plans and Travelers Insurance is a redliner
with little presence in the miniority community. While Citibank does have
some presence in low income communities one can only hope that if this
merger goes through that before it does there will have been a plan
developed in cooperation with the broader community that succintly
details how the bankwill do better than it presently does.



, Our concerns with these findings and CitiBanks lack of substanative

involvement in support of community programs the members of the
Alliances BankWatch Community Leaders and Financial Services
Committee believes that if government regulators were to ecarnestly
assess CitiBank re-investment record they would rate them with a “Need
To Improve” and stipulate such that before any merger is approved there

rating must substantially increase.

I at this time would like to raise another point this country aiready has
enough crime and in a number of circles it is believed the merger is illegal.
This illegality stems from a notion that Alan Greenspan the Federal
Reserve Chairman, in a closed door weckend meeting with Citicorp,
tentatively agreed to give Citicorp an exemption from the law without
approval from Congress one can only trust that such allegations are just

allegations.

. When we hear that the Chairman of Travlers made over 208 million dollars on
the day the merger was announced, just from the announcement of the merger, and
that this amount is more than his company contributed to minorities over its entire
history we hope that such enormous amounts of money can somehow find it's way

into areas where poverty still reigns.

According to research conducted by the Greenlining Institute of California The CEO
of Citicorp, John reed made more onthe day of themerger ($62 million) than
Citicorp contributed to low income groups over the last three years.

. Prince Alwaleed of Saudi Arabia, a major shareholder, made 1.5 billion dollars
on the same day from the announced merger; he has no known U.S. chairitable

program aimed at inner cities or or inner city residents

.. One other interesting note is that the combined company will be largest financial
institution tn the world with 160,000 employees providing they don’t have a mass
lay off because of the merger, they will have 70 billion dollars in revenue, and seven

billion in earmings.



These are the Issues as we now see them

Alan Greenspan andfor Secretary of the Treasury Robert Rubin can delay or stop
this merger if they want and they should if as is alleged that under present law the
merger is ILLEGAL and if we accept that as a fact then something that starts out

illegally is more than likely to end up the same. .

Let us consider the following, if the merger deal is successful, Merrill Lynch and
Wells Fargo would most likely disappear as seperate enities. Chase manhattan
Bank could consider purchasing Merill Lynch and even Bank of America could be a
thing of the past if this proposed merger is approved, and after that why not Fleet

Bank and American Express or AllState

We have laws against monopolies and with this merger leading the way can
America afford a monopolized banking industry, under the guize of more efficent
and low cost financial services and if the answer is yes what assurances will low
income communities have that they will be better served because of these mergers
and will any of the alleged cost savings reach underserved communities through

greater access to credit? ;

While we would like to believe so we however, without a definative plan as to
how, believe that any approval of this merger should be associated with a definative
plan worked out in consort with the affected communities in advance of any
approval of the applications. While the 21st Century Partnership has enjoyed the
support of CitiBank and would welcome the expansion of our relationship; we call
upon them to act in a more responsible and accountable manner than what is
ehibited in their present efforts around this merger and more particulerly to
commit to getting a n”Outstanding CRA rating.

There must be a direct correlation between what CitiBank/Travelrs puts on paper
and what they invest in commuities through lending and philanthropy and
presently we don't see that in this present merger. In closing we choose to believe
that CITIBANK and Travelers want to do the right thing and if the merger is
approved as is or in a modified state we will work with them to the degree that it
becomes possible to assure that the delivery of quality financial products and
financial servi the underbanked and people in general is a reality . We call

ilev. James-H. Daniel, [r.

Reoiccsi il



Ladies and Gentlemen:

My name 1s David Wolin, and I am a partner in the law firm of Willkie,
Farr & Gallagher. I am testifying today on behalf of our client, Habitat for
Humanity International, which we represent on a pro bono basis. My purpose in
testifying today is to describe Citicorp's involvement in Habitat's innovative
securitization program to raise additional funds to build more low income
housing and to describe the Traveler's Group's program for providing low cost

homeowner's insurance to Habitat families.

A. Background of Habitat for Humanity

Habitat for Humanity was founded in 1976 to build and sell simple decent
homes at no profit to low income families who are not eligible for conventional
financing. Those families finance their homes with a no-interest mortgage to
Habitat,

In the United States, the Habitat for Humanity program is run by 1,450
local not-for-profit affiliate in different communities. In 1997, Habitat affiliates
built, repaired or renovated 3,717 houses. The typical mortgage is for twenty

years and the average combined monthly payment, including taxes and insurance,



is $290. Typically, family income for a Habitat family of four ranges from just
under $11,000 to under $21,000.
Although the homes are generally built by volunteers, the affiliates are

limited in the number of homes they can build because of a lack of funds.

B. Habitat for Humanity's Securitization Program

Citicorp has been active in helping local affiliates raise money and by
providing volunteers.

In particular, Citicorp has purchased bonds in Habit's securitization
program which is converting Habitat's portfolio of mortgages into cash to build
additional housing. The Affiliates hold millions of dollars in zero interest
mortgages which previously were illiquid assets. With approximately 18,000
mortgages held in the United States, the total potential pool of Habitat mortgages
is approximately 500 million dollars.

Habitat's goal is to raise 100 million dollars for its affiliates through this
program over the next five years. To date, 25 affiliates have raised
approximately 5 million dollars to build new homes. Habitat for Humanity
International is expecting to make'its next offering of bonds in the fourth quarter

of 1998. The bonds pay interest at a below market rate to its investors.

S



Citicorp has already invested $400,000 in low interest bonds that were
secured by mortgages issued by the Rochester, New York and Washington, D.C.
affiliates. By providing the necessary liquidity for these affiliates, Citibank has
allowed their programs to expand.

For example, the Rochester affiliate has been able to expand the types of
services it provides. For years, the Rochester affiliate had been trying to
establish a program to rehabilitate homes in its community, in addition to its
building new homes. However, it had been unable to raise the funds for the
rehabilitation program. Using Citibank's investment in the Habitat bonds, the
Rochester affiliate has been able to institute the long-awaited rehabilitation
program. In addition, Citicorp has provided direct grants to the Rochester
affiliate and permits its employees to take time off to work on Habitat homes.

Citibank has made a commitment to Habitat that it will continue to invest in
bonds which are secured by mortgages held by affiliates in one of Citibank's
service areas. Through Citibank's commitment to the securitization program,
affiliates in Citibank's service area have needed liquidity which allows them to

provide more homes with low income families.

C. Homeowner's Insurance Program.



In addition, Habitat has worked with Traveler's since 1993 to provide low
cost homeowner's insurance to our partner families. Traveler's currently insures
approximately one-third of all Habitat homes in the United States.

Traveler's program has helped to allieviate the difficult problem of Habitat
families obtaining homeowner's insurance. Because Habitat homes are typically
in low income neighborhoods and have low dollar values, many insurance
carriers will not insure them. Some affiliates have even been unable to transfer
ownership of the homes because the family could not to obtain insurance. Even
when coverage was available, the polices only provided limited coverage, and the
family had to pay substantially higher premiums than would be paid by
homeowners in more affluent communities.

Traveler's policies are issued to the homeowners without any credit checks
or limitations on home value. Traveler's coverage is even available to Habitat
families in states where because of weather related problems, insurance is
difficult to obtain. Under its program, Traveler's charges Habitat homeowner's
its lowest rate for homes situated in that community.

The policies provide full replacement cost for the home and property, and
$100,000 in liability coverage. The typical homeowner pays between $150 and

$250 per vear for this coverage. Because the average Habitat homeowner earns



between 25% and 50% of the area median income, the low premium can be the

difference between being able to afford a home or not.

In conclusion, I want to emphasize that Habitat for Humanity has been
fortunate to work with Citicorp and Travelers in the past and is looking forward
to a long term relationship with the new Citigroup.

Thank you



LONG ISLAND DEVELOPMENT CORPORATION
MONEY & TECHNICAL ASSISTANCE FOR SMALL BUSINESS

NASSAU OFFICE

NASSAU COUNTY DEPT OF
COMMERCE & INDUSTRY
{516) 571-4160

SUFFOLK GFFICE

SUFFOLK COUNTY DEPT OF
ECONOMIC DEVELOPMENT
(516) 853-4800

June 25, 1998

Federal Reserve Bank of New York
33 Liberty Street
New York, New York 10045-0001

Att: James K. Hodgetts, Sr. VP

Re: Proposal by Travelers Group, Inc. to
acquire Citicorp

Gentlemen:

Thank you for allowing me to testify at the public meeting regarding
the above proposal. This shall constitute my written testimony. Long
Island Development Corporation supports the proposed acquisition.

What is Long Island Development Corporation (LIDC)?

LIDC is a not-for-profit (501C3) economic development organization

providing financing and technical assistance to small businesses in

Nassau and Suffolk Counties, Long Island, New York. LIDC's

members represent the economic development community of Long

Island and include representatives of Citicorp. LIDC has made over

1,000 ioans to L1 small businesses under the foilowing programs:

e SBA 504. LIDC is the US Small Business Administration’s Certified
Development Company under the SBA 504 loan program. Funds
are provided to help small businesses acquire and renovate capital
assets. LIDC’s loans provide up to 40% of the project cost in a long
term, subordinate mortgage at a low, fixed interest rate. Banks or
other lenders provide 50% of the project cost and the small

REPLY TO:
255 EXECUTIVE DRIVE
PLAINVIEW, LONG ISLAND, NY 11803
{516} 345-7800 = FAX (516} 349-7881
E MAIL: biz-loans@lidc org » £ MAIL gov-contracts@lide org



businesses provide equity of 10%. This scenario induces small
businesses to expand, create and retain jobs and otherwise aid the
economy. The 504 funding comes from debentures issued by the
certified development companies nationwide, pooled and sold to
major institutional investors. The pool is guaranteed 100% by the
SBA. The program operates at a zero subsidy rate and receives no
federal appropriations. LIDC approves, closes,services and
liquidates the SBA 504 |oans it makes to small business.

New York Job Development Authority (JDA) (under auspices of
Empire State Development Corp.). LIDC is the Long Island branch
bank of the JDA. In small business capital asset projects where
both SBA 504 and JDA financing are used, LIDC has authority to
commit state funds. JDA loans provide long term, subordinate
funds up to 40% of a project. JDA issues bonds to fund the loans.
LIDC underwrites and approves the loans. JDA closes and services
them.

LI Defense Diversification Revolving Loan Fund (Defense RLF).
The RLF is funded by grants from the Economic Development
Administration (US Dept. Commerce) and NYS. The fund provides
loans to help defense dependent manufacturers diversify.
Applicants are required to undergo a self improvement process
under the NYS Industrial Effectiveness Program. LIDC underwrites,
approves, closes, services and liquidates these loans.

Ll Fisheries Assistance Revolving Loan Fund (Fish RLF). The RLF
is funded by the EDA and NYS and provides loans to commercial
fishermen and fishing related companies negatively impacted by
pollution or regulation. Technical assistance is provided by Comell
Cooperative Extension. LIDC underwrites, approves,
closes,services and liquidates these loans.

Suffolk County HUD 108 Revolving Loan Fund. This is a fund to
provide working capital to small businesses in Suffolk County, in
depressed areas in need of revitalization. It is funded by Suffolk
County and HUD. LIDC underwrites the loans for the county.
Conventional Loan Placement. LIDC packages and places
conventional loans (non government guaranteed) with banks and
other lenders on a fee based basis.

SBA 7A Packaging. LIDC packages and places SBA 7A loans for
small businesses with banks and nonbank lenders. In some cases,




LIDC approves, closes and services the loans on behalf of the
lenders.

+ Hempstead Minority & Womens Micro Revolving Loan Fund. LIDC
provides technical assistance for and underwrites loans for a local
micro loan fund for minority and women owned businesses in the
Town of Hempstead.

» In formation: LI Working Capital Loan Fund. Eleven area banks
are lending $12 million to LIDC to lend to targeted industries on
Long Island in cooperation with technical assistance programs and
loan loss reserve funds provided by NYS and Nassau and Suffolk
Counties.

e In formation: DCC Growth Fund LLP. LIDC is a co-founder and
limited partner in two new national Small Business Investment
Companies which will provide small business venture capitai for
economic development.

In addition to lending, LIDC provides free counseling to small
businesses to help them obtain and perform on government and other
contracts under the LI Procurement Technical Assistance Program
(PTAP). PTAP is funded by grants from the Department of Defense
and local matching private sector sources. LIDC works with smali
companies to find them contracts, help them submit bids and assist
them with performance issues. Under this program, LIDC has worked
with 1800 small businesses on Long island and brought over $180
million in DOD contracts alone to very smali LI companies. In this
initiative, LIDC works with Black Women Enterprises on a national
certification program for women owned businesses in cooperation with
the Women Business Owners Corporation and Fortune 500
Companies.

LIDC is also active in community development and regional
marketing. LIDC is a founder,financial and technical supporter of the
Long Island Neighborhood Initiative (LIND!) which provides technical
assistance to community based groups to accomplish projects in
blighted areas. LIDC coordinates a regional economic development
effort which promotes Long Isiand to a national audience. It is
centered around a major sports event and televises Long Isiand
nationally, promoting Long Island as a place to do business.



LIDC staff and members are active in a number of national,state, and
local business,civic and charitable organizations and they interface
with a number of the organizations testifying before this group on this
matter.

What is LIDC's retationship with Citicorp and Travelers?

LIDC has no direct relationship with Travelers. Several of its small
business borrowers have insurance with Travelers. LIDC does,
however, have numerous interactions with Citicorp through its
subsidiary Citibank NA:

Douglas Asofsky, VP Citibank NA, has been a member of LIDC's
voting board of directors since January 24, 1996. Michele
DiBenedetto, VP Citibank NA, is a member of the procurement
technical assistance program committee of LIDC.

Citibank NA has participated in at least 21 of LIDC’s financing
projects with first mortgages in front of SBA 504 loans.

Citibank NA has assisted LIDC in marketing its programs by
sponsoring meetings, inviting LIDC representatives to speak before
Citibank NA customers and potential customers, etc.

Citibank NA is a participant in the LI Working Capital Loan Fund
and is providing a $1 million loan to LIDC under that fund. Citibank
NA is also acting as lead bank in the venture.

Citicorp has tentatively committed to providing a $6 million
investment in the new DCC Growth Fund LLP (national SBIC’s for
venture capital for small business).

Citibank NA is a founder, major funder and participant in LINDL.
Citibank NA provides an annual grant to the LI PTAP.

Why does LIDC support the acquisition of Citicorp by Travelers Group

Inc.?

The acquisition will result in a large increase in funds committed by
Citicorp to small business and community development. Citicorp
has pledged $115 billion (twice its domestic deposits) for
community initiatives. This will greatly increase Citicorp’s
participation in the SBA 504 program as a first mortgage lender. It
will also increase the conventional and SBA 7A loans available to
small businesses on Long Island. Initiatives such as LINDI which
help to revitalize blighted areas will be increased as a result of this
commitment.



o The acquisition will create a direct tie between the insurance
products offered by Travelers and the lending by Citicorp. This will
increase the availability of insurance products such as bonding to
Long Istand small businesses. Ability to bond contracts is a major
need of small businesses seeking to expand and do government
contracting work.

¢ The acquisition will give the Citicorp small business lenders access
to a variety of products and services which can benefit the smali
business customer. For example, Travelers investment banking
and other finance businesses provide the knowledge to create
innovative financing products (such as securitization of small
business loans) for small business.

o The acquisition will provide increased accessibility for small
business customers to Citicorp products via the Travelers agents
network. Instead of having to go to a Citibank NA branch for
service, a customer will be able to work through its insurance
agent's office. _

e Due to the acquisition, an office of financial literacy will be created
which will increase the knowledge base of the small business
person as well as the individual consumers. it will also spread
information about financial products available including those
offered by LIDC and other government programs.

For all these reasons, LIDC supports the proposed acquisition of
Citicorp by Travelers Group Inc.

Thank you for your courtesies.

Very truly yours,
LONG IS DEVELOPMENT CORPORATION

5slyn D. Goldmacher

Executive Director

RG/

Disclosures:

Roslyn D. Goldmacher owns 100 shares of the Travelers Group Inc. in
a retirement account. There also may be mutuai funds held by her or
in the LIDC pension plans which own shares of Citicorp or Travelers.
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FEDERAL RESERVE BANK OF NEW YORK

RE: PUBLIC MEETING REGARDING THE PROPOSAL BY TRAVELERS
GROUP INC. TO ACQUIRE CITICORP.

LOCATION: Federal Reserve Bank of New York. 33 Liberty Street NYC 12th. Fi.
TESTIMONY - PANEL # 14 June 25, 1998

PRESENTED BY: Dr. M. Vicki Wacksman, President & CEO

New York State Association of Black Women Owned Enterprises inc.

730 Fulton Avenue. Hempstead, NY 11550 (516) 485-5900

My name is M. Vicki Wacksman. | am the President and CEO of the New York
State Association of Black Women Owned Enterprises Inc. The Association is
known publicly as Black Women Enterprises or BWE. Black Women Enterprises
is the outreach and service division of the organization. For the purposes of this
testimony, | will refer to our organization as BWE.

| am here this afternoon, on behalf of the BWE Board of Directors and our 625
members, to share some of the experiences our organization has had with
Citibank over the years. [t is our hope that these experiences will assist your
deliberations related to the proposed Travelers Group, Inc. acquisition of Citicorp.

Black Women Enterprises, (“BWE") is a nonprofit, statewide, 501 (c) 3 organiza-
tion, established in 1993 and located in Hempstead Long Island. The 1991
Croson Report was the catalyst for the founding of the organization. The report
studied the awarding of contracts to women and minorities by New York State
agencies. The report revealed that the greatest disparity fell upon Black women
owned firms.. To reverse this trend, a group of progressive Black women busi-
ness owners established BWE.

The mission of BWE is .to remove barriers that impede the success of Black
women who desire to start or expand a business. Qur mission is achieved
through the delivery of a comprehensive Monday-Friday, 10-6 p.m., counseling,
technical assistance and training service to BWE members. The organization
started in November 1993 with 25 members. Today, four and one-half years later,
we have over 625 members. We remain the only organization in New York State to
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specifically target the disparity issues affecting Black women owned firm: the State's
largest group of minority women owned enterprises. The chart below, presents data
provided by a 1998 report by the National Foundation of Women Business Owners.
It describes the enormous gap that exists between Black women owned enter-
prises and enterprises owned by Caucasians, Hispanic, and Asian women.

Comparison between Women Owned Businesses in New York State
by number of firms, employment and sales FY 1996

Group # Firms # Employees $ Sales al rage
All Women 527 .00 1.365.2(0 $ 205,639,300 (205.6 billion) $ 390,000
White 437,100 1.277.000 191,918,000 (191.9 billion) 439 000
Asian 27.700 36.800 7.258,500 (7.3 billion) 262,000
Hispanic 27.900 40.800) 4,319,000 (4.3 billion) 155,000
Black 34.300 10,600 2,143,800 (2.1 billion) 63,000

Its important to note. that all women and minority owned enterprises fall at the bot-
tom rung in overall sales. However, it is important to our mission to0 show that the
targeting of Black women owed firms in economic development is not race-based
but need driven. Black women owned firms average $63,000 annually in sales
while their Hispanic, Asian and Caucasian counterparts average from $155,000 to
$439,000

Since opening our door for services in January 1994, BWE has sponsored 84
workshops in small business planning and management, provided over 2,000 hours
of individualize technical assistance and business development coaching and in
1997, piloted a Corporate Procurement and Technical Assistance Program. This
program makes a frontal attack on the disparity we talked about earlier by helping
our members win corporate contracts. Our goal for Phase | was $700,000 in con-
tract awards and we achieved $1,619,000. We are finally getting a handle on how
to help small micro businesses compete effectively and we hope to double and
triple these achievements in the coming year.

BWE's achievements would be far less without the help and support from Citibank.
In establishing the organization, we broadly reached out to government and the
corporate community to assist the funding and implementation of our mission.
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Citibank was among the first to respond. To assist our outreach and start-up
service delivery, Citibank donated $20,000. They also invited us o attend some
of the community development and revitalization training that Citibank offers which
broaden our perception, skills and knowledge about economic development and
revitalization issues. We needed to get our mission before legisiators, especially
those serving minority communities. Citibank assisted this need by sponsoring
our BWE Legislative Reception that is held in Albany each year during the Black
and Puerto Rican Caucus Weekend. We cannot achieve our mission without ad-
vice and guidance in identifying easy to use resources from the private-sector.
We formed a Corporate Advisory Board for this purpose. Citibank accepted our
invitation to join and actively assist the planning and implementation of all BWE
programs including the Corporate Procurement and Technical Assistance Pro-
gram. Each year they provide $5,000 to assist our cash match requirement for
grants we use to support overall program delivery. We have attached a newsiet-
ter, brochure and a calendar of events to illustrate how we have leveraged this
important help into a comprehensive service delivery.

Thus, Citibank has truly been an excellent partner. [t provides BWE invaluable
assistance. From the very beginning of our relationship, Michelle DiBenedetto,
Citibank's Vice President for Government and Community Relations and CRA
Ofticer for Long Island, provides advice on a reguiar basis. She has encour-
aged us to reach out to other lending institutions for support and assistance. As
illustrated in our newsletter, this outreach has fostered a variety of helping retation-
ships with other banks.

We feel certain that the Citibank/Travelers acquisition will result in greater oppor-
tunities for the entire community and especially for small minority and women-
owned businesses. Our members say that Citibank “listens and provide real guid-
ance in business finance". We know, first hand, that Citibank knows how to help
people who need help the most and have the capacity to do so white maintaining
the integrity of a helping relationship.

We sincerely hope that this testimony will provide decision makers a clearer
insight into the people behind the name Citibank and ask that the proposed acqui-
sition request be granted. We feel confident that the combined strength of Trav-
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elers and Citicorp will enhance their capacity to support to assist women and
minority in their quest to participate more fully in economic development.

Thank you for the opportunity to share our views.

BWE Board of Directors and Founding Officers:

Ph Hill Slater Vera Moore Viola Newton
Chairperson Vice Chairperson Secretary/Treasurer

h. [/ A

. Vicki Wacksman D.PA..
President and C.E.Q.



FEDERAL RESERVE BANK OF NEW YORK

RE: PUBLIC MEETING REGARDING THE PROPOSAL BY TRAVELERS
GROUP INC. TO ACQUIRE CITICORP.

LOCATION: Federal Reserve Bank of New York. 33 Liberty Street NYC
12th. Fi.

TESTIMONY - PANEL # 14 June 25, 1998

PRESENTED BY: Dr. M. Vicki Wacksman, President & CEQ
New York State Association of Black Women Owned Enterprises Inc.

My name is M. Vicki Wacksman. | am the President and CEO of the New
York State Association of Black Women Owned Enterprises Inc. The
Association is known publiclty as Black Women Enterprises or BWE. Black
Women Enterprises is the outreach and service division of the organization.
For the purposes of this testimony, | will refer to our organization as BWE.

| am here this afternoon, on behalf of the BWE Board of Directors and our
625 members, to share some of the experiences our organization has
had with Citibank over the years. It is our hope that these experiences will



assist your deliberations related to the proposed Travelers Group, Inc.

acquisition of Citicorp.

Black Women Enterprises, (“BWE”) is a nonprofit, statewide, 501 (c) 3
organization, established in 1993 under the charity law of New York State.
The 1991 Croson Report was the catalyst for the founding of the
organization. The report studied the awarding of contracts to women and
minorities by New York State agencies. The report revealed that the
greatest disparity fell upon Black women owned firms.. To reverse this
trend, a group of progressive Black women business owners established

BWE.

The mission of BWE is .to remove barriers that impede the success of Black
women who desire to start or expand a business. Our mission is achieved
through the delivery of a comprehensive Monday-Friday, 10-6 p.m.,
counseling, technical assistance and training service to BWE members. The
organization started in November 1993 with 256 members. Today, four and
one-nalf years later, we have over 625 members. We remain the only
organization in New York State to specifically target the disparity issues
affecting Black women owned firms that are the State’s largest group of
women owned enterprises. The chart below, presents data provided by a
1998 report by the National Foundation of Women Business Owners. |t
describes the enormous gap that exists between Black women owned
enterprises and enterprises owned by Caucasians, Hispanic, and Asian

women.



its important to note, that all women and minorities enterprises fall at the
bottom run in overall sales in our great State. However, it is important to
our mission to show that the targeting of Black women owed firms in
economic development are not race-based but need driven. Black women
owned firms average $63,000 annually in sales while their Hispanic, Asian
and Caucasian counterparts average from $155,000 to $439,000

Since opening our door for services in January 1994, BWE has sponsored
84 workshops in small business planning and management, provided over
2,000 hours of individualize technical assistance and business development
coaching and in 1997, piloted a Corporate Procurement and Technical
Assistance Program. This program makes a frontal attack on the disparity
we talked about earlier by helping ocur members win corporate contracts.
Our goal for Phase | was $700,000 in contract awards and we achieved
$1,619,000. We are finally getting a handie on how to help small micro
businesses compete effectively and we hope to double and triple these

achievements in the coming year.

BWE's achievements would be far less without the help and support from
Citibank. In establishing the organization, we broadly reached out to
government and the corporate community to assist the funding and
implementation of our mission. Citibank was among the first to respond.
To assist our outreach and start-up service delivery, Citibank donated
$20,000. They also invited us to attend some of the community



development and revitalization training that Citibank offers which broaden
our perception, skills and knowledge about economic development and
revitalization issues. We needed to get our mission before legisiators,
especially those serving minority communities. Citibank assisted this need
by sponsoring our BWE Legislative Reception that is held in Albany each
year during the Black and Puerto Rican Caucus Weekend. We cannot
achieve our mission without advice and guidance in identifying easy to use
resources from the private-sector. We formed a Corporate Advisory Board
for this purpose. Citibank accepted our invitation to join and actively assist
the planning and implementation of all BWE programs including the
Corporate Procurement and Technical Assistance Program. Each year they
provide $5,000 to assist our cash match requirement for grants we use to
support overall program delivery. We have attached a newsletter, brochure
and a calendar of events to illustrate how we have leveraged this important
help into a comprehensive service delivery.

Thus, Citibank has truly been an excellent partner. it provides BWE
invaluable assistance. From the very beginning of our relationship, Michelle
DiBenedetto, Citibank’'s Vice President for Government and Community
Relations and CRA Officer for Long Island, provides advice on a regular
basis. She has encouraged us to reach out to other lending institutions for
support and assistance. As illustrated in our newsletter, this outreach has
fostered a variety of helping relationships with other banks.

We feel certain that the Citibank/Travelers acquisition wiil result in greater
opportunities for the entire community and especially for small minority



and women-owned businesses. Our members say that Citibank “listens and
provide real guidance in business finance”. We know, first hand, that
Citibank knows how to heip people who need help the most and have the
capacity to do so while maintaining the integrity of a helping relationship.

We sincerely hope that this testimony will provide decision makers a clearer
insight into the people behind the name Citibank and ask that the proposed
acquisition request be granted. We feel confident that the combined
strength of Travelers and Citicorp will enhance their capacity to support to
assist women and minority in their quest to participate more fully in

economic development.
Thank you for the opportunity to share our views.

BWE Board of Directors and Founding Officers:

Phyltis Hili Slater Vera Moore Viola Newton
Chairperson Vice Chairperson Secretary/Treasurer

M. Vicki Wacksman D.P.A..
President and C.E.O.
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Community Shows Progress
On Pregnancy Goals

Births to Hartford teens dropped significantly in 1997 over 1996 in all three
age categories targeted for reduction by Breaking the Cycle. For the first time in
two decades, teen births dropped below 20 percent of total births in the city.

Teen births declined in almost every Hartford neighborheod during 1997.
Beyond improveinents throughout the city and in every age category, the data
also show that Hartford substantially exceeded geals set by Breaking the Cycle
in'November 1995.

"We're very pleased with this development,” said Hartford Action Plan Presi-
dent Don Wilson. “The community's werk is paying off.” ‘

“This progress is very good news for Hartford,” said Deputy Mayer Frances
Sanchez,
going down,” Sanchez said, “and not let what happened in other places happen

to us. They got the numbers down and then forgot about it and within a year

“but now we need to work even harder. We have to keep the numbers

they were way back up there.”

Breaking the Cycle believes that credit for the progress belongs to the mul-
tiple efforts made by many individuals and groups throughout the city. Some
campaign partners are already making plans to expand their work.,

“The Postponing Sexucl Involvernent program haos made a significant differ-
ence in the lives of both our fifth grade participants and our high school teen
leaders,” said Special Assistant to the Superintendent Jacquelyn Hardy. “For this
reason, we are working to hire additional health educators and bring P$I to
more schools next year.”

The city Health Department’s epidemiologist is working with Breaking the
Cycle to further analyze the data. In addition, Breaking the Cycle’s partners are
collecting more informdtion about existing youth programs that could help im-
pact teen pregnancy.

The data on teen births in 1997 were acquired through the Hartford Health
Department’s participation in Breaking the Cycle and are considered prelimi-
nary until validated by the state.

TEENS FIND

Teens from Bulkeley, Hartford Public, and Weaver High Schools are teaching the
Postponing Sexual tnvolvement (PS1) curriculum to Hartford fifth graders for the sec-
ond year. PS! helps fifth graders develop the attitudes and skills they need to resist
peer pressure and avoid becoming sexually active at too early an age.

Breaking the Cycle asked teen leaders from all three high schools to talk about
what teaching PSI has meant to them and to their stu-
dents. We will print additional essays in future edi-
tions of the Breaking the Cycle Progress Report.

NCl

BY-IESSICA CASTEBLANCO

Mat:garer Aenson (I} and Elizabeth Carrasco (r) accept an award on behalf of Project YES (Youth Educating for Success)
Project YES was one of many erganizGlions and individuals honored by Breaking the Cycle for teen pregnancy prevention
work. Story and photos, page 2. (Photo by Fhillip Fortune) .

'DECLINE IN TEEN BIRTHS BY AGE GROUP, 1996 - 1997

CHALLENGTES,

Total Hortford Total Hartford % births
' Mother's Age hirths to teens  births (all ages)  to teens
Underis 15-17 18-19 ’

Year
1996 18 240 263 521 2,256 23.1%
1997 11 180 23.8 439 2,204 19.9%
% of -
Decrease  -39% -21% -10% -16% -2% -14%

REWARDS TEACHING PSI
curiosity, to understand social pressures, and to resist peer-pressure.

Participating in this program has given me a sense of pride. | kriow that what |
say and how | say it can make a difference in a child’s life. | bave been a teen leader
since PS! began. The training was rigorous and | could never seem to put in enough
time. My first class was nerve wracking. | didn’t know how the fifth graders would
react. ‘Luckily, they were one of the best classes |'ve

“I KNOW THAT _ever had. When | spoke, they listened, and they'd

WHAT I SAY AND
HOW I SAY IT CAN

ask me questions if they didn’t understand. They
liked us, my teaching partner and I, and we liked

. . . o
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- Ehizabeth Carrasco (1) ond Notesha Burton (v) of Project YES role-play o mother-doughter conversation dbout sex 5. Connecticut State Representotive Annette W. Carter helped Breaking the Cycle secure state fundi

. Deboreh Compagna, Vice President of the Connecticut Children’s Medical Center foundation (left) und Kathertne pregnancy prevention work in Hariford

ormack, Director of Heaith for the City of Hartford (right) applaud Breaking the Cycle oward recipients. . Rartford Action Plan President Don Wilson (left) thanks WTIC-TV/Fox 61 General Manager ferry Martin (center} and
; " y foct ¥ Public Relations Director Chris Moses (right) for the station’s suppert. Fox's pro-bono PSA encouraging parents to tolk
. Dt Ao ojana q fH - S, 4 . . -
e Ru'l'nan Rojano, Hartlord Divector of Human Services, introduces Project VES ' with their children about seXuaiity and values is currently atring on television stations throughout the Hartford market
. Hartford Deputy Mayer Frances Sanchez (feft) tofks about her involvement with Breahing the Cycle through the City .

- i . . :
Counci, the Hartford Public Schools ard the Hartlord Action Plan. Action Plan President Don Wilson Jooks on. + Members of Project VES (Youth Educating for Success) dispiay their recognition Oward. Breaking the Cycle recagniced

Project YES for its community presentations an parent-child communication. Left to right: Natesha Burton, Norma
Velarquez, Beverly Ryan, Margaret Henson, Elizabeth Carrasco, julisnne Gonzalez, Maria Castillo,

CAMPAIGN HONORS ORGANIZATIONS, STUDENTS, CORPORATIONS

artford Public High senior Natesha Burton, Fox 61/WTIC-TV, and the Travelers Rep. Carter helped secure state funding for teen pregnancy prevention in Har
' Foundation were among 50 groups and individuals honored by Bregking the ford. Carol Jackson-Lawhorn provided leadership to launch PSI. Hartford Deputy
Cycle for contributions to teen pregnancy prevention at BTC's 1997 awards Mayor Frances Sanchez has championed Breaking the Cycle throughout the city.

luncheon, Bu'rton, an honors student and athlete, is a Postponing Sexual Involve- o o 3 .
. . . Others recoanized for individual contributiang tn Brenkina the Curle inclida:

e mend APVCIY b - . 1 M~ e e
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Teens Find Challenges e rom page 17

ATTITUDES about sex, BUT it’s NOT OK to HAVE sex. _

‘Being a teen leader has given me more than | could have imagined. It has
helped me career-wise. - it has given me skills in reading’and analyzing the curricu-
lum. | have learned how to prepare for a class and how to deal with students. All this
has given me'confidence and experience | will be able to utilize as a future classroom

/teacher. My Spanish has improved because | have taught two bilingual classes. My
oratorical skills have improved. Most importantly, | have become a better person.

Hartford has one of the worst teen pregnancy problems in the nation. Through

this program teen pregnancies can decrease, "I was born in Hartford and I've lived

here all my life. 1 know that there is hope out there. | have put a lot into this program

and | know that my effort will help break the cycle of babies havmg bables

Jessica CasteBlanco is a Bulkeley Hrgh School junior and has beena PS tgen leader for two-

years. Sheisa Natronqn' Honor Society member & plans to pursue a career in education.

'BYJASON A.WYATT - -
o me, PS{ is making the future better. It motivates our younger generation to
be more aware of the dangers of having sex. As cne of the 30 PSI teen leaders
in"my school, I am in the program to lower Hartford’s alarmingly high preteen
and teen pregnancy rates and to reduce the casual sex prevalent amaong these young
people. Each Tues- -
day, | look forward to
attending our PSI

“DECISIONS THAT
THEY MAKE ABOUT
SEX WILL AFFECT
THE REST OF THEIR
LIVES.”

training meetings.
Then on Wednesday'
when | am assigned
to teach at SAND El-
eméntary School, 1]

- Jason Wyatt

bring an important .
message to the fifth grade students. | enjoy’ motivating them to make wise decisions
I believe the decisions that théy
make about sex will affect the rest of their lives. . . ' ' .

“about when they should become sexually active.

. Because | plan to have kids one day,‘+ don’t want to have to worry about them
growing up ina sex-crazed world where preteens and teens struggle with the many‘ ‘
painful consequences of having sex at an early age. One way for me to make a .

difference and ensure that this scenario won't happen is to go out and share informa-
tion with the younger generation coming up behind me. PSI gives me the chance to
do just that. | like being part of it.

Also, PsI develops a keen sense of responﬂblllty in us teen leaders: We soon

discover that although teaching is rewarding, it is not an easy thing to do. Just Iake '

anythmg else in life, we get back as much as we put into it. We see that our hard
work produces positive results. Spending the time“to prepare for teachlng deter-
mines if we succeed or fail at presenting PSI to the fifth graders.

As PSI teen leaders, we are committed to attending weekly meetings, studying
our materials, preparing lessons and visuals, and showing up on time to teach. Our
sense of responsibility and our presentation skills'have both increased as a 'result'
Many of us joined the program to help fifth graders, but found out that it benefited
us just as much.

Jason Wyatt is a junior ot Martford Public High School where he is also an al-tonference
football player. This is his first year as a PSI teen leader.

) _ BY MORGAN ROANE .

" nmy high scheol being pregnant is a fashien statement. We have girls walking
the halls with their jeans unbuckled because their pants can no Ionger'acconj-
modate the size of their béllies. There are girls boasting about receiving public
assistance. - There are gjrls fighting over a certain bey who has fathered both of their

certain life. Every day is a struggle. Her life as a teenager ended abruptly.
Having observed the consequences of teenage pregnancy, | decided t
come a PSI feen leader. By focusing on fifth graders, we catch students whilt
are thinking about séx but may not have acted on their feelings.
" PSl teen leaders do not preach. Rather ouF purpose is to foster understa
and daalogue We use videos, art, and group discussions to address issues like
pressure, the importance of abstlnence, and the consequences of pregnanc

. sexual involvement. We role-play tricky situations students might find themsel

and suggest ways to get out of them. 1 often ask my students, "If your fri
forcing you to do somethi_ng, is he/she really your friend?” | tell the students, *:
times making the right choices means losirig the wrong friends.” Qur goal is |

tell the'students never to have sex or to scare them, but to let them know th

best thing te.do.is postpane sex.until they are responsible.

| have participated in PSI for three years now and enjoy every minute,

. wonderful feellng to know you have made a positive tmpact 0On a young persor
. 'do not reach everyone, butwe are makmg a difference. Itis my hopethat pro
'hke this one will help make teenage pregnancy-a fashion faux.pas. 1 ”f
!

Morgan Roane is a senior at Weaver High Sthool and will begin coﬂege in Septem
An earlier version of her essay appeared in the ﬂartford Inquirer.

'
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(Above) lmkfng ‘.'." Cycle’s *Let’s Ta-‘k." .mnapa n gets rdlhng onE'T Transit.* The me.ssage in En Eng!fsh reads
* *Make this the one test jour kids don’t have to take, Talk with yolir child about muahty ond values,
For Information, call Infoline: 1800 293-1234 (Photo courtesy P&C Media., )

Breukmg the Cyce tells parents; “et’s Ialk”

* Partnership finds. success with ﬁrst medm effort

Breaklng the Cyclé’s first publlc awareness campalgn has attracted
posiﬁve response in Hartford and around the state of Connecticut. I.mmchl
-in-December 1997 the chmpaign jncludes public service announcemen
and ads on teIevlswn, radio,’ and public buses that encourage parents

| talk with their children about sexuahty and values The inmatwe, know
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National Expen On Sexualny Trammq Speaks On What Works To Prevem Teen Pregmmcy

As keynote speaker at Breaking the Cycle s 1997 awards
luncheon, Barbara Huberran challenged Haitford to main-
tain and build upen its commitment to teen pregnancy pre-
vention. Huberman, an international expert with 25 years’
experience in the field of adolescent sexuality, is Director of
Training at Advocates for Youth and a board member of the
Natienal Campaign to Prevent Teen Pregnancy.

Huberman praised BIC's effort to involve every sector

of the community and to focus on setting measurable goals.-

Huberman also emphasized the importance of insuring ac-
cess to contraceptive services, notmg tharnanonally 80 per-
cent of youth are sexually active during. their teen years.

Just back from a European fact\-finding mission, ©
Huberman noted reasons for Europe’s low teen pregnancy
‘rate as compared to that of the United States. First, most

European countries provide all youth with access to bal-
anced, accumte-lsexuality education that helps them make
informed decisions. Second, most European feens have ac-
cess to free health care, including farhiiy planning services
not easily accessible to U.S. teens.. Finally, repreductive
health policy in Europe focuses more on contraception than

on so-called “abstinence only” approaches.

Travelers a suppo:ter of Breakmg the. Cycle smce its |ncep-

from Hartford and.New, York attended Psl tralmng SESSIOHS
“and mef with PSI teen leaders on 0 several occ: occasions, -

gfants from. 'he Trwelera Foundataon ard scl..cted

re leng

“tion, took a particular interest in the Postponing Sexual n- ~
volvernent Program (PS[) lastyear Travelers Foundauon stajf -,
: mun;ty, but this was an easy choice. It's a.great program

“We reviewad more thén 100 prdgrams that recelved-

While in Hartford, Huberman_also met with BIC part-
ners, including staff, volunteers and teens from the PSl

_program, Project YES, and many other Hartfbrd youth
organizations. WAth support from the Annie E. Casey Foun- -

dation‘ Huberman has also been a consultant to the Hart-

- ford Action Plan’s Plain Talk/Hablando Claro program, help-

ingthe program develop its services for sexually active teens

and their parents. |,
¥
: o

Adult Heolth Leader Cind! Avezzi (ieft) and Advocates for Youth Director of Training
Barbara Huberman (right} discuss Breaking the Cyde ond services for sexually ective

teens. (Phato: Phillip Fortune)}

f

The Travelers Foundatton selected Breaklng the Cycle as its program of the year for 1997

\

' the t’ycle as our program of the year,” sald Travelers Fbun— i
dation-Manager Susan Glucksman. “There are a nurnber of .
excellent, crutlcally needed service orgamzatlons in our cOm-\

The award comes with an addmonal grant from the Trav-
elers Foundat.lon, which continues to support Breaklng the
Cyc;es effo'ts in 1998 y W

Ieen Bmhs m HartIord Iammryl Detemherll I991

Numbers on map at left represent total teen births for each nenghborhoed
- For more detailed infotmation, see charts below.

' Total Teen Births
City of Hartford

Clay/Arsenal

Sheldon/ Charler Oa

Teen Friendiy Clincs

"IMPROVING SERVICES TO
SEXUALLY ACTIVE TEENS
To reduce teen pregnancy in Hart- -
ford, Breaking the Cycle must improve

. " reproductive health services for sexu- _
“ally active youths. To achieve this,

Breaking the Cycle Is working with
health providers throughout the city

‘to develop comprehensive reproduc-
* tjve health services for teens, includ- -

ing. “teen fnendly reproductive,
l‘lealth clinlcs. - What makes a dlinic
"teen‘frlendly?" How do. reproduc-
, tive health services for teens fit inte
Breaklng the Cycle’s overall strategy?

. Read on to learn more:

h . .-1‘ Tt R
HOW T0. MAI(E :

"»REPRODUCTIVE HEALTH

SERVICES MORE “TEEN
FRIENDLY” IN HARTFORD:

"t
or;e "

Include reprodu
for teens as part

anid make it a reg
nual physncal exa

«.have staff that speaks the language

i and understands and respects the
culture. of the teens who use the-

C|.II'IIC, '

¢

. offer the full range of age-approprl-
, ‘ate services including education;

. counsehng, birth control, and test-
ing for pregnancy and STDs

: Because teens are teens and not-.

‘ults, parents, other responsible
dults,. schools, and the broader.

5
I community must also identjfy !



Citibank Testimony June 25, 1998

Good afternoon. My name is Lydia Tom and [ am director of Housing and Finance for The
Enterprise Foundation’s New York office. [ would like to teil you briefly about Enterprise’s
involvement with Citibank, and how the bank has partnered with Enterprise in working to
improve the quality of life in low-income neighborhoods, through the development of housing
and support services, both nationally and in New York.

Citibank has been an invaluable partner in helping Enterprise to provide different financial
resources to iow-income communities. Citibank has assisted us on many levels: as a funder, tax
credit investor and loan source.

Enterprise and Citibank have been working together since [991. Enterprise was established by
Jim and Patty Rouse in 1982 to provide the opportunity for low-income Americans to secure
decent affordable housing and move up and out of poverty. Since that time, Enterprise has
helped create over 86,000 affordable apartments nationally, including 8,000 in New York.

Citibank has worked with Enterprise in many cities around the country, including New York,
Butfalo, Rochester, Syracuse, Delaware, Maryland, the District of Columbia, Florida, San
Antonio, St. Louis, Nevada and Califormia.

Since 1991, Cinbank and the Citicorp Foundation have provided $987,000 in grants to Enterprise
and $1.75 million in below market rate loans. Citibank has provided or committed to provide
§74 million in equity through the Low Income Housing Tax Credit. This $74 million includes
$50 million invested in the New York Equity Fund, as well as nearly $20 million in national
funds that have supported special needs housing in New York. This housing serves the formerly-
homeless. the elderly, those with a history of mental illness or substance abuse, and those with
AIDS.

These numbers have a real impact on communities. The funds have been used to extend credit to
low-income families for homeownership, to develop affordable rental housing by placing equity
from Citibank in tax credit eligible multi-family housing and to support special programs
through grants, in such areas as job training and child care that improve the quality of life for
residents.

As an investor in the tax credit and a source of predevelopment loans, Citibank has facilitated the
creation of atfordable housing for those who need it most. You may have read a recent New
York Times article that noted that the number of housing needy families in the United States
outnumber atfordable apartments by 4.4 million. The Low Income Housing Tax Credit has
been a valuable tool in filling this gap. Citibank’s total commitment to the credit will heip
produce an estimated 1,750 safe, decent affordable homes nationally.

Citibank 1s also participating in Enterpnse’s CityHome program, an effort with NYC and The
Community Preservation Corporation to provide homeownership opportunities for low and
moderate-income families. Citibank will be providing mortgages for these first-time buyers.
CityHome targets smaller, abandoned City-owned buildings and helps bring stability to
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neighborhoods by transforming eyesores into community assets and bringing back owners to
deteriorated blocks.

Predevelopment loans are another tool Citibank has provided for the development of affordable
housing. In New York, Citibank has provided $1.5 million in predevelopment funds over the
past two years. This includes some monies to upstate regions. These funds help nonprofits pay
for expenses such as architectural and legal fees, so that construction can close.

Support services such as child care, job training and greening projects build on housing and
uplift the quality of life in neighborhoods. Citibank has been sensitive to these needs. Citibank
was an early funder of a child care initiative Enterprise established. Through this project, two
facilities have been developed that provide quality child care for over 200 children from low-
income families. Citibank also provided funds for a training program connected with one of
these centers through which low-income women receive training in the Montessori Method of
early childhood development while working as teacher aides and classroom assistants. This
program, serving about 20 women, has made it possible for several participants to get off welfare
and pursue a career in early childhood education.

Citibank has also used its resources to fund employment initiatives, a major concern now that
welfare reform has impacted communities. On a national level, Citibank funds made it possible
for Enterprise to launch the Volunteer Institute in 1994. The Volunteer Institute provides
training for AmeriCorps volunteers solicited by selected nonprofit groups for community safety
programs. Thanks to Citibank’s generosity, this program has had outstanding results for people
at very low income levels, some of whom are having their first experience in the work world.

Citibank also funded a new job training effort in New York called the “Treekeeper Training
Program” which will train residents in low-income neighborhood in tree maintenance and
landscaping and link them with jobs with smaller landscaping contractors looking to create city-
based work crews.

On the community level, Citibank has used its resources to develop creative partnerships to meet
local needs. Through its Culture Builds Community program, Citibank funded a program,
implemented by Enterprise and Trees New York in 1995, to plant street trees along W. 159* St
in Washington Heights. The Community League of W. 159" St. was the local sponsor. Residents
helped plant and have since cared for and maintained the trees. Not only has the program helped
bring greenery to the block, but the care of the trees has served as an organizing tool for tenant
associations.

Finally, the leadership of Citibank senior executives has been a great asset to Enterprise. Janet
Thompson and Emilio Fernandez serve on Enterprise advisory boards in New York and Miami,
respectively. In New York, Janet has been instrumental in examining ways in which Enterprise
and Citibank can contribute to a more comprehensive approach to community development.
Other Citibank executives have been very active in Enterprise New York’s “Junior Board”, a
group of young professionals who participate in hands-on activities in neighborhoods, such as
planting community gardens and furnishing community rooms. Citibank has been very helpful
with Enterprise’s annual Network Conference, which now involves over 1,300 housing
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professionals from around the country. Citibank executives have addressed the conference and
participated in workshops.

Enterprise supports the application for Citibank and Travelers to merge. We hope that this is an
opportunity to expand services to low-income communities, through the combination of
Citibank’s existing imitiatives with the resources that Travelers brings, including $100 million in
tax credit investments made by Salomon Brothers.



MHR Management, Inc.
545 Broadway, 2" Floor
Brocklyn, New York 11206

Telephone: (718} 387-1331

P

Good afterngon.

My name is Maria Rosado, and, | am the president of MHR
Management, a real estate management company based in
Williamsburg, Brooklyn. | am here to speak on behalf of the proposed
merger of Citicorp and Travelers Group.

My testimony is based on my experience with Citibank’'s Community
Development and their commitment to the neighborhoods where we
manage low and moderate-income properties. Through the JWEP
Program, we were able to borrow $10 Million Dollars from Citibank to
renovate 12 buildings in Bedford-Stuyvesant. We have already
completed seven buildings; and are preparing to initiate phase two of
this restoration work.

Although this venture is modest, it is one of many projects that are
necessary to revitalize the well being of an important community.
Many families, for the first time, see the reality of investment in the
metamorphosis of their apartments, their homes, and their
neighborhood. It is tangible evidence of the commitment already
made, and suggests a grander, more stable future for communities
already following this dynamic duo.

Everyone benefits from an enlightened acquaintance. Investment,
loans, insurance, and financial re-education will follow a natural
progression from those already persuaded. And, just as surely, as a
new home engenders real hope, conservation, and commitment, an
educated partner will see the need for savings, insurance and re-
investment in and beyond their self —-interests.

This merger, | believe, will put all of the needed tools for financial
stability within reach of communities previously under-nourished in
this area. It is only right that we have an opportunity to learn from the
Biggest and the Best

Thank you
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Manogement Assistance To Nonprofit Organizations

TESTIMONY TO THE FEDERAL RESERVE BANK OF NEW YORK
RE CITIBANK’S COMMUNITY DEVELOPMENT ACTIVITIES

Donna Panton, Executive Director
June 25, 1998

The Nonprofit Connection provides management assistance to nonprofit, community-
based organizations throughout New York City. For the past 21 years, we have worked
with these nonprofits to improve their administration and operations in order to enhance
the effectiveness of their services.

Citibank has supported our work since 1977 with grants totalling $125,000.

Since our clients are the human service, arts and community development
organizations that build and strengthen the communities and neighborhoods of New
York City, the goal of my statement today is to present three partnership initiatives that
The Nonprofit Connection has undertaken with Citibank's support, and to urge that
these kinds of programs be strengthened, should the merger be approved.

First : Citibank has helped The Nonprofit Connection expand the services we provide in
the boroughs of Queens and Staten Island -- boroughs that historically have been
underserved by foundations and corporate funders. Citibank funded us to provide
workshops and technical assistance, and gave grants to the organizations themselves
to pay for technical assistance services to improve fundraising, board development,
financial management, strategic planning, program design and other areas of operation.

Second: In 1993 and 1995, Citibank funded two series of planning workshops for senior
managers of community-based organizations that receive support from by the bank.
These workshops hetped groups -- many of whom had never formally planned their
programs and operations -- to understand the process and to apply strategies that
would increase their effectiveness and strengthen their position vis-a-vis the funding
community.

Third: Since 1996, The Nonprofit Connection has received funding to conduct the
Citibank Community Development Institute, a five-month course aimed at helping
community development corporations (CDC's) strengthening their sustainability -- in
other words, helping them develop their internal capacity and plan economic

Formerly Brooklyn [n Touch
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The Nonprofit Connection
Page 2

development projects. As you know, CDC's play a critical role in community
revitalization and in the creation of opportunity for businesses and low-income

residents.

Specifically, the Institute helped these CDC's to:
- Review the needs of their constituents
- Strengthen staffing and administrative procedures
- Refocus programs
- Utilize market analysis and create marketing plans to maximize the potential
success of new initiatives
- Prepare and submit economic development projects for financing

Twenty-five CDC's have participated in three separate Institutes conducted for
organizations from Brooklyn, from Queens and Staten Island, and from the Bronx and
Upper Manhattan -- which is currently underway. As a direct result of this participation,
eight CDC'’s have raised over $1.5 million from private and public sources to support
new administrative and program initiatives. We are discussing with Citibank the
possibility of extending the program to Westchester County in the fall.

Specific economic development projects developed or refined through the institute
include:

- Merchant organizing

- Commercial and retail strip development

- Advice and incubator services for smali businesses

- increased access to credit and capital for local businesses and home buyers

- The development of for-profit ventures including: a funeral parlor, a book store, a

residential weatherization business, thrift shops, home healith care services, and

food service delivery

in addition, the CDC’s were able to develop or strengthen refationships with Citibank:

- Four of the Brooklyn groups were awarded first-round grants in Citibank's
Partners In Progress program, which provides substantial funding for economic
development projects

- A number of other groups developed new relationships with community relations
officers that helped them to access Citibank funding for the first time

Benefits also accrued to Citibank itself:
- Staff from the Foundation and the community development and loan
departments served as speakers and advisors
- Branch managers, loan officers, and mortgage analysts had an opportunity to
meet with people involved in community building and learn about the work of the
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CDC’s when they attended sessions where |nstitute participants presented their

projects

Participants in the Citibank Community Development Institute:

Brooklyn
January-May 1997

ACCION New York

Astella Development Corporation

Central Brooklyn Partnership

Cypress Hills Local Development
Corporation

East Williamsburg Vailey Industrial
Development Caorporation

Erasmus Neighborhood Federation

The Fifth Avenue Committee

Flatbush Development Corporation

Midwood Development Corporation

Neighbors Helping Neighbors

Pratt Area Community Council

South Broaoklyn Local Devetopment
Corporation

ueens and Staten Island
September 1997-January 1998

Jackson Heights Development
Corporation

Jamaica Business Resource Center

Northfield Local Development
Corporation

Rockaway Development &
Revitalization Corporation

West Brighton Local Development
Corporation

The Bronx and Upper Manhattan
March-July 1998

Audubon Partnership

The Bronx Council for Ecanomic
Development

Citizens Advice Bureau

Harlem Congregations for
Community Improvement, Inc.

Mid-Bronx Senior Citizens Council

The Point Community Development
Corporation

Women's Housing and Economic
Development Corporation

In closing, let me say that Citibank has had considerable impact on community
development initiatives in New York City -- through its support of CDC’s; community
development financial institutions; arts, educational and human service organizations;
and technical assistance organizations like The Nonprofit Connection.

We hope that the new corporate entity -- if it is realized -- will expand this commitment
to community building, particularly here in New York.
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Good evening. | am Peter J. Kiernan, Chairman of the
Brooklyn Sports Foundation. | am grateful for this opportunity to

testify regarding the proposed merger of Citicorp and the Travelers

Group.

My testimony is about Citicorp and the very positive, significant
and generous contributions Citicorp has made in respect of the

Brooklyn Sports Foundation.

The Brooklyn Sports Foundation (the “Foundation”) is a duly
organized Section 501 (c) (3) not-for-profit foundation. Its
fundamental purposes are to address and solve the lamentabie
dearth of amateur sports facilities in Brooklyn. Brooklyn has more
then 2.3 million residents. It has a school age population of nearly
500,000. However, its sport facilities are completely inadequate. For
example, there are more than 100,000 kids per outdoor track, and

about 500,000 kids per indoor track in Brooklyn. That does not leave

much room to run.



Organized sports play a key role in nurturing, in socialization, in
education, and in building heaithy bodies and a healthy society.
Learning how to play by the rules; fearning how to set goals and how
to measure progress against thqse goals; and learning how to win
and how to lose are among life's most important lessons. Society
has the obligation and the need to provide the opportunities for such
lessons to be taught and experienced. The Foundation, predicated
on the behalf that sports can be an antidote to racism and crime,
began a sustained effort in 1987 to maximize the opportunity for
youths to participate in organized sports. | am pleased to report that
final design is underway for Sportsplex, a sports complex to be
located in Coney Island featuring an arena seating 12,500. (Currently
the largest public assembly space in Brooklyn is 2,500.) The

Foundation will develop and operate Sportsplex.

The Foundation enjoys the support and participation of
Brooklyn's business, academic, religious, and athletic communities.

None of the Foundation's support has exceeded that of Citicorp Iin



terms of financial contributions, personnel time and talent, and

reputational stake.

Sportsplex wiill be located in Coney lIsland for a variety of
reasons not the least of which is that what once was a wold famous
location symbolizing an era of recreation, fun and harmony has
become a dreary exampie of abandonment, decay, and urban
segregation. Citicorp recognized that while Brooklyn desperately
needs sports facilities, it also needs economic development. Citicorp
recognized that Coney Island is not simply a vestige of a foregone
economic era, made obsolete by air conditioning and interstate
highways. Rather, Coney Island is a choice repository of economic
opportunity. Coney [sland has land, transportation, human resources
and a tradition of entrepreneurship . Citicorp prominently associated
itself with a determined effort to demonstrate that public capital
funding of a sports complex on public land in Coney lIsland  will
generate private economic development on ancillary private land.
Citicorp prominently committed itself to the notion that development

of an adjunct to New York Cify’s education infrastructure can be good



economics and, conversely, that good economic development can be

very wise education policy.

Since 1997 the State and the City of New York have pledged

private commercial development of $100,000,000 has been
announced and an additional $20,000,000 for a minor league
baseball stadium in a revitalized Coney Island has just been
approvedr . More than $25,000,000 in direct annual tax revenues has
been forecast to result. Hundreds of permanent jobs will be created.
A major expansion of the subway terminus in Coney Island has
begun. All of this is given impetus by Sportsplex and to Coney Island
all of this will be to the early 21°* Century what the Coney Island

amusement parks were to the early 20" Century.

Citicorp continues to assist this effort broadly. [n doing so it
gives genuine definition to the phrase “corporate citizen.” It gives far
mare than just money, facilities and talent. It gives the weight of its

credibility and its commitment to proactive public policy. And Citicorp

never asks for anything in return.



Thank you for your attention.



