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US Banks

New Treasury Stress Test Guidelines Do Not Appear Onerous

Treasury's plan appears relatively bank-friendly and investor-friendly — The
Treasury has released guidelines for new stress tests for the largest US banks
and the terms for the banks to issue convertible preferred securities to the
government to address any capital shortfalls. The Treasury's announcement
indicates, in our opinion, that the US government is following a relatively bank-
friendly, investor-friendly approach.

Treasury's geal is to increase banks' capital — We think that several banks may
need to increase their capital because of the new stress test. However, the
Treasury's goal, in our view, is to increase banks’ capital while minimizing the
amount and duration of any government's direct ownership of common stock.

Stress scenarios do not seem onerous or draconian to us — The guidelines
require the banks to estimate their potential losses under a baseline scenario
and a "more adverse” scenario for a two-year period. These scenarios do not
seem onercus or draconian to us; indeed, they appear fairly close to the
scenarios that JP Morgan discussed this week when it announced its dividend
cut. We think that most banks may be using similar assumptions in running
their own stress tests.

Emphasis on commen equity — The Treasury did not set a target equity ratio
and said that it was not imposing a new capital standard, while pointing out
that commeon equity should be the “dominant” component of Tier 1 capital.
We interpret this statement to mean that common equity should be at least half
of Tier 1, which would indicate a ratio of tangible common equity to risk
weighed assets of 3%, although it could be somewhat higher (i.e., 4%).
Although the banks and regulators will discuss the stress tests, the Treasury
made it clear that bank regulators would determine the amount of equity
capital that banks need.

See Appendix A-1 for Analyst Certification and important disclosures.
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The Treasury's announcement indicates,
in our opinion, that the US government is
following a relatively bank-friendly,

inwestor-friendly approach.

The guidelines require the banks to
estimate their potential losses under a
baseline scenario and a "'worse case”
scenario for a two-year period. These
scenarios do not seem onerous or

draconian to us.

The preferred would be convertible at the
bank's option and "when and if needed to
retain the confidence of investors or to
meet supemwisory expectations regarding

the amount and com position of capital'.

New Treasury Stress Test Guidelines Do Not
Appear Onerous

The Treasury has released guidelines for new stress tests for the largest US
banks and the terms for the banks to issue convertible preferred securities to
the government to address any capital shortfalls. The Treasury’s
announcement indicates, in our opinion, that the US government is following a
relatively bank-friendly, investor-friendly approach.

We think that several banks may need to increase their capital because of the
new stress test. However, the Treasury’s goal, in our view, is to increase
banks’ capital while minimizing the amount and duration of any government’s
direct ownership of commaon stock. The Treasury said that “government
ownership is not an objective™ and “our goal will be to keep the period of
government ownership as temporary as possible”.

The guidelines require the banks to estimate their potential losses under a
baseline scenaric and a "more adverse"” scenario for a two-year peried. These
scenarios do net seem onerous or draconian to us; indeed, they appear fairly
close to the scenarios that JP Morgan discussed this week when it announced
its dividend cut. We think that most banks may be using similar assumptions
in running their own stress tests.

The Treasury did not set a target equity ratic and said that it was not imposing
a new capital standard, while pointing cut that common equity should be the
“dominant” component of Tier 1 capital. We interpret this statement to mean
that common equity should be at least half of Tier 1, which would indicate a
ratio of fangible common equity to risk weighed assets of 3%, although it could
be somewhat higher {i.e., 4%). [(We assume that the 8% well-capitalized
standard remains in place). Although the banks and regulators will discuss the
stress tests, the Treasury made it clear that bank regulators would determine
the amount of equity capital that banks need.

The stress tests are to be concluded by the end of April.

If the regulators determine that a bank requires more capital, the bank can
issue convertible preferred shares to the government. However, a bank would
have six months to obtain capital from private {non-government) sources, if it
chose to go that route. The preferred shares would be convertible into
common shares at a 10% discount to the stock price as of February 9, 2009
{based on the average price for the preceding 20 days). This provision
appears intended to reduce the potential dilution to eguity holders, since
banks’ stock prices were generally higher at that time.

The preferred would be convertible at the bank’s option and “when and if
needed to retain the confidence of investors or to meet supervisory
expectations regarding the amount and composition of capital.” (We think that
inany case banks would consult with their regulators as to the need and timing
for any such conversion.) The preferred will bear a 9% coupon (compared to
the initial 5% coupon on most TARP preferred) and it will be mandatorily
convertible in seven yvears. The holders of the preferred (i.e., the government)
will not have any voting rights until the conversion.

Banks can also elect to replace their existing TARP preferred with the new
convertible preferred shares. The bank could issue an amount equal to 1-2%
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Banks can redeem the convertible
preferred at any time, with the approval of
bank regulators. either with the proceeds
of @ common stock offering or additions to

retained earnings.

of its risk weighted assets, plus any amount necessary to redeem its TARP
preferred, if it chose to replace it with the new convertible preferred. Such a
step could give the bank more flexibility to increase its common equity base
quickly, if necessary. However, the trade-off is that the bank would pay 400
basis points more on the new preferred.

A bank must receive regulatory approval to issue convertible preferred inan
amount exceeding the normal limits. Any such bank will be redeemed as
needing "exceptional assistance™ and may be subject to additional terms and
conditions.

Banks can redeem the convertible preferred at any time, with the approval of
bank regulators, either with the proceeds of a common stock offering or
additions to retained earnings.

Figure 1. Treasury's Economic Scenarios: Baseline and More Adverse Alternatives

2000 2010
Real GDP '

Average Baseline : -2.10% 2.1%
Alternative More Adverse -3.3% 0.5%

JPMorgan Chase -- Stress Case Two-year recession

Unemployment :

Average Baseline * a.4% 2.8%
Alternative More Adverse 2.0% 10.3%
JPMorgan Chase -- Stress Case 10% +

House Prices *
Average Baseline * S14% g,

Alternative More Adverse -22% -T%
FPeah-to- Trough Howuse Price Decline

JPMorgan Chase -- Stress Case -A0%

Treasury -- More Adverse Case -45%

1. Percent change in annwal averape. 2. Baseline forecasts for real GOP and the wnemployment rate equal
the averape of projctions releasad by Consensus Forecasts. Blue Chip, and Survey of Professional
forecasters in Febreary. 3. Annual average. 4. Case- Shiller 10-City Composite. percent change, fowrth
quarier of the previows year io fowth gearter of the year indicated.

Earlier this week, IFMorgan cut its dividend so that it would have adequate capital even in the event of a
highly stressed emironmant. The company defined a “highly stressed environmenst™ as a two- year recession
with 10%+ wsemployment and a 40% decline in howsing prices peak-to-froegh. JFMorgan soted that it was
nat predicting such a scenario.

Sowrces: IS Treasury, IPMorgan investor presentation (Febreary 23, 2009) and Citi Investment Ressarch.




US Banks
23 February 2009

Appendix A-1
Analyst Certification

Each research analystis) principally responsible for the preparation and content of all or any identified portion of this research report hereby cerfifies that, with
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OTHER DISCLOSURES

For securifies meommended in the Product in which the Firm i not 2 market maker, the Firm is 2 liguidity provider in the sseers' financial instruments and may act as
principal in connection with such tramsactions. The Firm is a egular issuer of traded financial instruments linked fo secerties that may have been ecommended in the
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) ae not deposits or otber obligations of any
insmred depository institution {incleding Citibank}; and (il ame subject o investment risks, including the possible loss of the principal amount invested. Although
information kas besw obtained from and is based wpon sourmes that the Firm believes to be reliable, we do not guarantes ifs accuracy and it may be incomplete and
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section of the Product. The Firm's mseamh depariment has eceived assistance from the sebject company(ies) refermed to in this Product iscluding, bet not limited fo,
discussions with masagement of the subject companyiies). Firm palicy prohibits esearch analysts from sending dezft msearch tosubject companies. However, it showld
be presumed that the author of the Product has had discussions with the subject company to exsure factual accuracy prior fo publication. &1 opinions, pmjections and
estimates consfitute the judgment of the author as of the date of the Product and these, ples any other information contained in the Podect, are subject to change withost
notice. Prices and availability of financial instruments also are subject fo change without notice. Kotwithstasding other depariments within the Finm advising the
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predetermined frequency for publication, if the Prodect is a fundamentzl mseach epor, it i the inteation of Citi Investment Reseamh to provide eseach coverage of
the/those issuens) mentioned therzin, including in response o news affecting this issuer, subject fo applicable quiet periods 2ad capacity cosstrainks. The Poduct is for
informational purposes only and & not intesded as an offer or solicitation for the purchase or sale of 2 security. Any decision fo purchase securities mentioned in the
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Investing in non-US. sacurities, including ADRs, may entail certain risks. The securities of mon-10.5. Eseers may not be registered with, nor be subject fo the reporting
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US Banks
23 February 2009

The Citigroup legal entity that tzkes esponsibility for the pmduction of the Product is the legal eafity which the first named author s emploved by. The Poduct is made
available in fustralia o wholesale clients through Citig rowp Global Markets Australia Pty Ltd. (ABN 64003 114832 and AFSL Mo, 2305952} and to eiail clients through Citi
Smith Barney Pty Lid. (AEM 19 009 145 5535 and AFSL No. 240813) . Participants of the ASX Group and regulated by the Australian Securities & |avestments

Commission. Citizmup Centre, 2 Park Street, Swdney, NSW 2000, The Product is made available in Bustrzlia fo Private Banking wholesale clients thoegh Citigroup Pty
Limited (ABN 88 004 325 080 and AFSL Z38098). Citigroup Py Limited provides all financizl product advice to Ausiralian Private Banking wholesale clients thmegh
bankers and relationskip managers. I there is any dowbt about the seitability of investments kel in Citizroup Private Bank accounts, investors shoukd contact the
Citigroup Private Bank in Australia. Citigromp companies may compensate affiliates and their mpresentatives for providieg products and services to clients. The Product
iz made available in Brazil by Citigroup Global Markets Brasil - CCTVM 54, which is egelated by CVM - Comissio de Valores Mobilirios, BACEN - Brazilian Central Bank,
APIMEL - Associapdn Associago dos Analistas e Profissionais de Investimento do Memado de Capitais and ANBID - Associagdo Naconal dos Bancos de Investimento. Av.
Faulista, 1111 - 11%andar- CEP. 01311920 - 530 Faulo - SP. If the Product is being made available in certain provinces of Canada by Citizrup Global Markets (Canada)
Inc. ("CGM Canada®}, CGM Canzda has appmoved the Product. Citigmup Place, 123 Froat Street West, Suite 1100, Toronto, Ontarie M3 2M3. The Podect & made available
in France by Citigmup Global Markets Limited, which is awtharised and regulated by Financial Services Suthority. 1-5 Rue Pawl Cézanne, B2me. Pans, France. The Product
may not be distributed to private clients in Germany. The Product is distribefed in Germany by Citig oup Global Markets Deutschland &G & Co. Kzad, which is egulated by
Bundesanstalt fuer Finanzdienstieistungsaufsicht (BaFin). Frankfurt am Main, Reuterweg 16, 60323 Frankfurtam Main. I the Poduct is made available in Hong Fong by,
oron behalf of, Citigroup Global Markets Asia Lid., it is attribetable fo Citigoep Global Warkeks Asia Lid., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong

Kong. Citigroup Global Markets Asia Lid. &= regulated by Hong Kong Securities and Futures Commission. If the Product is made available in Hong Fomg by The Citigroup
Private Bank o its clieafs, it is attributable to Citibznk N4, Citibank Tower, Citibank Plaza, 3 Ganden Rozd, Hong ¥ong. The Citigmoup Private Bank and Citibank KA. is
regulated by the Hong Kong Mosetary Authority. The Product i made available in India by Citigromp Global Markets India Privafe Limited, which & regulated by Securities
and Bxchange Board of India. Bakhtawar, Nariman Poist, MumBai 200-021. The Prodect is made available in Indonesia through PTCitigroup Securities Indonesia. 5/F,
Citibank Tower, Bapindo Plaza, JI. Jend_ Sedirman Kav. 54-35 Jakarta 12190_ Neither this Product nor asy copy bereof may be distributed in Indonesia or fo any Indonesian
citizens wherever they are domiciled or fo Indonesian msidents except in compliance with applicable capitzal market laws and regulations. This Prduct is not an offer of
securities in Indomesia. The securities referred fo in this Product have not been mgistersd with the Capital Market and Financial Institutions Supervisory Agency (BAPERAH-
LK) pursuant fo relevant capital market laws and regulations, and may not ke offered or sold within the territory of the Republic of Isdonesia or to Isdonesian citizens
through & public offering or in cicemstances which cosstitele an offerwithin the meaning of the Indonesian capital market laws and egulations. The Product & made
available im Italy by Citigroup Global Markets Limited, which is anthorised and regulated by Financial Services Authority. For Buonaparte 16, Rilas, 20121, Itzly. [ the
Product was prepared by Citi Investment Research and distribufed in Japan by Nikko Citigroup Limited ("RCL"), it is being so distribeted under lcesse. If the Product was
prepared by NCL and distribefed by Nikko Cordial Securities Inc_or Citigmoup Global Markets Inc. it is being so distnibuted wader license. NCL is egulated by Finzncial
Services Agency, Securities and Exchange Suneillance Commission, Japan Securities Dealers Associztion, Tokyo Stock Exchange and (saka Securities Bxchange. Shin-
Marmmouchi Bwilding, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. In the event that an emor is found in 2n NCL eseach eport, a revised version will be posied
on Citi Investment Research's Global Eguities Online (GED) website. I you have questions egamding GED, pleasa call (£1 3) 6270-301% for help. The Prodect is made
available in Korea by Citigroup Global Markets Korea Securities Lid.. which is egulated by Financial Sepervisory Commission and the Finascial Supervisory

Service. Humgkuk Life Insurance Building, 226 Shinmunno 1-G4, Josgeo-Gu, Seoul, 110-061. The Podect & made available in Malaysia by Citigroup Global Markets
Malaysia Sdn Bhd, which is mgelated by Malaysia Seconties Commission. Mesara Citibank, 163 Jalan Ampang, Kezla Lempur, 50250, The Product is made available in
Mexico by Acciones y Valores Bamamex, 5.4, DeC. V. Casa de Boksa, Integrante del Grupo Financiem Banamex ("&ccival”) which & a wholly owned subsidiary of Citig oup
Inc_and 5 egulated by Comision Nacional Bancaria v de Valores. Reforma 358, Col. Juarez, 06600 Mexico, D.F. In New Zealand the Poduct is made available thoegh
Citigroup Glokal Markets New Zealand Lid. Company NemberG04457), a Participant of the New Zezland Exchange Limited and egulated by the New Zealand Securities
Commission. Level 19, Mobile on the Park, 157 LamBfon Quay, Wellingion. The Podect i made available in Pakistan by Citibank H.A. Pakistan branch, which is mgulated
by the State Bankof Pakistan and Securities Exchange Commission, Pakistan, 8WT Plaza, 1.1. Chundrigar Road, P.O_ Box 4889, Kamchi-74200. The Product i made
available in Foland by Dom Maklerski Banku Handlowego S8 an indirect subsidiary of Citigroup Inc., which i mgulated by Fomisja Nadzon Fisansowego. Bank Handlowy w
Warszawie 5.4 ul. Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federzfion though Z&0 Citibank, which is licensad to camyout Banking
activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in
accomdance with the license Bsued by the Federal Service for Financial Markets. Reither the Product nor any information contained in the Product shall be cossidered as
advertizing the sacurities mentioned in this report within the territory of the Russian Federation or outside the Russian Fedemtion. The Prodect does not constitute an
appraizal within the meaning of the Federal Law of the Russian Federation of 29 July 1998 No. 135-FZ {as amended) On Appraisal Activities in the Russian Federation. 8-
10 Gasheka Street, 125047 Moscow. The Product is made available in Singapore through Citigoup Global Markets Singapore Pie. Lid., a Capital Markets Services Licence
holder, and egulated by Monetary Anthority of Singapore. 1 Temasek Avenue, #39-02 Nillenia Tower, Singapore 032192 The Pmduct is made available by The Citigoup
Private Bank in Singapore throegh Citibank, N.A_, Singapore branch, a licensad bank in Singapore that i regulafed by Mosetary Anthority of Singapom. Citigroup Global
Markets (Phy) Ltd. is incorporated in the Republic of South &frica (company regisiration number 2000/025866/0 7 and its registered office is at 145 West Street, Sandton,
2196, Szxoawold. Citigroup Global Markets (Pl Lid. s egulated by J5E Secerities Bokange South Africa, South African Reserve Baakand the Financial Services

Boand. The imvesiments and services contained kerein are not available to private cestomers in South &frica. The Prduct is made available in Spain by Citizmep Global
Markets Limited, which & authorised and egalated by Financial Services Authority. 29 Jose Orega ¥ Gassef, 4th Floor, Madrid, 28006, Spain. The Product 5 made
available in Taiwan throegh Citigroup Global Markets Taiwan Securities Company Lid., which is mgelated by Secanties & Fetwres Buezu. Bo portion of the report may be
repodeced orgeoted in Taiwan by the press orany other person. No. 8 Manhattan Buiklieg, Hsin i Road, Section 3, Taipei 100, Taiwan. The Prodect is made available in
Thailand through Citicorp Securities (Thailand) Lid., which is egulated by the Securities and Exchange Commission of Thailand. 18/F, Z2/F and 29/F, 82 North Sathom
Road, Silom, Bangrak, Bangkok 10300, Thailand. The Product is made available in Terkey through Citibank A5 which is mgalated by Capital Markets Board. Tekfen Tower,
Eshi Buynkder Caddesi £ 209 Kzt 2B, 23294 Levent, stanbul, Terkey. The Product is made available in UAE. by Citigroup Global Markets Limited, whick is authorsed
and regulated by the Dubai Finamcial Services Authority. DIFC, Bldg 2, Level 7, PO Box 506560, Dubai, VAE. The Product is made availzble in United Kingdom by Citigmep
Global Markets Limited, which & authorised and regulated by Financial Services Anthority. This material may rlate to imestments or s2rvices of a person outside of the UK
or o other matiers which are not regulated by the FEA and fertherdetails as to where this may be the case ar available upon regeest in espect of this material. Citigmep
Centre, Canada Square, Canary Whari, London, E14 5LE. The Prduct = made available in United States by Citigroup Global Barkets Inc, which & mgulated by NASD, WYSE
and the US Secenties and Bxchange Commission. 388 Greenwich Street, New York, NY 10013, Unless specified fo the contrary, within EU Member States, the Prduct is
made avaikable by Citigroup Global Markets Limited, which is egulated by Financial Services Suthority. Many European regulzfors require that a firm must establish,
implement and make availzble 2 policy for managing conflicts of interest arising as & esult of publication or disfribution of isvesiment reseamch. The policy applicable to
Citi Investment Research’s Products cam be found at www cifigmupgeo.com. Compessation of equity msearch analysts is determined by equity eseach management and
Citigroup’s semior management and is not linked fo specific traesactions or rcommendations. The Product may have been distributed simultaneously, in maltiple formats,
i the Firm's worldwide institutional and retail customers. The Prodect is mot fo be construed as providisg investment services in any jurisdiction where the provision of
such services would not be permitted. Subject to the nature and contests of the Poduct, the investments described therin aresubject to flucteations in price and/or value




US Banks
23 February 2009

and invesfors may get back less than originally invesfed. Certain high-wolatility investments can be subject fo sudden and karge falls in valee that conld egual or excesd
the amount invested. Cerain investments contained in the Prodect may have tax implications for private cusiomers whemby levek and basis of taxation may be subject o
change. If in doubt, isvesiors should seek advice from a tax adviser. The Product does not purport o idesfify the nature of the specific market or other risks associated
with a particular transaction. Advice in the Podect i generzl and should not be construed as personal advice given it kas been prepared without taking accomat of the
objectives, financial situation or needs of any particular investor. Accordingly, investors should, Before acting on the advice, consider the appropriateness of the advice,
having regand o theirobjectives, financial siteafion and nesds. Prior fo acquiring any financial product, it is the client's responsibility fo obfain the rlevant offer
document for the product and consider it before making a decision as fowhether to purchase the prodect.

©2009 Citigmup Global Markets Inc. (€ Hikko Citigroup Limited, if this Prodect was prepared by it). Citi Investmeat Research is a division and service mark of Citigroup
Global Markets Inc. and its affiliates and & used and regstered thmughout the workd. Citi and Cifi with Arc Design ae tredemarks and service marks of Citigmup e and
its affiliates and ar uzad and egisierd throughout the world. Nikko is a egistered trademark of Nikko Condial Corporation. &1 rights esered. Any snauthorized use,
duplication, redistribution or declosere is prohibited by law and will resultin prosacution. Where included in this eport, MSCI soured information is the exclusive property
of Morgan Stanley Capital International Inc. (MSCI). Withowt prior written permission of MSCI, this information and amy other MSCI intellecinzl property may not be
repmdeced, rdisseminated or esed fo create any financial prducts, including any indices. This information is provided om an "as " kasis. The wser assumes the entire
risk of amy wse made of this information. WSCI, its affiliates and any third party imeolved in, or elated to, computisg or compiling the information kereby expressly disclaim
all warrzaties of onginality, acceracy, completeness, memckantability or fiteess fora particular purpose with espect toany of this information. Witkout limiting any of the
foregoing, in no event shall MSCI, any of its affiliates oramy thind party involeed in, or related fo, compating orcompiling the information have any lEability for 2y damages
of any kind. MSCI, Morgan Stankey Capital International and the MEC] indexes are services marks of MSCI and its affiliates. The information contained in the Prduct is
intended solely for the mcipient and may not be furtber distribufed by the recipient. The Firm accepis o liability whatsoever for the actions of thind parties. The Product
may provide the addresses of, orcontain hyperlinks to, websites. Except to the exteat to which the Prodect refers to website material of the Firm, the Firm has sot myviewed
the linked site. Equally, except fo the extent to which the Product refers to website material of the Firm, the Firm takes so esponsibility for, and makes mo epresentations
or warranties whatsoever as to, the data and information costzined themin. Such address or byperink {incleding addresses or hyperlinks to website material of the Firm) s
provided solely for your convenience 2nd information asd the contentof the linked site does mot in anyway form part of this document. Accessing such website or following
such link through the Prodect or the website of the Firm shall be at your own risk and the Firm shall have no lizkility arising ouft of, or in connection with, 2y such
eferenced website.

ADDITIONAL IRFORMATION 15 AVAILABLE UFON REQUEST




