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Today’s Discussion

• Citigroup Overview

• Equity Re-Charge Analysis

• Financial Benefits from Re-Charge Arrangement and
Corporate Tax Deduction

• Re-Charge Feasibility and Implementation
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Overview of Citigroup’s Global Equity Programs

Participants by Equity Program – Worldwide

Pre - 2005 # Participants

Stock Option programs 54,000

CAP Stock Awards 20,000

Stock Purchase Program  45,000

U.S./Canada Broad-based Stock Awards & Options 143,000

CAP from 2005 
Core CAP Stock Awards 21,000

Supplemental CAP Stock Awards 20,000

CAP Stock Options 3,000
Particpants in more than one program are counted more than one time
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Participants By Region

Overview of Citigroup’s Global Equity Programs
(cont.)

ASIA
PACIFIC

EUROPE
MIDDLE EAST

AFRICA

LATIN AMERICA

NORTH
AMERICA

Options: 7,600

Stock: 2,400

ESPP: 4,300

Options: 7,600

Stock: 2,400

ESPP: 4,300

Options: 6,800

Stock: 5,100

ESPP: 6,300

Options: 6,800

Stock: 5,100

ESPP: 6,300

Options: 5,000

Stock: 3,400

ESPP: 6,700

Options: 5,000

Stock: 3,400

ESPP: 6,700

Options:  34,600

Stock      34,000

ESPP:    28,000

Options:  34,600

Stock      34,000

ESPP:    28,000
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Overview of Citigroup’s Global Equity Programs
(cont.)

Restricted or Deferred Stock Awards
• Core CAP

• A portion of annual discretionary incentive delivered in the form of
stock

• Awarded at 25% discount
• Four year straight line vesting
• Stock option election

• Supplemental CAP
• Discretionary stock award
• No discount
• Four year straight line vesting
• Stock option election
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CAP Stock Option Program
• Options granted based on employee election (up to

100% of CAP award)
• Six year term
• Four year straight line vesting
• Two year sale restriction after exercise
• Cash Purchase, Swap, Sell-to-Cover exercise methods

Overview of Citigroup’s Global Equity Programs
(cont.)
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Employee Stock Purchase Program
• One month enrollment period 6/15/03 to 7/15/03
• Program extends 25 months to 7/15/05
• Offering price = FMV on offering date (6/15/03)
• Interim purchase and new hire offering after 12

months
• Final purchase price = lesser of offering price or

FMV on closing date (7/15/05)
• U.S. Section 423 plan and International mirror plan

Overview of Citigroup’s Global Equity Programs
(cont.)
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Global Equity
Steering Team (GEST)

Global Equity
Steering Team (GEST)

Citigroup – U.S.
• Equity Comp Unit
• Corporate Tax
• Corporate Legal
• HR/Communication

Country 
Legal 

Ernst & Young – U.S.

Country
HR

Country
Payroll

Country
Equity

Coordinator

Country
Legal

Country
Tax

Employee

Country 
Tax 

8

DIVERSITY OF 
CITIGROUP 
BUSINESSES

LEGAL

COMMUNICATION & 
EDUCATION

MARKET
COMPETITIVENESS

PLAN 
DESIGN

TAX & 
ACCOUNTING

INTERNATIONALLY 
MOBILE

EMPLOYEES

PLAN
ADMINISTRATION

Multi-disciplinary Approach
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Stock Price
3/31/1995 - 3/31/2005

1995 20052000

10/08/1998
Travelers Group and
Citicorp Merge

11/02/1998
Founders Grant

06/1999
GEST formedGEST formed

01/01/2003
Expensing
Stock Options
effective

Citigroup 10 Year Performance
Comparative prices based on equivalent value of 100 at 31 March 1995

Am. Express 342%

JP Morgan Chase 175%

GE 301%

Citigroup 653%

AIG  237%

Berkshire 284%

Dow Jones 153%
S&P 500 136%
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Equity Re-Charge Analysis

• “Tax 101”: Corporate income tax rules globally require that
deductions for equity awards reside in the country and with the entity
which benefits from the employee’s services

• Led to significant annual tax and legal due diligence through E&Y on
a worldwide basis to ensure proper and appropriate corporate tax
deductions for both local and expatriate employees

• New program added 51 new countries to receive Deferred Stock
awards and confirmed that corporate tax deduction would be linked to
cash settlement and compliant with transfer pricing rules

• Country-specific tax information and compliance requirements are
maintained and updated for 90+ countries

11

FASB/ IASB
Accounting Issues

• Citigroup was an early adopter of FAS 123 effective January 1, 2003 for
expensing of stock options and implemented binomial model January 1, 2004

• U.S. GAAP accounting expense is based on award values and thus differs in
timing and amount from employer corporate tax deductions

• Move toward consistent accounting for share-based compensation globally
• IFRS 2, Share-based Payment – Issued by IASB on February 19, 2004

effective January 1, 2005
• FAS 123R Share-based Payment – Issued by FASB on December 16, 2004.

Effective date extended by SEC on April 14, 2005 – required for first
annual accounting period that begins after June 15, 2005 for most public
companies.

• Globally, due diligence is being conducted to determine the
interplay between:
• FAS 123 and IFRS 2
• IFRS 2 and local corporate income tax deductions
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• U.S. GAAP/Company Policy

• Maximize corporate income tax savings globally

• Tax-free repatriation to U.S.

• Financial cost/benefit analysis

The Drivers:  Financial Benefits from Re-Charge
Arrangement and Corporate Tax Deductions
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The Drivers:  Financial Benefits from Re-Charge
Arrangement and Corporate Tax Deductions
(cont.)

U.S. GAAP / Company Policy

• U.S. GAAP:  Citigroup applies FAS 123R to all
Global Equity Programs

• Company Policy:  Citigroup has implemented a
“share and share alike” policy, transferring to non-
U.S. subsidiaries and branches:
• U.S. GAAP expense for equity awards to subsidiary and

branch employees

• Economic cost under our share buyback program of
delivering shares to these employees
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Non-U.S. Subsidiary Company
• Local corporate tax deduction

• Reduced local corporate income taxes

Non-U.S. Subsidiary Company
• No local corporate tax deduction

(subsidiary has not incurred an economic
cost)

Parent Company
• Costs of shares delivered is transferred to

non-U.S. subsidiary

• Tax-free repatriation of cash to the U.S.
and reduced cost of capital

• Creates opportunities to credit foreign
taxes on other income

Parent Company
• No U.S. corporate tax deduction (employee

is not performing services for parent
company)

• All costs associated with share delivery
borne by parent company

• Increased cost of capital

With Re-Charge to Non-U.S.
Subsidiary Company

Without Re-Charge to Non-U.S.
Subsidiary Company

The Drivers:  Financial Benefits from Re-Charge
Arrangement and Corporate Tax Deductions
(cont.)

Maximize Corporate Income Tax Savings Globally
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Overview of Re-Charge for Stock Options

Non-U.S.
Subsidiary
Company

Non-U.S.
Subsidiary
Company

U.S.
Parent Company

U.S.
Parent Company

Cash Settlement for Re-Charge - $100 millionRe-Charge Stock Option
Spread at Exercise - $100 Million

Tax-free repatriation of $100 Million

Economic cost transferred to non-U.S.
subsidiary

Re-Charge for Stock Options $100
Million
Employer  Social Tax @ 15%      15
Million

Total Corporate Tax Deduction $115
Million
Corporate Tax Rate x
40%

Corporate Tax Savings $46
Million
Employer Social Tax
(15)Million

Net Corporate Tax Benefit $31
Million

The Drivers:  Financial Benefits from Re-Charge
Arrangement and Corporate Tax Deductions
(cont.)

Maximize Corporate Income Tax Savings Globally
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Global Tax Cost After Credit

U.S. $20
Foreign 20

$40

Global Tax Cost After Credit

U.S. $30
Foreign 5

$35

The Drivers:  Financial Benefits from Re-Charge
Arrangement and Corporate Tax Deductions
(cont.)

Maximize  U.S. Foreign Tax Credit

With $100 of U.S. Taxable Income – 
Without Re-Charge

With $100 Re-Charge/Corporate
Tax Deduction

$5 Savings
with Re-Charge

Excess Foreign Tax

Foreign Tax Credit
Limitation

$20
Foreign

Tax

$35

$15

$20 ($35-$15)

U.S. Tax

$5

Net U.S. Tax
Liability

Excess Foreign Tax Credit
Limitation

U.S. Tax

Foreign Tax

$35

$5

$30 ($35-$5)
Net U.S. Tax

Liability

$10$15
Foreign Tax

Credit
Limitation

17

Feasibility Phase Evaluative Phase

Implementation Phase Monitoring Phase

Review Modeling 
Results - 

Proceed with Re-
Charge/

Deduction?

No

Yes Yes

No

Proceed to 
Implementation 

Phase

Re-Charge 
Arrangement Will 

Not be 
Implemented

Yes
Identify Tax Implications and 
Perform Modeling 
 to Quantify:
 ?  Corporate Tax Benefit
 ?  Employer Social Tax  Cost
 ?  VAT
 ?  Corporate Tax Withholding
 ?  Employee Tax Impact No

Document Conclusions

?   Tax Implications

?   Regulatory Impact

Parent and Subsidiary 
Sign Re-Charge 

Agreement

Reimbursement to 
Parent Company
Permitted for Re-

Charge?

Proceed to Evaluative 
Phase

Establish Processes & Procedures, 
Communicate and Document 
Responsibilities as to:

?  Tax Function

?  Legal Function

?  Treasury Function

?  Accounting Function

?  Stock Option Unit 
    Function

?  Payroll Function

Perform Further Tax and 
Regulatory Analysis for 

Country-Specific 
Considerations

Review and Modify
 Re-Charge  Agreement

Tax Deduction
Permitted by 

Country Subsidiary 
for Reimbursement 

to Parent 
Company?

Proceed to 
Monitoring
Phase

Monitor Tax and 
Regulatory Changes

Assess Impact of Law 
Changes - 
Potential Impact?

 ?    Re-evaluate  Chargeback/ 
      Deduction Process
 ?    Modify Chargeback/ 
      Deduction Process As  
      Required

Proceed with Current 
Chargeback/Deduction 

Process

No

Yes

Re-Charge Feasibility and Implementation Process
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Feasibility of Re-Charge and Corporate Tax
Deduction

Feasibility review needs to address the following critical
questions

• Do foreign exchange controls limit or restrict the cash
reimbursement to the parent company?

• Is a corporate tax deduction for the amount of the re-charge
permitted?

• Are there any significant limitations or requirements in order
to secure the corporate tax deduction?
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Feasibility of Re-Charge and Corporate Tax
Deduction (cont.)

Examples of countries with foreign exchange controls or
where corporate tax deduction for equity awards is limited
or not permitted.

PanamaColombia

Tanzania

Ukraine

Venezuela

ZambiaSouth Africa

South KoreaRussia

RomaniaNigeria

Belgium

Canada

Algeria

China

Corporate Tax Deduction Limited/Not PermittedForeign Exchange Controls
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• Quantify corporate tax benefit to determine if sufficient to
support implementation of re-charge arrangement

• Determine impact of re-charge and deduction to non-U.S.
subsidiary and employees as to
• Income tax consequences associated with equity award

• Social tax implications

• Company reporting and tax withholding requirements

• Value added taxes

• Non-refundable corporate income tax withholding on cash
reimbursement to Parent Company

Evaluating Impact of Re-Charge and Corporate Tax
Deduction
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Evaluating Impact of Re-Charge and Corporate Tax
Deduction (cont.)

Examples of countries where re-charge or corporate tax deduction triggers
uncapped employer social tax which would otherwise not apply

34.93%35%Czech Republic

33.99%34.5%Belgium

31.875%

16%

0.3% -2.1%

17%

9.1%

8.5%

7%-20%

12.67%

1.75% -5%

37.3%

13.71%

8%

25.5%

Uncapped Employer Social Tax Rate

35%Uruguay

35%Tunisia

19%Slovak Republic

35%Paraguay

35%Morocco

15%Lebanon

30%Kazakhstan

31%Guatemala

38.5%Cameroon

34%Brazil

35%Bolivia

25%Austria

30%Algeria

Maximum Corporate Tax RateCountry
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Evaluating Impact of Re-Charge and Corporate Tax
Deduction (cont.)

Quantify Net Corporate Income Tax Benefit to Subsidiary

Brazil

Maximum Corporate Income Tax Rate     34.00%  
     

Maximum Employer Social Tax Rate    37.3 0% * 
Less: Corporate Income Tax Benefit:      

 Maximum Employer Social Tax Rate   37.3 0%   
 Maximum Corporate Income Tax Rate  x 34.00%    
   12.68%   
Less: Employer Social Tax Net of Corporate Income Tax Benefit   24.62%  

Net Corporate Income Tax Benefit     9.38%  
     

 
* Includes FGTS at rate of 8.5%.

23

Evaluating Impact of Re-Charge and Corporate Tax
Deduction (cont.)

Examples of countries where re-charge or corporate tax deduction
impacts taxation to employees

ΠΠLebanon

ΠΠTunisia

ΠΠMorocco

ΠΠJordan

Impact to Employees

Π

Π

Π

Π

Π

Timing of
Taxation

Π

Π

Π

Π

Π

Character of
Income

ΠGuatemala

ΠGabon

ΠEl Salvador

Egypt

ΠBolivia

Triggers
Tax on the

Award

Country
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Algeria

Austria

Bahamas (social tax)

Bolivia (social tax)

Bulgaria

Cameroon
Egypt

El Salvador

Gabon

Evaluating Impact of Re-Charge and Corporate Tax
Deduction (cont.)

Examples of countries where re-charge or corporate tax deduction
impacts company reporting and tax withholding requirements

Greece

Guatemala

Indonesia

Jordan

Kazakhstan

Lebanon
Morocco

Paraguay (social tax)

Peru

Philippines

Poland

Senegal

Slovak Republic

Taiwan

Tunisia
Turkey

Uruguay
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Communication of Decision 
to Countries

Communication of Decision 
to Countries

DocumentationDocumentation

Regulatory Approvals/FilingsRegulatory Approvals/Filings

Identify “Knock-On” EffectsIdentify “Knock-On” Effects

Web-Based Billing ProcessWeb-Based Billing Process

Cash Collection ProcessCash Collection Process

• Buy-in
• Country Visits
• E-mails
• Conf Calls
• Training 

• Buy-in
• Country Visits
• E-mails
• Conf Calls
• Training 

Sign inter-company agreementsSign inter-company agreements

• Tax Withholding
• Social tax
• Change in timing
• Change in character
• Employee communication
• Local compliance readiness
• Company Reporting

• Tax Withholding
• Social tax
• Change in timing
• Change in character
• Employee communication
• Local compliance readiness
• Company Reporting

“Go”
Decision

“Go”
Decision

Implementation Process
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Questions?

Thank you for your participation
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Contact Information

Robert Klein, Citigroup Inc.
kleinrb@citigroup.com

Vishal Khosla, Citigroup Inc.
vishal.khosla@citigroup.com

Lucy Tavella, Citigroup Inc.
tavellal@citigroup.com

Michael Bussa, Ernst & Young
michael.bussa@ey.com


