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ENCLOSURE 2

STATEMENT OF INTENT TO EXCLUDE STOCKHOLDER PROPOSAL

The Proposal requests that the Company’s Board of Directors (the “Board”)
amend its clawback policies to provide that “a substantial portion of annual total compensation
of Executive Officers, identified by the board, shall be deferred and be forfeited in part or in
whole, at the discretion of the Board, to help satisfy any monetary penalty associated with any
violation of law regardless of any determined responsibility by any individual officer.” Among
other things, the Proposal would also require that “any forfeiture and relevant circumstances be
reported to shareholders.” A copy of the Proposal is attached hereto.

In his Supporting Statement, the Proponent acknowledges that the Company
amended its executive compensation policies in 2014. Those amendments provide for forfeitures
of compensation when an employee violates law or where a violation has resulted from that
employee’s failure to satisfy his or her responsibilities to oversee other employees who might
have violated the law. The Proponent submits that the Company’s policies do not go far enough
to deter wrongdoing by other employees:

[The Company’s policy] is welcome. It reflects that the Board
agrees that compensation serves as an appropriate tool for
deterrence and that restrictions should apply more broadly than
simply to those determined to have violated the law. We believe
further refinement in our resolution can help strengthen Citi’s
policy by making compliance with law a group concern.

THE PROPOSAL RELATES TO THE COMPANY’S ORDINARY BUSINESS.

The Proposal relates to the Company’s ordinary business operations and may
therefore be excluded from the Company’s proxy materials under Rule 14a-8(i)(7). The
Proposal seeks to enact a policy intended to decrease the likelihood of fines or other penalties
levied against the Company for violations of law. As noted in the Supporting Statement, the
Proposal is intended to make “compliance with the law” a “group concern,” by placing executive
compensation at risk of forfeiture, if other employees violate the law. The Staff has long taken

' The resolution in the Proposal provides:

RESOLVED, that shareholders of Citigroup Inc. urge the Board of Directors to amend the General
Clawback policy to provide that a substantial portion of annual total compensation of Executive
Officers, identified by the board, shall be deferred and be forfeited in part or in whole, at the
discretion of the Board, to help satisfy any monetary penalty associated with any violation of law
regardless of any determined responsibility by any individual officer; and that this annual deferred
compensation be paid to the officers no sooner than 10 years after the absence of any monetary
penalty; and that any forfeiture and relevant circumstances be reported to shareholders. These
amendments should operate prospectively and be implemented in a way that does not violate any
contract, compensation plan, law or regulation.
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the position that proposals related to legal compliance programs relate to ordinary business and
may be omitted from a company’s proxy materials under Rule 14a-8(i)(7).2

The Company operates in heavily regulated industries and must comply with legal
requirements both within and outside the United States. The Company must routinely respond to
inquiries from a wide range of governmental bodies and agencies, including the Federal Reserve,
the Securities and Exchange Commission, the US Department of Justice, the US Department of
Treasury, the Federal Reserve Board, the Federal Reserve Bank of New York and the Consumer
Financial Protection Bureau. The systems that the Company employs to comply with applicable
laws are necessarily tailored to the Company’s specific business lines and the legal environments
in which they are operated. These systems require complex judgments calls, both on the
cost/benefit analyses of particular compliance regimes and the choice of which set of compliance
measures will best enable the Company to satisfy applicable legal requirements.

Forfeiture of compensation is only one potential tool that the Company could use
to encourage its workforce to comply with applicable law, but determining whether to use
forfeiture as a compliance tool presents a complex issue for the Company.” The forfeiture
scheme urged by the Proponent would, in one sense, make certain executives function as
potential guarantors that a violation of law will not occur. There are many other ways to ensure
that top officers perform compliance functions, including by tasking certain officers with that
responsibility. Using roving forfeitures as a means to police violations of law simply may not
provide the most effective means of fostering a good compliance system. The stockholders are
not in a position to assess what role compensation should play in the Company’s compliance
efforts, and the Proponent is seeking to micromanage the Company by asking for a stockholder
referendum on this issue.

The Proposal also seeks to micromanage the Company’s legal compliance
systems by seeking a report to stockholders on an event of forfeiture and the “relevant
circumstances” leading to the forfeiture. A public report might damage the Company’s

2 JPMorgan Chase & Co. (avail. Mar. 13, 2014) (concurring with the exclusion of a proposal requesting a policy

review for clarifying and enhancing implementation of board members’ and officers’ fiduciary, moral and legal
obligations to stockholders and other stakeholders because the proposal related to the company’s legal
compliance program); see also Raytheon Co. (avail. Mar. 25, 2013) (noting that “[proposals] that concern a
company’s legal compliance program are generally excludable under rule 14a-8(i)(7)”); Halliburton Co. (avail.
Mar. 10, 2006) (concurring in the exclusion of a proposal asking for a report evaluating the potential impact of
legal violations and investigations on the company’s reputation and stock price).

Rule 14a-8(i)(7) embodies a policy “to confine the resolution of ordinary business problems to management and
the board of directors, since it is impracticable for shareholders to decide how to solve such problems at an
annual shareholders meeting.” SEC Release No. 34-40018 (May 21, 1998). The first central consideration
upon which that policy rests is that “[c]ertain tasks are so fundamental to management’s ability to run a
company on a day-to-day basis that they could not, as a practical matter, be subject to direct shareholder
oversight.” 1d. The second central consideration underlying the exclusion for matters related to the Company’s
ordinary business operations is “the degree to which the proposal seeks to ‘micro-manage’ the company by
probing too deeply into matters of a complex nature upon which shareholders, as a group, would not be in a
position to make an informed judgment.” Id. The second consideration comes into play when a proposal
involves “methods for implementing complex policies.” Id.
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reputation. Also, if a legal or regulatory proceeding is ongoing, a public report of forfeiture
might necessitate the disclosure of confidential or privileged information about the alleged
underlying violation of law or might be perceived as an admission of culpability on the part of
the Company. These are judgment calls that must be reserved for the Board and Company
management.

The Company is mindful that the Proposal is styled as a resolution on executive
compensation, and the Staff has traditionally viewed proposals relating to senior executive
compensation as presenting a significant social policy and therefore outside the scope of
proposals that may be omitted under Rule 14a-8(i)(7). But, the Company believes the thrust and
focus of the Proposal relates to its legal compliance programs. Unlike most compensation
proposals, the Proposal does not relate to the level or type of compensation provided to
executives.” Moreover, the Proposal makes clear that the requested forfeiture might occur
irrespective of whether an officer is determined to have been responsible for a violation of law.
Accordingly, the Proposal does not relate to the performance of the Company’s executive
officers. Indeed, the Proposal’s focus on “making compliance with the law a group concern”
demonstrates that the true intent of the Proposal is to address the relationship between executives
and rank-and-file employees who need to be monitored for legal compliance issues.

A proposal that facially relates to senior executive compensation may be excluded
if the thrust and focus of the Proposal relates to other ordinary business matters. For example, in
2014, the Staff concurred with the omission of a proposal from a company’s proxy materials
where the proponent asked the company’s compensation committee to “include in its metrics
used to determine incentive compensation for the company’s five most-highly compensated
executives a metric related to the effectiveness of the company’s policies and procedures
designed to promote adherence to laws and regulations.” The Staff concurred with the company
that the proposal could be omitted from the company’s proxy materials under Rule 14a-8(i)(7).
According to the Staff, “[A]lthough the Proposal relates to executive compensation, the thrust
and focus of the proposal is on the ordinary business matter of the company’s legal compliance
program.”’ The thrust and focus of the Proposal is the same here because the Proposal seeks to
make “compliance with the law a group concern.” The Staff has reached a similar conclusion in

See Halliburton Co. (avail. Mar. 10, 2006) (concurring in the omission of a proposal calling for a report
evaluating the potential impact of certain violations and investigations on the company’s reputation and stock
value because it related to the company’s ordinary business operations (i.e., general conduct of a legal
compliance program)).

See Staff Legal Bulletin 14A (July 12, 2009) (discussing that senior executive and director compensation matters
involve “significant social policy issues” that transcend day-to-day business matters and are appropriate for a
stockholder vote); SunTrust Banks, Inc. (avail. Jan. 6, 2015).

6 Apple Inc. (avail. Dec. 30, 2014).

7.
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other instances, where a proposal facially relates to senior executives but the thrust and focus of
the proposal is on other ordinary business.”®

CONCLUSION

For the foregoing reasons, the Company believes that the Proposal may be
excluded from the 2016 Proxy Materials pursuant to Rule 14a-8(i)(7).

9709347

See e.g. FedEx Corporation (avail. June 24, 2011) (concurring with the omission of a proposal that asked the
board to “adopt a public policy to promote responsible use of company stock by all named executive officers
and directors, which policy would bar derivative or speculative transactions involving company stock™ because
the proposal related to the use of company stock rather than the significant policy issue); YUM! Brands, Inc.
(avail. Feb. 25, 2015) (concurring with the omission of a proposal that asked the board to review the company’s
executive compensation policy and prepare a report that would include “a comparison of the total compensation
package of the top senior executives and [the company’s] store employees' median wage in the United States in
July 2005, 2010 and 2015” because the proposal related to ordinary business matters, general employee
compensation, and was not limited to senior executive compensation).
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