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OVERVIEW OF LOAN MARKET 

Corporate Loans 

The U.S. commercial and industrial loan market is a major source of funding for U.S. corporations. With 
an aggregate amount of loans outstanding currently In excess of $600 billion, the size of this market is 
approaching that of the public corporate bond market. On a committed basis, which includes contractual 
obligations for future lending, the size of the commercial and industrial loan market is estimated to be on 
the order of $1.5 to $2.0 trillion. 

Ninety-five percent of all loans extended to U.S. corporations are floating rate loans; the remainder are 
fixed rate. · Historically, floating rate corporate loans have proven an effective hedge against inflation. 
These assets generate higher Income returns during periods of rising rates while avoiding the price 
declines associated with Jonger duration, foced Income instruments. Corporate loans are also an 
attractive investment from the perspective of credit quality. The vast majority of corporate loans are 
senior debt, either secured or unsecured. rn the event of default, these instruments take precedence 
over subordinated debt. Several industry studies, including those conducted by Altman, Standard & 
Poors and Citibank demonstrate that, on average, the recovery rate on corporate · 1oans is considerably 
higher than that of senior debentures or subordinated debt, and is in fact comparable to that of senior 
secured bonds. 

The majority of corporate loans are revolving lines of credit ("revolvers"). Over 80% of all floating rate 
commercial and industrial loans are revolvers; the remainder are term loans. In a revolving credit loan, 
the lender, or investor, agrees to lend up to some maximum amount of cash for some stated period of 
time. The borrower, or issuer may draw the funds as needed under the terms of the loan. Typically, the 
borrower does not draw down the full committed amount. The amount of the commitment actually utilized 
at any point in time generally being referred to as the amount outstanding. 

High Grade Revolvers 

The high grade corporate loan market, which consists of AAA, AA and A rated borrowers, is 
predominately a revolver market whose main purpose is to provide liquidity backstops for corporations' 
commercial paper programs. By virtue of the revolver's backstop function, the full amount of the 
commitment for high grade revolvers is rarely, if ever, utilized. This results in a sizable difference 
between the amount of loans committed and the amount of loans actually outstanding at any given time. 
Typically, high quality corporations exhibit utilization rates below 5%. In contrast, lesser rated 
corporations, which use their revolvers for working capital, typically exhibit utilization rates in excess of 
50-60%. 

Return Characteristics 

Corporate loans exhibit intriguing return characteristics, particularly high grade instruments. In addition to 
the interest income, corporate loans are unique in that the fees paid by the borrower provide the investor 
with an additional source of cash flow. There are generally three types of fees for revolvers: 1) an 
upfront fee which is a one-time payment for both types of loans, 2) an annual facility fee, generally 
expressed as a percentage of the total amount of the loan commitment and 3) an annual commitment fee 
which applies to revolving credits only. This last source of Income presents a very intriguing cash flow for 
an investor in revolvers because the commitment fee is earned on the unused, or unfunded, • portion of 
the committed amount. As a result, total return expressed as a percentage of cash invested is 
considerably higher for an investment In loans which exhibit low utilization rates, reflecting the higher 
degrees of leverage associated with cash flows earned. Since leverage increases with quality, the funds 
discussed below seek to capitalize on this unique feature of revolving credits. 



U.S. outstanding Commercial and Industrial Loans 
1973 -1991 

U.S. Outstanding Commercial & Industrial Loans 

• Banker's acceptances and U.S. Government loans 
" Loans from banks, foreign entities and finance companies 

Source: Federal Reserve Board 
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U.S. Commercial and Industrial Corporate Loans' 
Estimated Secondary Market Trading Volume' 
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J Monthly Coupon Time l'e<c.nl llbo< ~•le TABLE I 
Tot.el Retum Annual lo of Equlv■i.nt Equivalent 

Relum Swapp,9d Coupon Maturity M■n<el Spcead Sp,.ad 

AYO. uaMJI AYO. l..l&AGE ,UU UIAQ,f ~ 'II, AVQ.. UIAQf. A\IO.. UUGl The Citibank i 
To!Jll lndex 0.45 0.58 4.48 2.85 100.00 2.30 2.46 Loan Index 

~ 

AAA-A 0.53 0.67 3.86 2.38 33.55 3.10 3.35 
BBB 0.38 0.53 4.14 2.40 22.31 1.91 2.14 
BB-B 0.46 0.58 5.18 3.50 44.14 2.30 2.44 Revolving Credits and 

------ ----· Term Loans Industrial 0.47 0.59 4.52 2.89 65.87 2.44 2.61 
AAA-A 0.57 0.68 3.85 2.33 23.83 3.61 3.86 3/31/93 
BBB 0.43 0.54 4.22 2.79 13.68 1.92 2.16 
BB-B 0.47 0.60 5.35 3.48 28.36 2.46 2.60 

Telephone 0.45 0.62 4.66 3.74 9.25 2.18 2.30 
AAA-A 0.89 0.90 3.75 0.62 2.48 7.38 7.57 
BBB 0.37 0.41 3.64 1.20 0.79 1.20 1.40 
BB-B 0.45 0.62 5.22 5.51 5.99 2.17 2.28 

E1ectrk Utility 0.34 0.56 3.99 9.33 1.48 0.94 1.20 
AAA-A 0.32 0.61 3.82 15.14 0.75 0.71 1.04 
BBB 0.36 0.48 3.97 3.15 0.49 1.15 1.41 
BB-B 0.37 0.54 4.48 4.66 0.24 1.29 1.39 

Other Utility 0.41 0.50 4.07 2.60 2.81 1.66 1.87 
AAA-A 0.65 0.76 3.76 2.97 0.65 4.53 4.79 
BBB 0.38 0.47 3.95 2.30 1.37 1.36 1.60 
BB-B 0.41 0.52 4.53 2.77 0.78 1.77 1.94 

Finance 0.46 0.55 4.29 1.91 14.93 2.27 2.44 
AAA-A 0.56 0.67 4.06 1.66 4.92 3.25 3.49 
BBB 0.47 0.55 4.17 1.64 4.65 2.53 2.73 
BB-B 0.43 0.52 4.60 2.38 5.36 1.97 2.12 

Transportation 0.31 0.50 4.49 2.04 5.66 1.87 2.04 
AAA-A 0.54 0.71 3.71 2.12 0.92 3.31 3.53 
BBB -0.21 0.46 3.78 1.IIO 1.33 1.18 1.37 :: 
BB-B 0.45 0.51 4.95 2.09 3.41 1.91 2.06 

I Source: furomon<ty Loonw6'W 
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Monthly Coupon r .... P..-oenl Ubor ~- TABLE/I ~ 
Tol■I Retum Annual to "' Equly■lon( Equr,■l■nt 

Return Swapped Coupon Maturity Ma,1'ol Sp,-■d Spcead 

AVO.. UIAGE AYQ. IJ&MM! P\11..L UIAOf - 'II, A\IG. UIAGI AYO.. UIAQE The Citibank 
Total Index 0.46 0.57 4.34 2.50 100.00 2-'8 2.54 Loan Index 

AAA-A 0.74 0.81 3.85 2.00 39.29 5.52 5.75 
BBB 0.39 0.52 4.05 2.27 23.26 2.00 2.22 
BB-B 0.46 0.56 5.03 3.16 37.44 2.23 2.37 Revolving Credits 

Industrial 0.48 0.58 4.35 2.62 63.77 2.50 2.66 3/30/93 
AAA-A 0.70 0.77 3.85 2.22 28.51 5.10 5.33 
BBB 0.43 0.52 4.IO 2.65 13.70 1.90 2.13 
BB-B 0.46 0.57 5.16 3.12 21.56 2.37 2.51 

Telephone 0.47 0.63 4.59 3.39 9.11 2.39 2.49 
AAA-A 0.89 0.90 3.75 0.62 3.05 7.38 7.57 
BBB 0.37 0.4 1 3.64 1.20 0.97 1.20 1.40 
BB-B 0.47 0.64 5.28 5.48 5.08 2.38 2.48 

Electric Utility 0.41 0.53 3.99 2.83 0.93 1.79 1.99 
AAA-A 0.83 0.89 3.77 2.19 0.32 6.70 6.91 
BBB 0.40 0.52 3.93 3.24 0.44 1.55 1.79 
BB-B 0.38 0.50 4.58 2.96 0.17 1.53 1.68 

Other Utility 0.43 0.51 4.06 2.54 3.11 1.88 2.09 
AAA-A 0.65 0.76 3.76 2.97 0.8 1 4.53 4.79 
BBB 0.42 0.50 3.96 2.23 1.40 1.85 2.09 
BB-B 0.41 0.50 4.47 2.64 0.91 1.71 1.89 

-- ----------- --
Finance 0.47 0.54 4.24 1.80 17.18 2.35 2.52 

AAA-A 0.94 0.99 4.03 1.51 5.58 8.02 R.23 
BBB 0.48 0.55 4.13 1.56 5.46 2.65 2.R4 
BB-B 0.43 0.50 4.54 2.29 6.14 1.89 2.04 

---- ·-··---- ---- · -·--· 
Transportation 0.32 0.48 4.39 1.79 5~90 1.77 1.93 

AAA-A 0.71 0.77 3.50 1.87 1.03 5.30 5.49 
BBB -0.09 0.46 3.75 1.82 1.29 1.20 1.40 
BB-B 0.44 0.48 4.88 1.76 3.58 1.81 1.97 

Source: furomon<tJ' Loonw.,.. 
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INVESTING IN CORPORATE LOANS 

Whole Loans 

As is the case with most asset classes, investors can purchase corporate loans directly, by buying whole 
loans, or indirectly by investing in a pooled investment vehicle. Corporate loans are purchased either on 
an assignment or on a participation basis. Assignments are direct sales in which the undertying 
obligation of the issuer is transferred in full to the new investor. Participation agreements are more 
complex in structure. In a participation, the original agreement between the initial investor and the issuer 
. remains intact. A participation represents a second or •mirror" agreement between the initial investor and 
the new investor whereby the latter provides funds to the former and is compensated based on the 
issuer's performance under the original contract. 

Managing a portfolio of whole loans requires considerable resources. In addition to traditional portfolio 
management tools, the buying and selling of corporate loans requires extensive fundamental research, 
credit analyses, access details of loan covenants, risk rating models for non-rated instruments and loan 
pricing models. Monitoring the cash flows associated with a loan portfolio also involves considerably 
more administrative effort than that of a traditional investment portfolio. 

Pooled Investment Vehicles 

An alternative to structuring and managing a whole loan portfolio is buying participations in a pooled 
investment pass-through vehicle such as an Index fund. As with a stock or bond index fund, an indexed 
fund of commercial and industrial loans is a diversified portfolio of assets whose characteristics and 
investment parameters parallel those of the Citibank Loan Index. It is important to note that the 
qualification criteria for the Citibank Loan Index are explicitly defined and publicly available. A detailed 
profile of the characteristics of the Index is published monthly. 

As with any diversified corporate loan portfolio, the expected as well as the realized return on a loan 
Index fund is a function of the assets in the fund's underlying base, credit spreads, fee structures and 
utilization rates. In addition to a comprehensive and fully diversified index fund, other funds can also be 
customized to reflect an investor's specific investment parameters or constraints. Examples of such 
funds, include a BBB-BB Term Loan Fund, a South Africa Free Revolving and Term Loan Fund and an 
AAA-A Industrial Revolver Fund. 

In the case of a fully diversified and'or customized index funds, all cash flows (and calls) associated with 
the assets in the fund are passed through to the investor, net of management fees. While a pure index 
fund represents the most straightforward way to invest in pools of corporate loans, other investment 
options are available which afford unique opportunities that can be custom tailored to an individual 
investor's risk/reward preferences. These options are discussed below. 

THE CITIBANK LOAN INDEX 

overview 

Since the composition of an index fund parallels that of the designated, or chosen, industry benchmark 
for that asset class, it is useful to review the inclusion criteria and .the aggregate characteristics for the 
Citibank Loan Index prior to exploring pooled investment possibilities. Because many of Citibank's pooled 
investment products focus on the high grade revolver market, it is also useful to review the investment 
and return characteristics of this subsector as well. 

The Citibank Loan Index was introduced in February 1993 by Citibank as a much needed performance 
benchmark for the asset class of corporate loans. The Index· is comprised of publicly rated floating rate 



TABLE /U 

The Citibank 
Loan Index 

Term Loans 
3/30/93 

Loan Type: 
Original Term: 
Maturity Date: 
Issue Date: 
Utilization: 
Base: 
Spread: 
Upfront Fee: 
Current Ubor: 

Maturity = 

CoupZeroUsage = 

CoupFullUsage = 

CouponAveUsage = 
LibEqSpreadAveUsage = 

-- c- T- - .__ c..__ ..... ....... ......., .. .. £.,...,.......(~ 

""'- - "- -- ....... - ...... 
-~ ..... ....- l'\,IU.~ 

,.._ . ------..... 
Tofil lndu 0.44 0.60 5.,0 5..lO 100.00 l.15 l.J2 . 

AAA-A o.:u o.~5 • .10 11 .66 8.66 O. K5 1.14 
BBB 0.)7 054 5.00 J .69 18.19 1.75 2.00 
BB-B 0.47 0.6) 5.70 4.69 73. 15 2.4l 2.l7 

Industrial 0.'6 0.61 HI ◄..16 705 l.J6 2-52 
AAA-A U.:'\ 1 0.50 ) .7l K.14 )54 0.50 0.79 
BBB 0.4) 0.57 5.19 ) .9) IJ.57 1.9◄ 2.20 
BB-B 0.48 0.6) 5.84 .... 57.84 2.59 2.71 

T•l<phon< 0.◄2 0.60 5.06 5.U ,_., I.II U◄ 
AAA-A 
BBB 
88-8 o.•2 0.60 5.06 5.6) 9.19 I.II 1.9◄ 

EltttricUUUly 0.)2 9.57 J.9& 17.D7 J.M 0.73 1.00 
AAA-A O.JI 0.60 HS 22.9) 2.60 0.60 0.9) 
BBB 0.3" o.•s .C . 11 2.10 0.68 0.16 I.I) 
88-8 0.)5 0.57 •. 36 6.90 0..16 I.II 1.16 

Other Ulilily o..w 0.47 ..u JJ7 .... , 0.91 I.JI 
AAA-A 
BBB 0.)1 0.43 ).17 2.88 1.25 0.62 0.88 
88-8 0.'6 0.63 554 5.1. 0.2• 2.29 2.42 

Finan« 0.A2 0.5' 5.11 J.95 5.11 1.14 l.D7 
AAA-A 0.36 0.50 ◄.◄7 3 .7◄ 2.06 1.22 l .◄7 
888 0.◄2 0.57 5.16 3.77 1.15 1.91 2.15 
88-8 0.50 0.65 6.11 ◄ .◄) 1.97 2.86 2.97 

Tnnsportalioa G.27 o.s, 5.51 UI U5 2.U 2.AJ 
AAA·A 0.50 0.69 6. 13 ◄.99 0.0 2.U 3.10 
BBB -0.IIO o.•2 4.3" U7 1.55 1.09 1.29 
BB-B 0.◄7 0.61 5.61 5.19 2.66 2.36 :LSI ---

Citibank Loan Index 
Assumptions 

(12/01/95 -12/31/92)/365.25 = 2.92 years 

20 + 30 / 3 + 0 = 30 b.p. 

325 + 45 + 30 / 3 = 380 b.p. 

5% * 380 + 95% * 30 = 47.5 b.p. 

(CouponAveUsage / AveUsage) 
- Llbor = (47.5 / .05) - 325 = 625 b.p. 

Revolver 
3years 
12/01/95 
12/01/92 
5% 
Ubor 
45b.p. 
30b.p. 
325 b.p. 

Public Bonds OAS vs. Corporate Equivalent Spread for Loans (3/31 /93) 

AAA AA A BBB BB B 

Bonds 0.39% 0 .49% 0 .75% 1.44% 2.90% 4.00% 

Loans 11441% 4.65% 3.01% 2.14% 2.21% 2.79% 
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and term loans to U.S. corporations rated AAA to B- exclusive of commercial real estate loans. are 
included. No fixed rate loans are included in the Index. 

The Citibank Loan Index represents a fully diversified, passive portfolio of corporate loans. The assets 
which comprise the Index are not the loans currently held by Citibank in its loan portfolio. While Citibank, 
by virtue of its size, in many cases holds loans which are also included in the Index, the universe of loans 
which comprises the Index is supplied by Euromoney Loanware, a data source independent of Citibank. 
This insures that the Citibank Loan Index meets industry standards as an unbiased, objective and 
comprehensive representation of the undertying market. 

Over 1,000 loans are currently included in the Index. The aggregate Citibank Loan Index is divided into 
several major Industry subsectors: Industrial, Telephone, Electric Utilities, Other Utilities, Rnancial and 
Transportation. Loans for each industry sector, as well as for the aggregate Index, are also allocated to 
the following rating categories: AAA-A; BBB; and BB-8. The lowest credit quality included in the Index is 
8-. 

Aggregate Statistics and Return Characteristics 

Monthly returns and aggregate statistical data is computed as of the last business day of the month. The 
holding period rate of return for the Citibank Loan Index is computed in accordance with industry 
standards. Market-weighted total return is comprised of price and coupon return, the latter of which is "all 
in" and is the sum of the base, the spread and all fees associated with the loan for the month. Price 
return is calculated utilizing a proprietary algorithm which incorporates the impact of changes in the yield 
curve, shifts in quality spread and any upgrades or downgrades over the month. All coupons and fees 
are assumed to be received on the last business day of the month. Similarly, coupon resets are 
assumed to occur on the last business day of the month. In addition to publishing the holding period rate 
of return, the CU also provides a measure by which investors can compare performance against other 
fixed income indices by publishing a fully swapped, corporate equivalent return for both the total return 
and the coupon income component of the total return. 

In order to allow for the most complete and flexible assessment of the revolving credit component of the 
Citibank Loan Index, Citibank computes several measures of return, all a function of differing utilization 
assumptions: 1} 100% utilization of the revolving credit; 2) 0% utilization of the revolving credit; and 3) 
historical average utilization. 

Term loans are considered to be 100% utilized. While most calculations assume average utilization of 
revolvers, aggregate statistics based on 100% utilization and 0% utilization assumptions are also 
available from Citibank. Publicly available statistics on the Citibank Loan Index include average time to 
maturity, coupon return fully swapped, LIBOR Equivalent Spread and Corporate Equivalent Spread. 
LIBOR Equivalent Spread is defined as the difference between the ail in coupon return assuming average 
utilization and the current LIBOR rate. The Corporate Equivalent Spread is defined as the LIBOR 
Equivalent Spread adjusted for an assigned swap spread based on the stated maturity of the loan. 

Rebalancing 

The Citibank Loan Index is rebalanced monthly. New issues which come to market during the month are 
included in the Citibank Loan Index calculations the month subsequent to the month in which they were 
closed. Loans canceled during the month are assumed to be canceled at the . end of the month and will 
not be included in the subsequent month's Index calculation. 

Citibank closely monitors all credit quality for all industry classes. When a corporation is upgraded or 
downgraded by the rating agencies, the loans associated with that corporation are kept in their old quality 
sector for the month the downgrade/upgrade occurs and are transferred to their new quality sector the 
following month. This allows for the impact of the upgrade/downgrade on price return to be captured for 
the appropriate sector when the Index is evaluated at month-end. Profiles of the revolver, term and 
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The Cit ibank High Quality Revolving Index Fund 
AAA-A Loan Fund Utilization Analysis 

1.5 3 

Mean =3% 

Standard Deviation = 1 % 

Historical Maximum =5.51 % 

Probability of Utilization Greater 
than 6% is 0.5% 

6 

Utilization 

The Citibank High Quality Revolving Credit Index Fund 
Estimated Net Returns 

Total commitment of the Fund $7 000 000 000 
Collateral Collateral Annual Spread over 

Utilization Rate Outstandlna Return LIBOR 
Minimum 0.96% $67,200,000 14.48% 11 .18% 
50",4 of Average 1.43% 100,100,000 10.92% 7.62% 
75% of Average 2.15% 150,500,000 8.48% 5.18% 

Average 2.87% 200,900,000 7.26% 3.96% 

125% of Average 3.58% 250,600,000 6.52% 3.22% 
150% of Average 4.30% 301,000,000 6.04% 2.74% 
175% of Average 5.02% 351,400,000 5.69% 2.39% 

Maximum 5.15% 385,700,000 5.50% 2.20% 

200% of Average 5.74% 401 ,800,000 5.42% 2.12% 
300% of Average 8.60% 602,000,000 4.81% 1.51% 
500% of Average 14.34% 1,003,800,000 4.32% 1.02% 
1000% of Average 28.68% 2,007,600,000 3.96% 0.66% 
1500% of Average 43.02% 3,011,400,000 3.84% 0.54% 
2500% of Average 71 .69% 5,018,300,000 3.74% 0.44% 
Limit 100.00% 7,000,000,000 3.70% 0.40% 

'assumed LIBOR 3.30 as of 3/31/93. 
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aggregate Citibank Loan Index as of March 31, 1993, are presented in Tables I, 11, and Ill of the Appendix 
to this document. 

The AAA-A Component of the Index 

Before proceeding to discussions of the various pooled investment vehicles designed by Citibank, a look 
at the characteristics of the high grade revolver sector of the Citibank Loan Index is recommended. 
Historically the LIBOR equivalent spread for the higher quality component of the revolver Indices have 
exhibited what appears to be a counter-Intuitive pattern relative to the BBB and BB-B quality sectors. In 
conventional fixed income instruments, spread is an inverse function of quality: the higher the quality, the 
lower the spread. With revolvers we see the reverse. Higher quality revolvers exhibit wider spreads over 
LIBOR. As of 3131/93 AAA-A revolvers exhibited an average spread of 552 basis points over LIBOR 
versus 200 basis points for the BBB component and 223 basis points for the 
BB-B component. 

This seemingly inverse pattern reflects the fact that, for the undrawn component of the revolver, fees are 
earned with no money invested. Since total return is calculated based on funds invested (not committed), 
returns are significantly higher for the high grade sector of the corporate loan market. Even though fees 
and spreads are higher for the BBB and BB-B sectors of the loan market, the advantage associated with 
increased leverage declines as utilization Increases. This is confirmed if one looks at the annual coupon 
assuming full usage. As of 3131/93, average annual coupon assuming full utilization of the revolvers was 
3.85% for the AAA-A revolvers, 4.05% for BBB revolvers and 5.03% for BB-B revolvers which is in line 
with industry convention. 

POOLED INVESTMENT VEHICLES 

The Citibank High Quality Revolving Credit Index Fund 

The Citibank High Quality Revolving Credit Index Fund ("Fund I") is a self liquidating closed-end fund. It 
is a diversified portfolio of U.S. dollar denominated commercial and industrial floating rate revolver loans 
made to publicly traded corporations with terms of three years or less and rated A or better by Moody's 
Investor Service and/or Standard & Poor's Corporation. This investment vehicle offers intriguing return 
potential for those investors who have sufficient liquidity to fund the drawn component of the AAA-A 
revolvers in the fund and who are not bound by regulatory capital requirements of banks. 

While utilization rates are extremely low and highly stable for AAA-A revolvers, some variability must be 
expected. Recent studies by Citibank indicate that the historical average utilization for this class of 
revolvers is on the order of 3.00% with a standard error of 1.00%. However, since variability does exist, 
investors must be prepared to fund additional drawdowns of the revolvers in the pool over and above the 
expected average utilization rates which will lessen the return. Conversely, utilization rates for the 
revolvers in the pool can also decrease, which will result in an increase in return to the fund. In addition, 
since Fund I is self liquidating, changes in prepayment patterns of the constituents of the fund also 
contribute to income variability, as does deterioration in credit quality. 

Any factor which impacts the cash flow of the fund will directly impact the total return of the fund; 
however, the key factor which influences the performance of AAA-A revolving credits is changes in 
utilization rate. Table I depicts the expected return of an Investment in a diversified pool of AAA-A 
revolving credits under various utilization assumptions. The 7.26% annual total return at Citibank's 
historical average utilization factor for this class of loans represents a 400 basis point spread over LIBOR 
for three year, high-quality floating rate paper. Should utilization decline to 50% of the average, expected 
total return increases to 10.92%. However, if utilization rates increase by 50%, expected return declines 
to 6.04% for a 274 basis point spread above LIBOR. If utilization rates double, returns decline to 5.42% 
for a 212 basis point incremental return. It should be noted that, according to Citibank's analysis, 
utilization has never exceeded that level of utilization for AAA-A revolvers. Obviously, as more and more 
commitments are drawn, returns begin to approach that of a floating rate instrument. At the limit, the 
fund's expected return exceeds LIBOR by 40 basis points, net of fees. 



Explicitly Funded Investment Vehicles 

AAA-A Average Utilization 
Annual Return Assuming Full Responsibility for Unfunded Commitments 
CP Rate 
T-B111 Rate 
LIBOR 

T-8111 Buffer 
% of Commitment %In %In %of Annual Spread 

Allocated AAA-A Cash Cash Return over 
to Mixed Funds Fund Buffer Call LIBOR 

2.87% 100.00% 0.00% 97.13% 7.26% 4.06% 
5.00% 67.40% 42.60% 95.00% 5.41% 2.21% 

10.00% 26.70% 71.30% 90.00% 4.17% 0.97",4 
15.00% 19.13% 80.87% 85.00% 3.75% 0.55% 
20.00% 14.35% 85.65% 80.00% 3.54% 0.34% 
40.00% 7.18% 92.83% 60.00",4 3.23% 0.03% 
60.00% 4.78% 95.22% 40.00% 3.13% -0.07% 
80.00",4 3.59°,4 96.41% 20.00% 3.08% -0.12% 

100.00",4 2.87",4 97.1 :J-,4 0.00",4 3.04% -0.16% 

Expilcltly Funded Investment Program: 10% of commitment allocated 

Commitment 
Outstanding 
Average Quality 
Invested In AA-A Fund 
Invested In CP 

$1,000,000,000 
$100,000,000 

AA 
$28,700,000 
$71,300,000 

Annual Return 
Spread over LIBOR 

4.37% 
1.17% 

26.7~,4 
71.30",4 

2.87% 
7.26% 
3.20% 
2.92% 
3.20% 

CP Buffer 
Annual Spread 
Return over 

LIBOR 

7.26% 4.06% 
6.53% 2.33% 
4.37% 1.17% 
3.lllr,4 0.78% 
3.76% 0.58% 
3.49% 0.29",4 
3.39% 0.19",4 
3.35% 0.15% 
3.3~/4 0.12% 
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Table I 
The Citibank High Quality Revolving Credit Index Fund 

Total commitment of the Fund $7,000,000,000 
Collateral Collateral Annual Spread over 

Utilization Rate Outstandlna Return LIBOR 
Minimum 0.96% $67,200,000 14.48% 11 .18% 

50% of Average 1.43% 100,100,000 10.92% 7.62% 

75% of Average 2.15% 150,500,000 8.48% 5.18% 

Average 2.87% 200,900,000 7.26% 3.96% 

125% of Average 3.58% 250,600,000 6.52% 3.22% 

150% of Average 4.30% 301,000,000 6.04% 2.74% 

175% of Average 5.02% 351,400,000 5.69% 2.39% 

Maximum 5.15% 385,700,000 5.50% 2.20% 

200% of Average 5.74% 401,800,000 5.42% 2.12% 

300% of Average 8.60% 602,000,000 4.81% 1.51% 

500% of Average 14.34% 1,003,800,000 4.32% 1.02% 

1000% of Average 28.68% 2,007,600,000 3.96% 0.66% 

1500% of Average 43.02% 3,011,400,000 3.84% 0.54% 

2500% of Average 71 .69% 5,018,300,000 3.74% 0.44% 

Limit 100.00% 7,000,000,000 3.70% 0.40% 

•assumed LIBOR of 3.30%. 

Explicitly Funded Index Investment Program 

In the case of the Citibank High Grade Revolving Credit Index Fund ("Fund I"), all cash flow variability is 
assumed by the investor. Should a borrower draw down more of the committed amount of the loan in the 
pool, the investors in the fund are obligated provide liquidity and fund the loan. Similarly, should a 
borrower repay any portion of the loan, the investors in the fund would receive cash back. 

The management and administration of these variable cash flows may be viewed as a disincentive on the 
part of potential investors. In recognition of this, Citibank has designed an Explicitly Funded Index 
Investment Program ("Fund II") where the investor allocates a prespecified amount of cash, in excess of 
the amount required to fund the drawn portion of the revolvers to the fund. The fund, in tum, invests 
either in the loan portfolio or in short-tenn cash equivalents such as U.S. Treasury bills or commercial 
paper. Allocation between the loans and cash investments is determined by the actual utilization rates of 
the revolvers in the pool. In essence, Fund II creates a buff er which services the cash flow variability 
associated with the revolver loan portfolio. The level of capital explicitly allocated to the buff er will dictate 
the return to the investor, all other things being equal. If no capital is allocated to the buff er, the investor 
has purchased an index fund as described above (Fund I). H an investor allocates 10% of the committed 
amount to the buff er, assuming average utilization, 2.87% would be invested in the loan portfolio and 
7.13% in either Treasury bills, commercial paper or a floater. Assuming a $1 billion pool, the investor 
would .allocate $100 million to the buffer, $28.7 million of which would be invested in loans and the other 
$71 .3 million in Treasury bills or commercial paper, as depicted in Table II below. · 
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respectively. As stated above, Tranche I is always fully invested, either in the funded component of 
corporate loans and'or, should utilization fall below 1.05%, cash equivalents. In order to capitalize the 
funded portion of the revolvers in the pool assuming a 1.50% utilization rate, on $7 billion worth of 
commitments, $105 million will be obtained 70% from Tranche I and 30% from Tranche II. These 
percentages are for example purposes only and subject to change. Tranche Ill has no funding 
responsibility. 

Table IV 
Mufti-Tranche Pooled Investment Vehicle 

Allocation Profile 

Assumed Total Commitment of the Fund 
Utilization Rate for Fully Funded Portion (Original Outstanding) 
Original Outstanding Amount 

Initial Capital Allocation 

Interest and Fees: 

1 
2 
3 

Total 

Expected Annual Return on Funded Portion 
Commitment Fees 2nd Tranche 
Commitment Fees 3rd Tranche 
Overflow Reinvestment Rate 
Assumed LIBOR Rate 
Assumed T-Bill Rate 

70.00% 
30.00% 

0.00% 

00.00% 

$7,000,000,000.00 
1.50% 

$105,000,000.00 

$73,500,000.00 
31,500,000.00 

0 

$105,000,000.00 

3.50% 
0.20% 
0.05% 
3.00% 
3.20% 
3.00% 

Minimum Utilization Maximum Utilization 
Tranche Rate Amount Rate Amount 

I 1.05% 73,500,000.00 1.05% 73,500,000.00 

II 1.50% 31,500,000.00 14.34% 930,300,000.00 

Ill 14.34% 0 100.00% 5,996,200,000.00 

Expected total returns for all three tranches of Fund Ill are presented in Table V. Fees for the funded 
portion of the fund will be determined by the loans in the fund. Given the AA average quality of the loans 
in the fund, the expected return on the funded portion would be approximately 30 basis points over 
LIBOR net of management fees. This is the return earned on Tranche I. Expected return on Tranche II 
will be a function of both the characteristics of the loans in the pool and the level of utilization of those 
loans. In actuality, the expected return to Tranche I will decline slightly if utilization falls below 1.05%. 
Given that the historical minimum is 0.96%, the probability of this happening is quite small. Nonetheless, 
if the capital allocated to Tranche I is in excess of the drawn component of the revolvers, the difference 
will be invested in potentially lower yielding Treasury bills or commercial paper, which would Impact the 
return depending on the size of the overflow. 

Since Tranche II assumes all the funding risk of the revolvers up to 14.34%, expected returns ·reflect the 
increased funding responsibility born by this tranche. At average utilization rates, expected return to the 
Tranche II is 4. 76%, or 1.56% over LIBOR, assuming LIBOR at 3.20%. As utilization increases, 
expected return declines until the maximum threshold is reached, where the return is equal to that of 
Tranche _ I, the fully funded portion. Return on Tranche Ill cannot be computed below the minimum 
threshold since investors receive a fixed fee for their commitment to provide liquidity, even though they 
have not invested any cash. Should utilization reach five times the historical average, a statistical 
probability that is virtually zero, returns for Tranche Ill would be a function of the return on the funded 
loans in the pool and commitment fees on the unfunded portion. At the limit, which assumes all revolvers 
In the fund are fully drawn, return equals that of the funded portion. 



Utilization 
Rate 

0.10% 
Minimum 0.96% 
50%ofAverage 1.43% 
75% of Average 2.15% 
Average 2.87% 
125% of Average 3.58% 
150% of Average 4.30% 
175% of Average 5.02% 
Maximum 5.51% 
200% of Average 5.74% 
300% of Average 8.60% 
500% of Average 14.34% 
1000% of Average 28.68% 
1500% of Average 43.02% 
2500% of Average 71.69% 
Limit 100.00 

% 

•assumed UBOR 3.20 . 

Table V 
Multi-Tranche Pooled Investment Vehicle 

Expected Returns 

ANNUAL RETURN 
Collateral 11t Spread 2nd Spread 3rd 

Tranche over UBOR Tranche over UBOR Tranche 

208.80% 3.50% 0.30% 9.21% 6.01% N.c.•• 
24.84% 3.50% 0.30% 9.21% 6.01% N.c.•• 
17.90% 3.50% 0.30% 9.21% 6.01% N.c.•• 
13.13% 3.50% 0.30% 5.72% 2.52% N.c.•• 
10.74% 3.50% 0.30% 4.76% 1.56% N.c.•• 
9.31% 3.50% 0.30% 4.35% 1.15% N.c.•• 
8.36% 3.50% 0.30% 4.12% 0.92% N.c.•• 
7.68% 3.50% 0.30% 3.97% 0.77% N.c.•• 
7.31% 3.50% 0.30% 3.90% 0.70% N.c.•• 
7.20% 3.50% 0.30% 3.87% 0.67% N.c.•• 
5.98% 3.50% 0.30% 3.65% 0.45% N.c.•• 
5.02% 3.50% 0.30% 3.50% 0.30% N.c.•• 
4.31% 3.50% 0.30% 3.50% 0.30% 3.75% 
4.07% -3.50% 0.30% 3.50% 0.30% 3.60% 
3.88% 3.50% 0.30% 3.50% 0.30% 3.52% 
3.80% 3.50% 0.30% 3.50% 0.30% 3.50% 

.. Fees earned on zero capital Invested 

Summary 

Spread 
over UBOR 

N.C.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
N.c.•• 
0.55% 
0.40% 
0.32% 
0.30% 

Across all asset classes, investors are rewarded for supplying liquidity to the market place. High grade 
revolving credits are essentially demands for liquidity on the part of borrowers as backstops for their 
commercial paper programs. Historically, banks have been suppliers of liquidity to corporate borrowers. 
However, due to the regulatory requirements of banks, keeping revolvers on the balance sheet is not a 
profitable investment when the cost of capital is factored in. The introduction of this asset class of 
corporate loans to pension funds, insurance companies, mutual funds, and other institutional investors, 
allows them to take advantage of the regulatory arbitrage afforded by pooled investments in high grade 
revolvers to earn returns significantly in excess of similarly rated traditional investments. 
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Table II 
Explicitly Funded Index Investment Program 

AAA-A Average Utilization 
Annual Return Assuming 
Full Responsibility for Unfunded Commitments 
CP Rate 
T-8111 Rate 
LIBOR 

%of %In %In %of 
Commitment AAA-A Cash Cash 
Allocated to Fund Buffer Call 
Mixed Funds 

2.87% 100.00% 0.00% 97.13% 
5.00% 57.40% 42.6(>°/o 95.00% 
10.00% 28.70% 71.30% 90.00% 
15.00% 19.13% 80.87% 85.00% 
20.00% 14,35% 85.65% 80.00% 
40.00% 7.18% 92.83% 60.00% 
60.00% 4.78% 95.22% 40.00% 
80.00% 3.59% 96.41% 20.00% 
100.00% 2.87% 97.13% 0.00% 

Explicitly Funded Investment Program: 

Commitment 
Outstanding 
Average Quality 
Invested In AA-A Fund 
Invested in CP 

$1,000,000,000 
$100,000,000 

AA 
$28,700,000 
$71,300,000 

Annual Spread 
Return over 

LIBOR 

7.26% 4.06% 
5.41% 2.21% 
4.17% 0.97% 
3.75% 0.55% 
3.54% 0.34% 
3.23% 0.03% 
3.13% -0.07% 
3.08% -0.12% 
3.04% -0.16% 

Annual 
Return 

7.26% 
5.53% 
4.37% 
3.98% 
3.78% 
3.49% 
3.39% 
3.35% 
3.32% 

2.8'1°/o 

7.26% 
3.20% 
2.92% 
3.20% 

Spread 
over 

LIBOR 

4.06% 
2.33% 
1.17% 
0.78% 
0.58% 
0.29% 
0.19% 
0.15% 
0.12% 

10% of commitment allocated 

Annual Return 
Spread over LIBOR 

4.37% 
1.17% 

28.70% 
71.30% 

In Fund 11, the investor is still obligated to provide liquidity in the unlikely event that the borrowers 
collectively draw down their loans beyond the level of capital allocated to the buffer. As indicated in the 
above table, assuming a 10% allocation to the buffer (four times the historical maximum), the investor 
earns 117 basis points above LIBOR for a 3 year, AA average quality floating rate instrument. 

Multi-Tranche Investment Vehicle 

The Multi-Tranche Investment Vehicle ("Fund IU-) represents another approach to investing in a pool of 
corporate loans. Essentially, Fund Ill is simply a tranched version of Fund I, where the fund is divided 
into three tranches based on investor's obligation to fund the committed portion of the revolvers in the 
fund at predetermined levels of utilization. The three tranches are as follows: 

Tranche I: Tranche I will have no obligation to fund any utilization of the revolvers in the Funds 
and will not be exposed to the "cash call" associated with a borrower's drawing down any 
previously unused portion of the commitment amount of the revolver. Instead, Tranche I will be 
fully invested at all times and will earn the return on the funded portion of the loan, typically a 
spread over LIBOR comparable to similar rated floating rate instruments of similar tenn. The 
implied rating, or average quality of this Tranche, will be AA. 

Tranche II: Tranche II will behave like a standard revolver with the key exception that the 
investor's obligation to provide liquidity to the borrower on demand will cease when the utilization 
rate of the fund exceeds some prespecified rate. This rate is based on the historical maximum 



utilization rate (the "maximum"), or some multiple thereof, for a diversified pool of revolvers. 
Currently, the historical maximum utilization rate for MA-A commercial and industrial revolvers is 
5.51%. 

Longer term volatility analysis of the utilization rates associated with this sector of the commercial 
and industrial loan market indicates that utilization rates exhibit very little variability in the 
aggregate and are extremely stable over business and economic cycles. The expected return for 
an investor in Tranche II would be a function of a) the characteristics of the loans in the fund, b) 
the level of short term rates and c) income variability due to changes in utilization rates, 
prepayment patterns and defaults. 

Tranche m: Tranche Ill will provide the liquidity backstop for the fund should the actual 
utilization of the fund exceed the maximum threshold as specified in Tranche II. For utilization 
rates below the prespecified maximum, investors in Tranche Ill will receive a fixed percentage fee 
on the unused portion of the revolvers for their liquidity pledge. Should utilization reach the 
threshold or maximum level for Tranche 111, the obligation to fund the revolvers would be 
activated, and investors in Tranche Ill would be called upon to provide liquidity to the fund. 
Above the minimum threshold utilization rate for Tranche 111, the investor receives the sum of the 
return on the utilized portion of the loans and the fixed fee on the unused portion. 

The required cash flows for each tranche at varying levels of utilization are presented in Table Ill below. 
Expected returns for each tranche are presented in Table V. 

Minimum 

50% of Average 
75% of Average 
Average 
125% of Average 

150% of Average 
175% of Average 
Maximum 
200% of Average 
300% of Average 
500% of Average 

1000% of Average 

1500% of Average 

2500% of Average 

Limit 

Table Ill 
Multi-Tranche Pooled Investment Vehicle 

Required Cash Flows 

0 UT ST A ND IN G 

Utilization Total 1st 2nd 
Rate Collateral Tranche Tranche 

0.10% 7,000,000 73,500,000 31,500,000 
0 .96% 67,200,000 73,500,000 31,500,000 

1.43% 100,100,000 73,500,000 31,500,000 
2.15% 150,500,000 73,500,000 77,000,000 
2.87% 200,900,000 73,500,000 127,400,000 
3.58% 250,600,000 73,500,000 177,100,000 

4.30% 301,000,000 73,500,000 227,500,000 
5.02% 351,400,000 73,500,000 277,900,000 
5.51% 385,700,000 73,500,000 312,200,000 
5.74% 401,800,000 73,500,000 328,300,000 
8.60% 602,000,000 73,500,000 528,500,000 
14.34% 1,003,800,00 73,500,000 930,300,000 

0 
28.68% 2,007,600,00 73,500,000 930,300,000 

0 
43.02% 3,011,400,00 73,500,000 930,300,000 

0 
71.69% 5,018,300,00 73,500,000 930,300,000 

0 
100.00% 7,000,000,00 73,500,000 930,300,000 

0 

3rd 
Tranche 

0 
0 

0 
0 
0 
0 

0 
0 
0 
0 
0 
0 

1,003,800,00 
0 

.Z,007 ,600,00 
0 

4,014,500,00 
0 

5,996,200,00 
0 

In the example presented in Table IV below, Fund Ill Is assumed to be $7 billion on a committed basis 
with minimum utilization thresholds of 1.05% and 14.34% (five times the historical average) for Tranche II 
and 111, respectively and maximum utilization thresholds of 14.34% and 100% for Tranche II and 111, 




