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(57) ABSTRACT 

Systems, methods, apparatus, computer program code and 
means for conducting repurchase transactions include iden 
tifying at least a first bank loan held by a first party. The at 
least first bank loan is transferred to a second party in 
exchange for a first Sum, and the parties agree, at Substantially 
the same time as the parties agree to the transfer, that the first 
party repurchases the first bank loan at a later date for a 
second Sum. In some embodiments, reverse repurchases may 
also be performed. 

10 

SELER 
  

  



Patent Application Publication Dec. 4, 2014 Sheet 1 of 9 US 2014/0358767 A1 

10 

Funds 

SELER 

Payment 

LOAN(S) 

14 

LOAN (S) 
16 

FG 1 

  

  

  

  



Patent Application Publication Dec. 4, 2014 Sheet 2 of 9 US 2014/0358767 A1 

Funds CLEARNG 

14 

LOAN(S) LOAN(S) -- 

F. G. 2 

  

    

  



Patent Application Publication 

IDENTIFY BANK LOAN(S) AND 
COUNTERPARTY 

IDENTIFY TERM, MARKET VALUE, AND 
PRCNG 

34 

PURCHASE BANK OAN(S) WITH 
SMULTANEOUS AGREEMENT TO RESELL 
BANK LOAN(S) (OREQUVALENTS) TO 
COUNTERPARTY AT THE END OF THE 

TERM 36 

MANTAN AGREEMENT DURING HE TERM 
38 

RESELL BANK LOAN(S) (OR EOUIVALENTS) 
AT END OF TERM 

39 

F.G. 3 

Dec. 4, 2014 Sheet 3 of 9 US 2014/0358767 A1 

30 

  



Patent Application Publication Dec. 4, 2014 Sheet 4 of 9 US 2014/0358767 A1 

40 

- 
Bank loan Pool 

Bank loan Pool 

SHORT 
ENDER SELLER 

42 

FG, 4 

  



Patent Application Publication Dec. 4, 2014 Sheet 5 of 9 US 2014/0358767 A1 

- 

MARKET 

48 

MARKET 

Bank loans (sold) 

Bank loans (borrowed) 

Collateral 

SHORT 
SELER 

FIG 5A 

Bank loans + loan Fede 

SHORT 
SELER 

  

    

  

    

  



Patent Application Publication Dec. 4, 2014 Sheet 6 of 9 US 2014/0358767 A1 

IDEN IF Y INVESTMENT POSITON TO BE 
HEDGED 

IDENTIFY BANK LOAN(S) HAVING DESIRED 
ATTRIBUTES 

64 

LOAN BANK LOAN(S) TO SHORT SELLER IN 
EXCHANGE FOR COLLATERA 66 

SELL BANK LOAN(S) TO MARKET IN 
EXCHANGE FOR PROCEEDS 8 

6 

REPURCHASE BANK LOAN(S) OR 
EOUVALENTS 

RETURN BANK LOAN (S) OR EOUVALENTS 
N EXCHANGE FOR COLLATERA 

72 

F.G. 6 

  



Patent Application Publication Dec. 4, 2014 Sheet 7 of 9 

IDENTIFY LONG POSITON TO BE HEDGED 

82 

ESTMATE PERFORMANCE OF LONG 
POSITON 

IDENTIFY GROUP OF BANK LOAN(S) 
AVAILABLE FOR SHORTING 

86 

DENIFY DES RED PERFORMANCE OF 

HEDGED PORTFOLIO (LONGISHORT, 8 

CONSTRUCT HEDGED PORTFOLIO 
PROVIDING DES RED PERFORMANCE 

90 

F. G. 7 

US 2014/0358767 A1 

  



Patent Application Publication Dec. 4, 2014 Sheet 8 of 9 US 2014/0358767 A1 

1 OO 

REPO DESK 
DEVICE 

MARKET 
DATA 

SOURCE 
106 

CLENT DEVICE CENT DEVICE 

104n 104 a 

FG. 8 

  

  

  

  

    

  



Patent Application Publication Dec. 4, 2014 Sheet 9 of 9 US 2014/0358767 A1 

1. 102 

INPUT 
DEWICE 

140 

COMMUNICATION 
DEWICE 

12 

OUPUT 
DEVICE 

150 

PROCESSOR 

11 

PROGRAM 115 

AWALABLE BANK OANS O 

BANK OAN REPURCHASE 
AGREEMENTS 

FIG. 9 

  

  

  

  

  

  

  

  



US 2014/0358767 A1 

METHOD AND APPARATUS FOR 
CONDUCTING LOAN REPURCHASE 

TRANSACTIONS 

CROSS REFERENCE TO RELATED 
APPLICATIONS 

0001. This application is a divisional of U.S. patent appli 
cation Ser. No. 10/309,741 entitled “Method And Apparatus 
For Conducting Loan Repurchase Transactions.” filed Dec. 4, 
2002, which claims priority to U.S. Provisional Application 
Ser. Nos. 60/402,106, and 60/410,453, filed Aug. 8, 2002 and 
Sep. 13, 2002 respectively, the contents of which are hereby 
incorporated by reference herein in their entirety for all pur 
poses. 

FIELD OF THE INVENTION 

0002 The present invention relates to methods and appa 
ratus for conducting transactions. More particularly, embodi 
ments of the present invention relate to methods and appara 
tus for conducting loan repurchase agreement transactions. 

BACKGROUND OF THE INVENTION 

0003 Repurchase agreements are widely-used in some 
fixed income investment sectors. For example, repurchase 
agreements are common in the U.S. Treasury and mortgage 
backed securities (MBS) markets. A repurchase agreement is 
a contract between parties to transfer an interest in securities 
(a "sale”) along with a simultaneous agreement to repurchase 
the interest in the same (or similar) securities at a future date. 
The consideration paid for Such an agreement typically 
reflects short term money market rates. The price difference 
between the sale and the repurchase is referred to as the 
“repurchase amount'. In a typical two-party repurchase trans 
action, the securities which are involved in the repurchase are 
typically fixed income securities such as U.S. government 
securities (such as U.S. Treasury bills) or other bonds. Details 
of repurchase agreements which involve the repurchase of 
these types of securities are provided in “Securities Lending 
and Repurchase Agreements”, 1997, Fabozzi Ed., Frank J. 
FaboZZi Associates, the contents of which are incorporated 
herein by reference for all purposes. 
0004. These repurchase agreements provide an efficient 
form of financing for investors interested in improving 
returns on capital and returns on equity. Unfortunately, repur 
chase agreements have generally been limited to use with 
certain types of securities which are liquid and have a rela 
tively low risk. U.S. Treasury bills are a preferred form of 
collateral in these transactions. Further, U.S. bankruptcy laws 
provide additional protection to parties to repurchase trans 
actions which involve securities. 
0005 Bank loans are a type of investment which has been 
increasing in popularity. The secondary market for floating 
rate corporate bank loans has steadily grown over the past 
decade. For example, Standard & Poor's Portfolio Manage 
ment Data (PMD) products track the new issue volume for 
leveraged loans. New issue volumes reached over $250 bil 
lion in 1998. The Loan Pricing Corporation (a Reuters com 
pany) estimated in 2001 that the total active syndicated vol 
ume (including both investment and non-investment grade 
loans) is around $2.8 trillion. 
0006 Investments in bank loans can have return profiles 
that are very skewed to the downside with not much upside 
beyond the base case. For example, for a single B-rated loan 
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at par that pays Libor-3.00%, the best case scenario is that 
there is no default or credit deterioration. In the best case, the 
total return will be Libor-3.00%. There are, unfortunately, a 
number of potentially-worse scenarios. For example, a spread 
may widen in which the mark-to-market pricing of the loan is 
depressed and the loan holder may be forced to sell. Or, the 
loan may enter into default in which case there may be a 
partial (or even a full) loss of capital. In general, bank loans 
have a capped upside because they are usually callable or 
prepayable. 
0007. It would be desirable to provide transactions which 
allow bank loans to be readily transferred to increase their 
liquidity. It would further be desirable to provide techniques 
which allow bank loan investors to reduce the risk associated 
with their investments in bank loans. It would further be 
desirable to address deficiencies in prior art bank loan trans 
actions. 

SUMMARY OF THE INVENTION 

0008 To alleviate the problems inherent in the prior art, 
embodiments of the present invention provide systems, meth 
ods, apparatus, computer program code and means for con 
ducting repurchase transactions in which at least a first bank 
loan held by a first party is identified. The at least first bank 
loan is transferred to a second party in exchange for a first 
Sum, and the parties agree, at Substantially the same time as 
the parties agree to the transfer, that the first party repurchases 
the first bank loan at a later date for a second Sum. In some 
embodiments, reverse repurchases may also be performed. 
0009. Some embodiments provide a system, method, 
apparatus, computer program code and means for hedging 
risk associated with an investment which includes identifying 
a first bank loan having a desired risk profile; borrowing, from 
a lender, the first bank loan for a period in exchange for 
collateral and a fee; and selling the first bank loan to a buyer 
for a payment amount. 
0010 Some embodiments provide a system, method, 
apparatus, computer program code, and means for conduct 
ing a transaction including entering into a plurality of reverse 
bank loan repurchase agreements to build an inventory of 
available bank loans. At least one of the available bank loans 
is lent to a short seller, for a term, in exchange for collateral 
and a fee. Prior to expiration of the term, at least one of the 
available bank loans is returned to the lender, and the collat 
eral is returned to the short seller. 
0011. Some embodiments provide a system, method, 
apparatus, computer program code, and means for conduct 
ing a transaction including identifying a first investment to be 
hedged, estimating a performance of the first investment, 
identifying a group of bank loans available for shorting, iden 
tifying a desired performance of a hedged portfolio consisting 
of the first investment and a short position in at least one of the 
hank loans in the group of bank loans, and constructing a 
hedged portfolio providing the desired performance. 
0012 Some embodiments provide a system, method, 
apparatus, computer program code, and means for conduct 
ing a transaction including identifying an investment position 
to be hedged, identifying at least a first bank loan having a 
desired attribute, lending the at least first bank loan to a short 
seller in exchange for collateral, and investing the collateral to 
hedge the investment position. 
0013 With these and other advantages and features of the 
invention that will become hereinafter apparent, the nature of 
the invention may be more clearly understood by reference to 
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the following detailed description of the invention, the 
appended claims and to the several drawings attached herein. 

BRIEF DESCRIPTION OF THE DRAWINGS 

0014 FIG. 1 is a block diagram of a bank loan repurchase 
transaction consistent with embodiments of the present 
invention. 
0015 FIG. 2 is a block diagram of a further bank loan 
repurchase transaction consistent with embodiments of the 
present invention. 
0016 FIG. 3 is a flow diagram illustrating an exemplary 
process for conducting a bank loan repurchase transaction 
pursuant to one embodiment of the present invention. 
0017 FIG. 4 is a block diagram of a bank loan shorting 
transaction pursuant to one embodiment of the present inven 
tion. 
0018 FIGS.5A and 5B are block diagrams of a bank loan 
shorting transaction pursuant to Some embodiments of the 
present invention. 
0019 FIG. 6 is a flow diagram illustrating an exemplary 
process for conducting a bank loan shorting transaction pur 
Suant to Some embodiments of the present invention. 
0020 FIG. 7 is a flow diagram illustrating an exemplary 
process for selecting a position pursuant to Some embodi 
ments of the present invention. 
0021 FIG. 8 is a block diagram depicting a system con 
sistent with embodiments of the present invention. 
0022 FIG. 9 is a block diagram of one embodiment of a 
repo desk for use in conjunction with the system of FIG. 8. 

DETAILED DESCRIPTION OF THE INVENTION 

0023 Applicant has recognized that there is a need for a 
system, method, apparatus, computer program code, and 
means for conducting loan repurchase transactions and for 
shorting bank loans. 
0024. According to Some embodiments, systems and 
methods are provided for conducting repurchase transactions 
using bank loans. As described above, repurchase agreements 
have previously been utilized in transactions associated with 
the borrowing of securities, such as U.S. Treasury bills or the 
like. Applicant has developed techniques allowing parties to 
enter into repurchase agreements involving bank loans. 
Applicant has also developed techniques allowing the hedg 
ing or management of risk using bank loans. 
0025. For clarity, a number of terms are used herein to 
describe features of some embodiments of the present inven 
tion. For example, as used herein, the term “bank loan' is used 
to refer to loans which are issued by a lender to an obligor and 
which are broadly syndicated loans having coupons of for 
example, greater than Libor plus 1.00 to 1.50%. Typically, the 
lender is a financial institution such as a bank, and the loan is 
associated with corporate debt obligations. Bank loans 
include different types, such as fully-funded term loans or 
revolving lines of credit. Bank loans are not “securities”. 
0026. Attributes of a particular bank loan are typically 
specified by one or more parameters, including, for example: 
the maturity of the loan, a funded amount (which may vary as 
a company draws against a line of credit), a spread over Libor 
on funded amount, a callable protection period, and an amor 
tization schedule. Pursuant to some embodiments, bank loan 
repurchase transactions may involve individual bank loans or 
pools of bank loans. For ease of reference, unless otherwise 
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noted herein, both a single bank loan and a pool orportfolio of 
bank loans may be referred to in the singular (e.g., as a “bank 
loan'). 
0027. As used herein, the term “bank loan repurchase 
agreement’ or “bank loan repo agreement is used to refer to 
an agreement between two parties involving the immediate 
sale of a bank loan and a simultaneous agreement to repur 
chase the bank loan at a future date. As used herein, the term 
“reverse bank loan repurchase agreement” or “reverse bank 
loan repo agreement' is used to refer to the reverse transaction 
(e.g., where the parties agree to an immediate purchase of a 
bank loan and a simultaneous agreement to resell the bank 
loan at a future date). 
0028. As used herein, the term "hedge” is used to refer to 
techniques which reduce loss risks associated with a particu 
lar investment. One technique used to hedge against loss risks 
in securities transactions is “shorting or “short selling of 
securities to offset projected losses in a securities investment. 
As will be described further below, Applicant has developed 
techniques to allow shorting of bank loans. As used herein, 
the term “shorting”, “short selling or “a short sale” may used 
to refer to a transaction where an investorborrows abank loan 
from a party Such as a broker and sells it, with the understand 
ing that it must later be bought back (generally at a lower 
price) and returned to the broker. 

Bank Loan Repo and Reverse Bank Loan Repo 
0029 Reference is now made to FIG. 1, where a block 
diagram of a bank loan repurchase transaction 10 pursuant to 
Some embodiments of the present invention is depicted. As 
depicted in FIG. 1, a bank loan repurchase transaction pursu 
ant to some embodiments includes a buyer 12 interacting with 
a seller 14 to complete a transaction in which seller 14 trans 
fers a bank loan 16 (which may be a single bank loan or a pool 
or portfolio of bank loans) to buyer 12 in exchange for some 
amount of loaned funds (and, typically, a transaction fee). 
Seller 14 may be required to pay buyer 12 a periodic payment 
on the loan. The terms of this transaction are preferably set 
forth in a bank loan repurchase agreement between the two 
parties. In some embodiments, buyer 12 is a financial insti 
tution or a broker/dealer which is in the business of lending 
funds. 
0030. In some embodiments, buyer 12 is a “repo desk” or 
other entity which regularly enters into repurchase agree 
ments. In some embodiments, seller 14 is an entity, such as a 
financial institution or bank, which enters into bank loan 
transactions (e.g., as a lender to obligors such as corpora 
tions). For example, seller 14 may be a financial institution 
holding one or more bank loans which are being repaid by one 
or more obligors. In some embodiments, seller 14 is an inves 
tor which invests in bank loans. Embodiments of the present 
invention allow seller 14 to take advantage of the value of a 
bank loan (or a portfolio of bank loans) by transferring bank 
loan 16 to buyer 12 in exchange for funds. As will be 
described further below, some embodiments of the present 
invention allow seller 14 to hedge against risk associated with 
other investments (including investments in bank loans). 
0031. In a typical transaction pursuant to some embodi 
ments of the present invention, seller 14 and buyer 12 agree to 
enter into a bank loan repurchase agreement. At some point in 
the transaction, typically as an initial matter, the parties iden 
tify one or more bank loans held by seller 14 (or which will be 
held by seller 14) and which buyer 12 wishes to receive as 
collateral. Each bank loan is typically identified by its obligor, 
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a tranche, a value, and other terms which allow the parties to 
assess a value and loss risk associated with the loan. In some 
embodiments, information about the bank loan may be 
received from third party information providers (e.g., such as 
a bank loan rating or other information provided by Standard 
& Poors, the Loan Pricing Corporation, or the like). 
0032. A number of terms may be specified in the bank loan 
repurchase agreement between the parties. For example, the 
parties may identify: a purchase date (or the date on which the 
agreed-upon transfer will occur); the loan margin that will be 
paid from seller 14 in exchange for funds from buyer 12; a 
repurchase date (the date on which the bank loan will be 
reconveyed from buyer 12 back to seller 14); a pricing rate (a 
per annum percentage rate used to calculate the lending fee 
charged by buyer 12); and a market value of bank loan. 16. The 
market value of bank loan 16 may be established by the 
parties in accordance with reasonable market standards or it 
may be established by reference to agreed-upon market data 
sources. For example, the market value may be established by 
reference to loan pricing screens maintained by the Loan 
Syndications and Trading Association, Inc. (the “LSTA) 
and/or by the Loan Pricing Corporation (the “LPC). In some 
embodiments, the market value is reassessed each day (or, in 
Some embodiments, on Some other periodic basis Such as 
weekly) during the term of a term repurchase agreement. 
Applicant believes that such “marking to market' will aid in 
reducing credit risk associated with bank loan repurchase 
agreements. 
0033 Based on a number of considerations, the parties 
identify an agreed-upon amount of funds to be provided by 
buyer 12 to seller 14 in exchange for a transfer of bank loan 
16. Buyer 12 typically also charges seller 14 a repo margin 
amount (e.g., the amount by which the market value of bank 
loan 16 exceeds the value of the funds provided by buyer 12). 
This repo margin amount is also referred to as the buyer's 
“haircut. 

0034 Pursuant to some embodiments, seller 14 retains all 
economic benefits of bank loan 16 while assigning all rights 
in bank loan 16 (including voting rights) to buyer 12. The 
parties agree to a payment amount to be paid on a periodic 
basis by seller 14 to buyer 12. In some embodiments, this 
payment amount is paid daily and is calculated by applying 
the pricing rate to the purchase price on a 360 day per year 
basis for the actual number of days during the term of the 
repurchase agreement. In some embodiments, the repurchase 
agreement further specifies that the parties agree that seller 14 
will repurchase bank loan 16 (or its substantial equivalent) at 
a specified date (the end of the term) for a specified repur 
chase amount. 

0035. In this manner, both parties realize a number of 
benefits. For example, seller 14 receives a sum of cash while 
retaining economic benefits of its pool of bank loans 16. 
Seller 14 may utilize this cash to make other investments 
providing a different risk and/or return (or, as will be 
described in an example set forth below, seller 14 may use the 
funds to leverage its investment in a bank loan having a 
greater value). Buyer 12 receives a margin payment (or fee) 
and a periodic payment amount in exchange for a (typically) 
short-term loan of funds. At the end of the term of the repur 
chase agreement, buyer 12 conveys the hank loans back to 
seller 14 in exchange for an agreed-upon amount. Both par 
ties benefit from a potential improved return on equity and 
return on capital associated with bank loans, as well as 
increased financial flexibility. Further, the use of a repurchase 
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agreement pursuant to embodiments of the present invention 
may allow seller 14 to avoid forced selling to meet bank loan 
redemptions or to repay bank lines of credit. 
0036 While still referring to FIG. 1, an example transac 
tion illustrating features of some embodiments will now be 
described. In the example, seller 14 is an entity with S10 
Million of available funds to invest. In particular, seller 14 
wishes to invest funds in bank loans (e.g., seller 14 may 
determine that the risk/reward characteristics associated with 
bank loan investments are particularly attractive). Prior to 
introduction of embodiments of the present invention, seller 
14 was unable to readily leverage its funds in a bank loan 
investment. That is, seller 14 was limited to acquiring a pool 
of bank loans valued at S10 Million. As an example, if the 
pool is a Libor-3.00% pool (where Libor is 3.00%), and if the 
pool appreciates by 1.00%, seller 14 would enjoy a return on 
equity of 7.00% (or approximately S0.1 Million plus carry). 
Now, utilizing features of some embodiments of the present 
invention, seller 14 may leverage its investment to realize 
greater returns. 
0037 For example, seller 14, using techniques of some 
embodiments of the present invention, may choose to perform 
a bank loan repurchase transaction with buyer 12 to magnify 
the risk/reward profile of the investment. The transaction may 
generally proceed as follows. Seller 14 identifies a pool of 
bank loans that it wishes to invest in. Seller 14 and buyer 12 
negotiate terms of a bank loan repurchase agreement. Based 
on its assessment of the risks associated with the transaction 
(and based on the amount of funds to be contributed by seller 
14) buyer 12 may offer to provide seller 14 with S100 Million 
of funds, allowing seller 14 to acquire S110 Million of bank 
loans (assuming that buyer 12 charges a haircut of 10%, 
allowing it to provide 91% of the total market value of the 
pool of bank loans to seller 14). The transaction is structured 
as a bank loan repurchase transaction where the pool of bank 
loans is assigned to buyer 12 with an agreement that the bank 
loans are resold to seller 14 at the end of the term. In this 
manner, seller 14 enjoys a greater potential return on equity 
for assuming greater exposure through borrowing. For 
example, if the S110 Million portfolio appreciates 1%, seller 
14 enjoys a profit of approximately $1.1 Million (plus carry). 
That is, seller 14 receives S1 Million more for its investment 
than if it had not entered into a bank loan repurchase agree 
ment pursuant to embodiments of the present invention. 
0038. To further illustrate some embodiments of the 
present invention, a further example will now be described. 
The example is based on the following assumptions: (1) Libor 
is 2.00%; (2) the subject bank loan portfolio has a value of 
S100 Million; (3) the seller is a hedge fund wishing to receive 
funds from a buyer; (4) the buyer is willing to provide 91% of 
the value of the bank loan portfolio (i.e., $90,909,090); (5) 
interest is assessed at Libor--1.00%; and (6) carry of Libor 
3.00% is paid. 
0039. In this example, a return on equity of approximately 
25% is realized and the client receives funds which may be 
used to invest in other assets, such as securities. The return on 
equity may be calculated as follows: The carry paid to the 
seller is equal to S5 Million (calculated as S100 Million*5. 
00%). The interest paid by the seller is equal to $2,727,272 
(calculated as $90,909,090*3.00%). The net returnis equal to 
$2,272,727 (calculated as S5 Million minus $2,727,272). The 
return on equity is 25% (calculated as the net return divided 
by the equity, or $2.272,727/S9,090,909). 
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0040. A number of variables may be adjusted by the par 
ties to arrive at a transaction which satisfies different risk/ 
reward objectives of the parties. For example, buyer 12 may 
charge a higher or a lower fee or haircut depending on how 
much credit risk buyer 12 believes is associated with a par 
ticular pool (e.g., a higher fee would be charged if the risk is 
greater). Buyer 12 may also assess a higher haircut if seller 14 
has a smaller cash equity position. Of course, the larger hair 
cut will reduce the return on equity which may be realized by 
seller 14. 
0041 Applicant has discovered that a number of repur 
chase agreement terms and conditions provide desirable 
results (although upon reading this disclosure, those skilled in 
the art will appreciate that other terms and conditions may 
provide suitably desirable results). For example, Applicant 
believes the following terms provide desirable results: financ 
ing a pool of bank loans (rather than a single name); the use of 
syndicated bank loans as collateral rather than other types of 
loans; the use of U.S. dollars or U.K. pounds as the collateral 
currency; a seller domiciled in either North America or West 
ern Europe; full assignment of the bank loans by seller; a 
repurchase rate of approximately between Libor+62.5 basis 
points and Libor--87.5 basis points; a haircut of between 
approximately 15% to 39% (paid to the buyer of the collat 
eral); and a weekly mark to market using either LSTA or LPC 
loan pricing data. 
0.042 Bank loan repurchase agreements pursuant to some 
embodiments may be implemented using an intermediary. 
Referring now to FIG. 2, a bank loan repurchase transaction 
20 is depicted which involves the use of a clearing bank 18 as 
an intermediary between buyer 12 and seller 14. The trans 
action is performed using similar techniques as described 
above in conjunction with FIG. 1, except that an intermediary 
is utilized to pass funds. 
0043. Reference is now made to FIG. 3, where a flow 
diagram is depicted which indicates steps which may be taken 
by parties to enter into a bank loan repurchase (or reverse 
bank loan repurchase) agreement pursuant to Some embodi 
ments of the present invention. In some embodiments, the 
relative timing and positioning of the steps of the flow dia 
gram may be performed sequentially or in a different order 
than depicted. In some embodiments, as will be described 
further below, some or all of the steps may be performed by, 
or with the assistance of, one or more computing devices. 
0044) Transaction process 30 begins at 32 where counter 
parties (e.g., a buyer and a seller) are identified as is one or 
more bank loans which the parties wish to transfer using a 
repurchase agreement. In some embodiments, the bank loans 
may be selected from among a number of available names 
available for repurchase. Once the parties agree on the iden 
tity of the bank loans, the process continues at 34 where the 
parties negotiate to identify Substantive repurchase terms, 
including, for example, the term of the repurchase, the market 
value of the bank loans, and other pricing (e.g., including the 
haircut to be paid to the buyer, the repurchase rate, etc.). The 
parties may consider a number of combinations of terms to 
select the combination which best satisfies the objectives of 
both the buyer and the seller. 
0045. The process continues at 36 where the transaction is 
conducted. The buyer purchases the bank loans with a simul 
taneous agreement to resell them to the seller at the end of the 
term. The agreed-upon price to be paid for the loans is pro 
vided to the seller (which may be reduced, for example, by a 
haircut or other fee). The process continues at 38 where the 
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agreement is maintained during the term. For example, this 
may include performing a daily or weekly “mark to market” 
by retrieving pricing information from a source Such as LSTA 
and/or LPC. This may also include performing a daily calcu 
lation of any price differential to determine any fees owing to 
either the buyer or the seller (based on the daily market price 
of the bank loans). 
0046. At the end of the term, the bank loans are resold to 
the seller (at 39). If the bank loans have been the subject of 
default or otherwise are not available to be resold to the seller, 
the parties may interact to identify a suitable substitute to be 
conveyed to seller. This transfer typically involves some 
transfer of funds between the parties. Upon completion, the 
bank loans (or their equivalents) are back in the possession of 
the seller. Similar processes may be used to conduct reverse 
bank loan repurchase transactions. 

Hedging Using Bank Loan Repo and Reverse Repo 
0047 Applicant has further developed techniques allow 
ing the use of bank loan repurchase agreements to hedge 
against portfolio risk. For example, Applicant has developed 
techniques allowing entities to short bank loans. In this man 
ner, investors and underwriters may utilize short-selling of 
bank loans to reduce or manage the risks associated with 
investments in bank loans and securities. 
0048. In general, some embodiments of the present inven 
tion provide investors with an ability to take a short position 
in bank loans. As a result, investors may mitigate unexpected 
negative market conditions. Further, by appropriate selection 
of bank loan portfolios and repurchase agreement terms, 
investors may mitigate unexpected negative market condi 
tions without Substantial losses in investment return. Appli 
cant believes that shorting bank loan positions is an efficient 
and desirable way for investors to shorten exposure to the 
market, to a sector, or to a particular item of credit. Further, 
the ability to short a specific bank loan allows an investor to 
monetize a bearish view on the loan (e.g., whether the view is 
bearish with respect to the particular position or with respect 
to the sector in general). Applicant believes that the ability to 
short a position in a bank loan is a more cost effective invest 
ment than alternatives (e.g., Such as entering into a credit 
derivative contract where bid/asks are wide), and that there is 
less correlation risk in shorting bank loans than in shorting 
bonds or equities as a hedge for an investment in a bank loan 
portfolio. 
0049 Reference is now made to FIG. 4, where a transac 
tion 40 is depicted in which a pool of bank loans 18 is shorted. 
As depicted, a lender 42 (such as a CDO or financial institu 
tion) holds bank loans 18. In a reverse repurchase transaction, 
bank loans 18 are borrowed by a repo desk 44 from lender 42 
(in exchange for a first fee). Repo desk 44 lends bank loans 18 
to short seller 46 in exchange for a shorting fee. Bank loans 18 
are borrowed from lender 42 in exchange for a lending fee 
(typically on the order of 25 basis points, for example). In 
some embodiments, a pool of bank loans 18 is borrowed from 
lender 42 to minimize exposure to individual loan risk. In 
some embodiments, the borrow of bank loans 18 is secured 
with collateral (e.g., Such as cash or securities). By borrowing 
bank loans 18 from lender 42, repo desk 44 builds an inven 
tory of available bank loans which may be shorted by short 
sellers 46. In some embodiments, repo desk 44 borrows a 
number of bank loans 18 from one or more lenders 42 to build 
a diverse inventory of bank loans. Repo desk 44 makes these 
bank loans available to a number of short sellers 46. In this 
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manner, for example, each short seller 46 may select the bank 
loan (or bank loans) 18 which exhibit desired risk/return and 
other characteristics in order to hedge a long position held by 
short seller 46. 
0050. In some embodiments, repo desk 44 may build an 
inventory of available bank loans by conducting a number of 
reverse bank loan repurchase transactions with one or more 
buyer(s). For example, repo desk 44 may interact with a hedge 
fund Such that the hedge fund finances the purchase of a pool 
of bank loans 18 by putting up some capital and borrowing the 
remainder from repo desk 44 in exchange for a fee (e.g., Such 
as a borrowing rate of approximately Libor -0.075% or the 
like). The bank loans 18 are then put up as collateral. 
0051. In either approach (or in a combination of the two), 
repo desk 44 acts to build a borrowed inventory of bank loans 
or “names' available for borrow by short sellers. Reference is 
now made to FIGS.5A and 5B where transactions 50, 52 are 
depicted representing a short sale of bank loans pursuant to 
some embodiments of the present invention. Referring first to 
FIG. 5A, a transaction 50 is depicted which shows the bor 
rowing of bank loans 18 by a short seller 46 and the subse 
quent sale of the borrowed bank loans 18 to the market 48. In 
this transaction, short seller 46 borrows one or more bank 
loans 18 from repo desk 44, preferably after identifying the 
bank loans from one or more available bank loans as having 
desirable risk/return characteristics. For example, short seller 
46 may select the bank loans 18 to hedge against a long 
position it holds in one or more other bank loans 18. As 
another example, short seller 46 may select the bank loans 18 
to hedge against a long position it holds in one or more 
securities (e.g., Such as bonds or the like). 
0052 Short seller 46 may take a number of considerations 
into account when selecting bank loans 18 to short. For 
example, short seller 46 may generally attempt to establish a 
long position of bank loans having good credit risk and a short 
position in bank loans having poor credit risk. Bank loans 
having poor credit risk may be identified based on a negative 
view from a credit analysis or the like. Further, short seller 46 
may select bank loans 18 to short based on a desire or need to 
shorten a particular exposure to an industry or a particular 
exposure to an obligor. Further, short seller 46 may select 
bank loans 18 to short based on a value analysis (e.g., by 
analyzing the relative value or pricing of particular loans to 
identify loans trading at or above par). 
0053. Once short seller 46 selects bank loans 18 to short, 
short seller 46 borrows the loans in exchange for some 
agreed-upon collateral. The terms and conditions of the bor 
row may include terms such as: a length or term of the borrow, 
a loan fee to be paid to repo desk 44, an amount and type of 
collateral required, etc. The amount of collateral required 
may depend on the relationship between short seller 46 and 
repo desk 44, the nature of the bank loans borrowed, the 
market value of the bank loans, or the like. For example, repo 
desk 44 may require that short seller 46 provide 102% of the 
market value of the bank loans in cash or other securities. As 
a simple example, repo desk 44 may loan a pool of bank loans 
having a market value of S100Million to short seller 46. Short 
seller 46 may be required to deposit collateral valued at S102 
Million with repo desk 44. 
0054 Short seller 46 then offers the borrowed bank loans 
18 to the market 48 for sale. For example, short seller 46 may 
offer the borrowed bank loans 18 for sale to the market at the 
current market price. Once a buyer is found, short seller 46 
sells the loans and receives proceeds from the sale. Continu 
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ing the example introduced above, short seller 46 may sell the 
pool of bank loans 18 to the market for proceeds of S100 
Million. 

0055. At the end of the term of the shorting agreement (or 
at Some prior time at the option of the parties), the transaction 
continues as depicted in FIG. 5B. As depicted, at the end of 
the term (and assuming short seller 46 was able to sell the 
borrowed bank loans to the market as described above), short 
seller 46 purchases the same (or acceptably similar as defined 
in the bank loan borrow agreement) bank loans from the 
market 48. Short seller 46 then acts to return the borrowed 
bank loans 18 to repo desk 44. In addition, short seller 46 pays 
repo desk 44 a loan fee at an agreed-upon rate. Continuing the 
example introduced above, repo desk 44 and short seller 46 
may have agreed that the loan fee was 3.00%. In the example, 
upon return of the borrowed bank loans 18, short seller 46 
pays a loan fee equal to $100 Million*(3.00%)/the term. 
0056. In this manner, short seller 44 realizes a number of 
benefits. First, if the borrowed bank loans 18 are selected to 
offset or hedge against risk in a long position in similar bank 
loans, the short seller 44 enjoys downside protection. Further, 
if short seller 44 uses borrowed bank loans 18 to offset or 
hedge long positions in bank loans, short seller 44 enjoys 
tighter correlation between the two sets of bank loans. Other 
approaches to hedging bank loan risk utilize securities. Such 
as bonds, to hedge. The correlation between these two types 
of investments is generally not as certain as provided by 
embodiments of the present invention. Other benefits include 
reduced overall portfolio volatility, improved portfolio 
returns, and better positioning for significant market down 
turns. 

0057. Applicant believes that techniques of some embodi 
ments of the present invention may be used to provide desir 
able benefits in reducing volatility in a bank loan portfolio. In 
a bank loan portfolio which only includes long positions, 
systematic volatility exists due to the inherent correlation 
between pairs of individual loans. In a market crisis, volatility 
as well as correlation may increase, resulting in a diminished 
diversification effect in a long-only portfolio. Application of 
techniques of some embodiments of the present invention can 
reduce this volatility and improve correlation. Further, Appli 
cant believes that creation of a portfolio using short bank loan 
positions can provide an improved correlation even in a mar 
ket crisis, thereby improving the overall volatility of the port 
folio. An example of one approach to creating a portfolio 
including long and short bank loan positions will now be 
described by reference to Tables 1 and 2 below. 
0058. In the example, several assumptions are made, 
including the assumptions that all bank loans in the portfolio 
have the same individual monthly volatility (i.e., 1.0%), and 
that each pair of loans (a pair including a short and a long 
position) is correlated by the same amount (i.e., with 
examples for both 25% and 75%). These tables depict the 
monthly volatility of long/short portfolios under different 
assumptions on the numbers of long and short positions in 
each portfolio. For example, referring to Table 2, ifa portfolio 
includes 25 longs and 10 shorts and the correlation is 25%, the 
portfolio volatility will be approximately 0.26%. The tables 
illustrate Some of the benefits of shorting bank loans pursuant 
to embodiments of the present invention. For example, refer 
ring to Table 1, a portfolio of 25 loans in along-only portfolio, 
with a 25% correlation, reduces volatility from 1.00% (in a 
portfolio with only a single loan) to 0.53%. Having more than 
25 loans in a long-only portfolio provides relatively little 
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additional volatility reduction. If correlations increase to 
75%, then the portfolio monthly volatility rises. 
0059 Referring to Table 2, it is shown that the volatility 
reduction is Substantial in portfolios having a number ofloans 
and having a number of short positions. For example, in a 
portfolio with 25 long positions and 10 short positions, port 
folio volatility is approximately 0.26%. In a crisis where 
correlations increase to 75%, the portfolio volatility is still a 
low 0.38%. That is, bank loan portfolios having long and 
short positions are more immune to correlation changes than 
are long-only portfolios. Applicant believes that portfolios 
constructed having the same number of long and short posi 
tions reduce portfolio volatility even further (although this 
reduction is at the expense of reduced income). Accordingly, 
in some embodiments, a portfolio blend may be selected 
having sufficient numbers of shorts to reduce volatility while 
reducing the expense of shorts. 

TABLE 1. 

Bank Loan Pools with no Shorting 

Pairwise 
Correlation 

25% 75% 
# Longs # Shorts Monthly Volatility 

1 O 1.00% 1.00% 
5 O O.63% O.89% 
10 O 0.57% O.88% 
25 O O.S3% O.87% 
50 O O.S1% O.87% 
100 O O.S1% O.87% 

1OOO O O.S1% O.87% 

TABLE 2 

Bank Loan Pools with Shorting 

Pairwise 
Correlation 

25% 75% 
# Longs # Shorts Monthly Volatility 

1 1 0.61% O.35% 
10 5 O.28% O.32% 
10 10 O.19% O.11% 
25 10 O.26% O.38% 
50 25 O.19% O.29% 
100 50 O.06% O.04% 
100 1OO O.06% O.04% 

1OOO 500 O.17% O.29% 
1OOO 1OOO O.02% O.01% 

0060 Reference is now made to FIG. 6, where a flow 
diagram is depicted illustrating an exemplary process 60 for 
conducting a bank loan shorting transaction pursuant to some 
embodiments of the present invention. Process 60 may be 
performed by, or on behalf of an entity wishing to hedge a 
position (the “short seller). For example, process 60 may be 
performed by a short seller which holds a long position in 
bank loans and desires to hedge against a potential risk of loss 
in the long position. Process 60 may begin at 62 where the 
short seller identifies an investment position to be hedged. 
Because embodiments of the present invention allow the 
shorting of bank loans, the investment to be hedged identified 
at 62 may be, for example, a long position in bank loans. 
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However, those skilled in the art, upon reading this disclosure, 
will appreciate that other positions may also be desirably 
hedged by taking short positions in bank loans (e.g., risks 
associated with long positions in bonds may be desirably 
offset with short positions in bank loans pursuant to some 
embodiments of the present invention). For the purposes of 
describing FIG. 6, the position identified at 62 is a long 
position in a pool of bank loans. 
0061 Process 60 continues at 64 where one or more bank 
loan(s) are identified which have desired attributes. For 
example, the short seller may contact a repo desk (e.g., Such 
as the repo desk 44 described above in FIG. 5) which has an 
inventory of bank loans available for borrow. The short seller 
evaluates each of the loans available for borrow to identify 
one or more bank loans which, if shorted, would provide a 
desirable hedge against the long position held by the short 
seller. Further details of this analysis will be described below 
in conjunction with FIG. 7. 
0062 Once one or more bank loan(s) are identified, pro 
cess 60 continues at 66 where the bank loan(s) are loaned to 
the short seller in exchange for some collateral. This loan is 
conducted, for example, as described above in conjunction 
with FIG.S. Process 60 continues at 68 where the short seller 
sells the borrowed bank loan(s) to the market in exchange for 
proceeds. At the end of the borrow period, for example, pro 
cessing continues at 70 where the short seller repurchases or 
acquires the bank loan(s) (or Some Suitable equivalents). The 
repurchased bank loan(s) (or their equivalents) are returned to 
the repo desk in exchange for a return of the collateral. A fee 
may be paid to the repo desk for this transaction. In this 
manner, short seller may utilize a short position in bank 
loan(s) to hedge against risk associated with a long position. 
In some embodiments, some or all of the steps of process 60 
may be automated (e.g., using the devices described below in 
conjunction with FIGS. 8-10). 

Selecting a Position 
0063 Reference is now made to FIG. 7, where a process 
80 is depicted for selecting a hedged position. Process 80 may 
be performed in conjunction with, or prior to, process 60 
described above in conjunction with FIG. 6. Process 80 may 
be performed by, or on behalf of an entity holding a long 
position in an investment. Pursuant to some embodiments, 
process 80 may be performed by an entity holding a long 
position in an investment in a bank loan or portfolio of bank 
loans and who wishes to hedge against risk associated with 
the long position by shorting one or more bank loans. For 
convenience, the entity is referred to as the “short seller. 
0064 Process 80 begins at 82 where a long position to be 
hedged is identified. For example, a short seller may hold a 
number of long positions in a variety of investments, includ 
ing long positions in bank loans. The short seller may deter 
mine that a particular long position involves undesirable risk 
that should be hedged. The short seller may determine that a 
particular long position involves risk that is readily hedged 
using features of embodiments of the present invention. Once 
the position is identified, process 80 continues at 82 where the 
performance of the long position is estimated. For example, a 
long position in pool of bank loans may be analyzed to iden 
tify an expected return on equity (“ROE) of the investment. 
The ROE of a portfolio of bank loans is generally calculated 
as equal to L+(S-F-c1)/E, where L is the Libor rate (assum 
ing that the average price of the loans in the pool is at par), E 
is the equity set aside for the portfolio, S is the effective 
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spread, cl is the expected credit losses incurred by the port 
folio, and F is funding over Libor used to finance the portfolio 
(e.g., the repo rate) less the fee earned by lending securities (if 
applicable). 
0065 For example, an entity holding a portfolio in which 
F=0.75% and S=3.00% and which has 8% equity may enjoy 
a best-case ROE of around L-31% when there are no losses 
and a ROE of L+6% if credit losses are only around 2%. If the 
entity can earn 25 basis points (“bps') lending securities, but 
pays 75 bps for financing, its investment may be wiped out if 
portfolio losses exceed 10%. For context, banks that fund at 
Libor flat, but earn 25 bps lending loans, earn L+4.1% if there 
are no credit losses, earn L-16% for 2% losses, and L-84% if 
there are 10% credit losses. Further, hedge funds that leverage 
long positions using 15% equity earn L+15% if the portfolio 
has no losses but lose 52% of capital if portfolio losses are 
10%. If the hedge fund investment suffers credit losses of 2%, 
then ROE is only L+1.7%. As a further example, mutual funds 
that use 100% equity in their long positions earn L+1.3% 
when there are 2% credit losses. 

0066 Once performance of the long position has been 
analyzed, process 80 continues at 86 where a group of bank 
loan(s) available for shorting is identified. This identification 
may include reviewing a number of bank loan(s) collected 
and made available for borrow by a repo desk such as the repo 
desk 44 described above. In some embodiments, repo desk.44 
may accumulate (through repurchase agreements) a number 
of different bank loans and make them available for borrow by 
short sellers. Once a group of bank loans available for short 
are identified, processing may continue at 88 where short 
seller may determine if a desirable hedged portfolio can be 
constructed using the available loans. The group of bank 
loans available for short may, for example, be analyzed to 
determine if they provide a desired correlation with the long 
positions held by the short seller (e.g., the correlations may be 
considered as described above in conjunction with Tables 1 
and 2). Further, a number of different calculations may be 
performed to determine if a desirable hedged portfolio can be 
constructed. For example, short seller may analyze individual 
combinations of short positions with the long position. 
0067. In general, the following analysis may be performed 

to identify the overall ROE of a hedged position. The overall 
ROE is equal to: L-(1-H)*(S-c1)-F/(E+H*hc), where the 
variables L., S, F, cl, and E are as described above, and where 
His the ratio of the long versus the short position, and hc is the 
haircut associated with taking the short position. Those 
skilled in the art appreciate that a long/short portfolio has two 
forms of leverage: the leverage from the financing of the long 
positions, as well as the leverage of being long and short. As 
an example, if a short position in bank loans is assessed a 
haircut (hc) of 2%, then by hedging with short positions at a 
ratio of 2 to 3 (i.e., H-67%), a bank that leverages its long 
positions at 8% will lose around 22% if the market value 
declines by 10% (e.g., if there are credit losses of 10%). The 
bank will earn L-13% if there are no credit losses and L-6% 
if there are credit losses of 2%. As another example, a hedge 
fund which is leveraged at 15% in its long positions and is 
assessed a haircut of 2% for its short positions, and which 
hedges at a ratio of 2 to 3 (i.e., H-67%) will earn L+1.5% if 
there are no credit losses, but will lose 19% if there are credit 
losses of 10%. As a further example, a mutual fund which 
hedges at a ratio of 1 to 3 (i.e., H=33%) will earn L-2.2%, 
L+0.9%, and L-4.4% if credit losses are 0%, 2% and 10% 
respectively. 
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0068. In some embodiments, processing at 88 may include 
identifying other attributes of the overall portfolio which may 
be modified. For example, the short seller may determine that 
it should reduce risk in the long positions by allocating more 
equity to the long positions (i.e., increasing ROE by increas 
ing E). For example, equity may be increased by an amount 
equal to (1+H)*E. 
0069. As another example, the short seller may determine 
that it wishes to maintain the same overall credit risk exposure 
with existing long positions, but desires to hedge against 
credit risk in new long positions. For example, if the short 
seller has an existing long position of S100 Million, it may 
wish to build new long and short positions of H size (giving 
the entity a totla portfolio of S(1 +H)* 100 Million (long) plus 
H*S100 Million (short)). The total ROE of this new portfolio 
is calculated as: L+S-(1+H)*F-c1/((1+H)*E+(H*hc). 
0070. As a further example, the short seller may determine 
that it wishes to maintain the amount of equity that it has in its 
total portfolio, but would like to add short positions in bank 
loans to hedge against loss risk. As a specific example, the 
short seller may have a S100 Million (long) position with S15 
Million equity, and wishes to maintain that amount of equity 
while building short positions. If the entity shorts S15 Million 
and is haircut at 5%, it uses S0.75 Million in equity and will 
need to unwind at least S5 Million of the long positions to 
keep the total equity at S15 Million. If the short seller shorts 
Hunits, then it needs to unwind at least (Hhc)/E units of long 
positions. The ROE of this hedged portfolio may be calcu 
lated as: L+(1-H*hc/E)*(S-F)-H*S-(1-H-H*hc/E)*cl/ 
E. 
0071. In general, processing at 88 and 86 may be an itera 
tive process in which a short seller identifies one or more bank 
loans to take a short position in. The bank loans, and the terms 
of the borrow, may be selected to provide a desired hedged 
portfolio ROE as described above. Processing continues at 90 
where the hedged portfolio is constructed which provides the 
desired portfolio performance. The hedged portfolio may be 
constructed by borrowing the selected bank loans as 
described above. Those skilled in the art will appreciate that a 
number of hedged portfolios may be constructed using tech 
niques of embodiments of the present invention. 

Network Embodiments 

0072 Embodiments of the present invention may be 
implemented in a computer-based system such as the system 
depicted in FIG. 8. As depicted in FIG. 8, a system 100 
includes one or more repo desk devices 102 in communica 
tion with one or more client devices 104a-n over a commu 
nication network 105. The devices may further be in commu 
nication with one or more market data sources 106. The 
devices may interact to assistentities operating the devices to 
enter into bank loan repurchase agreements pursuant to 
embodiments of the present invention. 
0073 Repo desk device 102 may be one or more devices or 
systems operated by, or on behalf of an entity which acts to 
operate a bank loan repurchase desk. Client devices 104a-n 
may be one or more devices or systems operated by, or on 
behalf of, entities that wish to acquire, sell, borrow, or lend 
bank loans using techniques of embodiments of the present 
invention. Repo desk device 102 and/or client devices 104 
may be operated by, or on behalf of entities such as, for 
example: broker-dealers, inter-dealer brokers, investment 
managers, financial institutions, a qualified investor, or the 
like. For example, a financial institution wishing to enter into 
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a bank loan repurchase agreement with a repo desk may 
interact with the repo desk using client device 104 in com 
munication with repo desk device 102. In this manner, bank 
loan repurchase agreements may be entered into in an effi 
cient manner. 

0074 Market data source 106 may be one or more sources 
of market data used to assist in the pricing, evaluation, and 
completion of bank loan repurchase agreements entered into 
pursuant to embodiments of the present invention. For 
example, market data sources may include Sources of bank 
loan information such as those offered by the Loan Pricing 
Corporation, Standard & Poors, etc. 
0075 Any number of entities and devices (e.g., such as 
devices 102,104,106) may be provided in system 100. Com 
munication between devices 102-104 and market data 
sources 106 may be director indirect, such as over the Internet 
through a Web site maintained by a remote server or over an 
on-line data network including commercial on-line service 
providers, bulletin board systems and the like. For example, 
in some embodiments, a central service may be operated to 
facilitate the pricing, evaluation and execution of bank loan 
repurchase transactions pursuant to embodiments of the 
present invention. 
0076 Any of a number of different types of networks or 
communications techniques may be used to facilitate com 
munication between (and within) entities operating devices 
102, 104, 106. For example, communication may be via a 
Local Area Network (LAN), a Metropolitan Area Network 
(MAN), a Wide Area Network (WAN), a proprietary network, 
a Public Switched Telephone Network (PSTN), a Wireless 
Application Protocol (WAP) network, a wireless LAN (e.g., 
in accordance with the Institute of Electrical and Electronics 
Engineers 802.11 standard), a Bluetooth network, an Infrared 
Radiation (IR) network, and/or an IP network such as the 
Internet, an intranet or an extranet. As used herein, the term 
“communications' can refer to wired and/or wireless com 
munications as appropriate. Note that the devices shown in 
FIG. 8 need not be in constant communication. 
0077. Any or all of the devices 102-106 may comprise 
computers, such as those based on the Intel(R) Pentium(R) pro 
cessor. Any or all of the devices may be, e.g., conventional 
personal computers, portable types of computers, such as a 
laptop computer, a palm-top computer, a hand-held com 
puter, or a Personal Digital Assistant (PDA). Any or all of the 
devices 102-106 may further comprise or include other com 
munication devices, such as, for example, wired or wireless 
telephones, etc. Further details of an example repo desk 
device 102 is shown at FIG. 9. Similarly-configured devices 
may be used as devices 104-106. 
0078. As depicted in FIG. 9, some devices used in con 
junction with the present invention (Such as, for example, 
repo desk device 102) include one or more input devices 140, 
one or more communication devices 120, one or more output 
devices 150, one or more storage devices 130, all of which are 
in communication with one or more processing devices 110 to 
perform processing pursuant to embodiments of the present 
invention. 
0079 Communication device 120 may be used to facili 

tate communication with, for example, other devices (such as 
client devices 104 and sources of market data 106). Input 
device 140 may comprise, for example, a keyboard, a keypad, 
a mouse or other pointing device, a microphone, knob or a 
Switch, an infra-red (IR) port, a docking station, and/or a 
touch screen. Input device 140 may be used, for example, to 
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enter information (e.g., information regarding routing rules, 
option orders, or the like). Output device 150 may comprise, 
for example, a display (e.g., a display Screen), a speaker, 
and/or a printer. 
0080 Storage device 130 may comprise any appropriate 
information storage device, including combinations of mag 
netic storage devices (e.g., magnetic tape and hard disk 
drives), optical storage devices, and/or semiconductor 
memory devices such as Random Access Memory (RAM) 
devices and Read Only Memory (ROM) devices. 
I0081 Storage device 130 stores one or more programs 115 
for controlling processor 110. Processor 110 performs 
instructions of program 115, and thereby operates in accor 
dance with the present invention. In some embodiments, pro 
gram 115 may include a rule-based engine which applies 
bank loan repurchase rules established by or on behalf of repo 
desk 102 to bank loan repurchase agreement requests Submit 
ted by clients operating client devices 104. In some embodi 
ments, program 115 may generally be configured as a pro 
gram using techniques known to those skilled in the art to 
achieve the functionality described herein. For example, pro 
gram 115 may be coded to perform some or all of the steps of 
the process depicted in FIG. 3 and/or in FIG. 6. As a more 
particular example, program 115 may be coded to allow cli 
ents to interact with repo desk 102 to identify one or more 
bank loan(s) to repurchase or to borrow; to identify one or 
more repurchase agreement provisions; to price and evaluate 
potential repurchase agreement transactions; to generate 
documentation supporting a particular bank loan repurchase 
agreement; to maintain a particular bank loan repurchase 
agreement during the term of the agreement; etc. 
I0082 Storage device 130 may also store one or more 
databases, including, for example, databases including infor 
mation identifying one or more bank loans available for bor 
row or available for repurchase, databases including informa 
tion identifying specific repurchase agreements held by repo 
desk 102, or other databases necessary or useful in evaluating, 
entering into, pricing, Supporting, or otherwise maintaining 
bank loan repurchase agreements pursuant to embodiments 
of the present invention. 
I0083. In some embodiments, repo desk device 102 may be 
configured to operate as a Web server, receiving and sending 
information to other devices via communication device 120 
through a network Such as the Internet. Clients operating 
client devices 104 may interact with repo desk device 102 via 
the Internetto, for example, evaluate, price, and/or enter into 
bank loan repurchase transactions pursuant to embodiments 
of the present invention. 
I0084 Those skilled in the art will appreciate that other 
portfolio considerations may also be taken into account when 
constructing bank loan portfolios. Although the present 
invention has been described with respect to a preferred 
embodiment thereof, those skilled in the art will note that 
various Substitutions may be made to those embodiments 
described herein without departing from the spirit and scope 
of the present invention. 

1-15. (canceled) 
16. A transaction method, comprising: 
entering into a plurality of reverse bank loan repurchase 

agreements to build an inventory of available bank 
loans; 

lending, for a term, at least one of said available bank loans 
to a short seller in exchange for collateral and a fee; 
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receiving, prior to expiration of said term, a return of said 
at least one of said available bank loans; and 

returning said collateral to said short seller upon said 
return. 

17. (canceled) 
18. A transaction apparatus, comprising: 
a processor; and 
a memory in communication with said processor and stor 

ing instructions for operating said processor to 
receive information identifying a first bank loan having 

a desired risk profile; 
generate an agreement causing said first bank loan to be 

borrowed from a lender for a period in exchange for 
collateral and a fee, said agreement further causing 
said first bank loan to be sold to a buyer for a payment 
amount. 

19-23. (canceled) 
24. The transaction method according to claim 16, wherein 

said bank loans having been made under one or more revolv 
ing lines of credit, said bank loans not being associated with 
securities or mortgages. 

25. The transaction method according to claim 16, further 
comprising setting a funds-exchange margin and a re-assess 
able loan-market value as terms for said inventory of available 
bank loans. 

26. The transaction method according to claim 16, further 
comprising identifying an equivalent Substitute of said bank 
loan and receiving, prior to expiration of said term, a return of 
said at least one of said available bank loans or said equivalent 
substitute of said bank loan. 

27. The transaction apparatus according to claim 18, 
wherein said bank loan having been made under a revolving 
line of credit, said bank loan not being associated with a 
Security or a mortgage. 
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28. The transaction apparatus according to claim 27, fur 
ther comprising setting a funds-exchange margin and a re 
assessable loan-market value as terms for said first bank loan. 

29. The transaction apparatus according to claim 28, fur 
ther comprising identifying an equivalent Substitute of said 
bank loan and repurchasing said firstbank loan or said equiva 
lent of said first bank loan for a second payment amount prior 
to an expiration of said period. 

30. The transaction apparatus according to claim 18, 
wherein said first bank loan is a syndicated loan. 

31. The transaction apparatus according to claim 18, 
wherein said first bank loan has a coupon of greater than or 
equal to approximately Libor -1.00%. 

32. A processor implemented transaction method, com 
prising: 

entering, by a processor, into a plurality of reverse bank 
loan repurchase agreements to build an inventory of 
available bank loans, said bank loans having been made 
under one or more revolving lines of credit, said bank 
loans not being associated with securities or mortgages; 

setting, by the processor, a funds-exchange margin and a 
re-assessable loan-market value as terms for said inven 
tory of available bank loans; 

facilitating lending by the processor, for a term, at least one 
of said available bank loans to a short seller in exchange 
for collateral and a fee; 

identifying, by the processor, an equivalent Substitute of 
said bank loan: 

receiving, by the processor, prior to expiration of said term, 
a return of said at least one of said available bank loans 
or said equivalent Substitute of said bank loan; and 

returning, by the processor, said collateral to said short 
seller upon said return. 
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