CITI’s EXPANDED SERVICE FOR 
REPO AND REVERSE REPO
(as of May 2010)
PRODUCT DESCRIPTION
Repurchase Agreements (REPO) are instruments used by dealers and institutional money managers for funding purposes. The Treasury securities market exceeds 1.3 trillion and dealers rely on REPOs to finance their participation in regular Treasury auctions. Most securities can be REPO’d if there is a market demand. U.S Treasury represents one of the largest markets for REPO settlements. Most REPO activity occurs on fixed income instruments but it also exists for equities. 

A REPO is a contract between two parties in which one party sells the other securities (such as Treasury Bills, mortgage backed securities, or stocks) at a specified price with a commitment to buy them back after a specified time and at a specified price. Most REPOs are overnight transactions where the repurchase is made the next day. A REPO that extends more than a day is referred to as a term REPO. A REPO with an unspecified repurchase date that can be terminated by either party at any time is referred to as an open REPO.

A REPO is essentially a secured loan in which the party purchasing the securities is making funds available to the seller, holding the securities as a form of collateral. The difference between the sale and repurchase price of the securities represents the interest on the loan. A REPO where securities are purchased with zero principal is referred to as a free REPO. A REPO where securities are repurchased back at the principal amount with no interest are not free REPOs; they are just referred to as REPOs.

A Reverse REPO describes the opposite side of a REPO. The party who sells and later repurchases the securities is said to perform a REPO. The party who buys and later sells the securities is said to perform a Reverse REPO.

1. Instruction Method: Citi will continue to accept two instructions and also enhance the product offering to accept one instruction to open and close the REPO.
a) One instruction Method - To open a Reverse REPO (Collateral Taker), the client would send a receive instruction to initiate the opening leg and also provide the repurchase amount and date to settle the closing leg. For straight Repo (Collateral Giver), the client would send one delivery instruction to initiate the opening leg and also provide the repurchase amount and date to settle the closing leg. 
· One instruction method would only facilitate the settlement of one collateral for a given the REPO or Reverse REPO contract
Dual instruction Method – Client will instruct the opening leg separately from the closing leg for a REPO or Reverse REPO contract. The contract can have one collateral or multiple collateral.

b) Re-hypothecation - This service allows clients to use assets from a Reverse REPO for further settlement purposes. Client would have the ability to use the assets from the Reverse REPO for a straight delivery to an external counterparty or to open a REPO. Clients will have the flexibility to re-hypothecate the Reverse REPO contract or particular collateral within the contract. Clients will need to be entitled to utilize the re-hypothecation service.
· Clients can elect to initiate a REPO (SETR//REPU) or a straight delivery (SETR//TRAD) using assets obtained from a Reverse REPO contract.  Clients must be entitled for the re-hypothecation service and are required to populate a special narrative on the re-hypothecation instruction to advise Citi of their intent to re-hypothecate (:70E::SPRO///RH/RVPO) or to return assets that were re-hypothecated.

· REPO
· Clients must assign a unique REPO reference number (20C::REPO) for the REPO contract.
· REPO or Straight Delivery where a client wishes to indicate a specific Rev Repo contract(s) for use
· Clients may elect to re-hypothecate the Reverse REPO contract. Clients are required to provide 20C::REPO from the Reverse REPO contract they intend to re-hypothecate in the :20C::COLR// tag (using the linkage sequence) . The reference number must be populated on all transactions (delivery and receive) for Citi to track the assets and effectively close the initial Reverse REPO on the term date.  

· Clients may elect to re-hypothecate a specific piece of collateral within a multi-collateral contract. Clients are required to provide the original collateral reference number :20C::COLR// from the Reverse REPO they intend to re-hypothecate using the linkage sequence and tag 20C::COLR. The collateral reference number must be populated on all transactions (delivery and receive) for Citi to track the assets and effectively close the initial Reverse REPO on the term date.  

· For REPO or Straight Delivery where a client wishes to use Rev Repo bucket without indicating a specific contract for use, clients must populate :70E::SPRO///RH/RVPO on the delivery instruction and :70E::SPRO///RH/RVPO on the receive instruction when the collateral is being returned. This is required for Citi to identify the re-hypothecation transaction and settle the appropriate collateral.

2. TERM REPO: Clients may instruct the opening and closing legs with the same or different date. Citi will systemically settle the opening leg followed by settling the closing leg.  

3. Multiple Collateral: Clients may instruct multiple pieces of collateral for a given REPO contract. The contract will remain open until all pieces are closed. 


4. Collateral Adjustments: Clients may swap, cancel or amend collaterals within a REPO contract or amend the close date. 
a) Modify Close Date: Clients may provide the close date when opening the REPO. Clients are then allowed to modify the close date SD-1 for the individual collateral or the entire REPO contract.   The closing leg must be established in order to call or roll the maturity date.  Open term repos should be closed using a standard dual method close instruction.

b) Add Collateral: Clients may add new collateral or increase existing collateral units prior to the close date. Collateral being added must settle one day prior to the close date. Adding or increasing collateral may only be done free of payment. 

c) Reduce Collateral: Clients may reduce existing collateral for a REPO contract. Removing or decreasing collateral may only be done free of payment.
d) Substitute Collateral: Clients may substitute one piece of collateral with another piece of collateral in the contract either fully or partially.  Partial substitutions must be handled as multi-collateral repos Full and partial substitutions may only be done free of payment.
e) Rate Change: Clients may reinstruct a rate change and the corresponding REPO or Reverse REPO settlement or closing amount.  Clients must include the new 19A::TERM// amount in order to effect a rate change.  Citi will not use the new rate to calculate the new closing amount.
5. Settlement Cut-Off Time: This remains the same with the exception of the following
a)  All collateral and contract adjustment instructions should be received on SD-1by 5:00 pm EST to facilitate seamless settlement on SD. 

b) All re-hypothecation instructions should be received on SD-1 by 5:00 pm EST to facilitate seamless settlement on SD.
ASSET SERVICES MODEL

1. REPO WITH COLLATERAL & NO CONTRACT 
A client can open a REPO by instructing a deliver against payment instruction with the specific REPO qualifiers outlined in Appendix A. On settlement day, the delivery instruction is settled and the shares are delivered to the counterparty. Citi shadow posts the assets for all FED settlement to ensure income and corporate action events are tracked and reported accordingly. Citi will shadow post the assets for DTCC settlement and only track asset services entitlement. 

a) Client has the flexibility to track their own asset services entitlement where they act as the collateral giver for DTCC settlements. Citi would not track the assets services entitlement and clients would be responsible to process a claim directly with the counterparty. 
Voluntary & Mandatory with Option Events:  A notification is sent to all clients for REPO positions with special narrative. The special narrative advises the client that the securities are held in a Repo position that is involved in a corporate action event.  Securities returned two business days prior to the event reply by date will be eligible to participate and benefit from the voluntary or mandatory with option corporate action event through Citi.  The client is responsible to contact the counterparty. 

Mandatory Events: Notifications are sent to all clients for all mandatory events except partial calls.  No processing or payment is done on partial calls because the position is not on our records at DTCC.  Cash payment is not made for mandatory corporate action events paying cash only. However, the position is debited and removed from the clients account.  For mandatory corporate action events paying stocks, positions are removed and new shares are posted.  We do not require clients to return shares to benefit from mandatory corporate action events.    


Income Events:  Notifications will be transmitted for all income events. We capture the client’s settled record date position to determine entitlement and pay accordingly.

For final payments of DTC securities, the REPO position is not tracked.  DTC will credit the participant the interest payment based on the REPO record date position.  Citi will credit the client the interest payment.  Since DTC does not track the REPO on the final payment, DTC will not credit the participant the principal funds.  Therefore, Citi will process a free adjustment to remove the amortized and original face position, no principal dollars paid.  

For final payments of FED MBS securities the Fed does not track the principal and interest payment.  However, Citi will track the asset service entitlement and will credit the client.  Citi will credit the client both principal and interest and will process an adjustment to remove the original face and amortized position.  Citi will claim the market for the final payment.  If the counterparty does not honor the claim or the client states that they were directly paid by the broker, then Citi will reverse the pre-credit made to the client’s account around pay date +5.

The FED does not track Treasury and Agency securities.  Citi will track the asset service entitlement and will credit the client the calculated income on pay date.  Citi will contact the counterparty to file the claim for the assured payment.  Clients are responsible to advise the counterparty to wire the funds to Citi to offset assured income payment advanced to our client.  If the counterparty does not honor the claim or the client states that they received payment directly from the counterparty, then Citi will reverse the pre-credit made to the client’s account around pay date +5.

4. REVERSE REPO WITHOUT CONTRACT  

The client can also initiate a reverse REPO by instructing a receive against payment instruction with the specific REPO qualifiers outlined in Appendix A.  The client will need to transmit a deliver against payment instruction to close out the reverse REPO.

Voluntary and Mandatory with Option Events – Citi does not generate notifications for voluntary or mandatory with option events. A notification is sent by CITI for Rev REPO positions, for informational purposes only. The client does not benefit from the corporate action event.
Mandatory Events: Notification is sent to clients for all mandatory corporate action events.  For mandatory corporate action events that pay cash only (Cash merger, redemptions, full calls and partial calls),  cash payments are made for mandatory corporate action events and the positions are removed from the client’s accounts. For mandatory corporate action events paying stocks (stock split, reverse stock split, spin-offs, stock mergers, exchanges), positions are removed and new shares are posted.  The positions are posted to nominee 51 and not to the depository eligible nominee (89).  We do not require clients to return shares to benefit from mandatory corporate action events. 

Income Events: – Clients are not entitled to payments for positions in reverse REPO. As a result, notifications are not transmitted.  

For final payments of DTC securities, the Reverse-REPO position is tracked.  DTC will credit the participant the principal payment based on the Reverse-REPO position on pay date -1.  Citi will credit the client the principal payment.  Since DTC does not track the Reverse-REPO on the final payment, DTC will credit the participant the principal funds.  Therefore, Citi will process the principal payment and will remove the amortized and original face position.  No interest will be paid.  

For final payments of FED MBS reverse-repo securities, the Fed does not track the principal and interest payments.  Therefore, the client is not entitled to a final payment on a reverse-REPO position, and Citi will not process a payment to the client.  A free adjustment will be processed to remove the original face and amortized position.

· For final payments of FED Treasuries and Agencies Reverse-REPO securities, the Fed does not track the principal and interest payments.  Therefore, the client is not entitled to a final payment on a Reverse-REPO position, and Citi will not process a payment to the client. A free adjustment will be processed to remove the original face and amortized position. 

ASSET SERVICES ENTITLEMENT

Citi automatically tracks asset servicing entitlement for clients holding positions at DTC. Clients can elect to track their own asset services entitlement directly with the counterparty. If Citi is required to facilitate these claims, this will be deemed as a value added service. 

	
	DTCC TRACKED
	DTCC TRACK
	 DTCC UNTRACKED
	DTCC UNTRACKED

	EVENT TYPE
	REPO 

Collateral Giver
	REVERSE REPO 

Collateral Taker
	REPO 

Collateral Giver
	REVERSE REPO 

Collateral Taker  

	Pay Ups (PRII & INTR)
	Y
	N
	N
	Y



	Pay Down (PRII & INTR)
	Y
	N
	N
	Y

	Final Redemption (REDM)
	Y  Cash for Interest, and position removed. 
	Y - We process the Principal cash and remove the REPO position.
	N - No cash payment – Remove the position


	Y - Pay both P&I

	Interest (INTR
	Y
	N
	N
	Y

	Maturity Redemption (REDM)
	N – Remove position
	Y - Remove position


	N – Remove position
	Y - Remove position



	Full Call (MCAL)
	N – Remove position
	Y - Remove position


	N – Remove position
	Y - Remove position



	Partial Call (PCAL)
	N 
	Y -  Included in call lottery


	N
	Y -  Included in call lottery



	Major Stock Splits


	 Y

Remove/Add shares to Repo position


	Y

Remove/Add shares to Repo position


	Y

Remove/Add shares to Repo position


	Y

Remove/Add shares to Repo position

	Other Mandatory Events
	N


	N
	N
	N

	Voluntary Events
	N


	N
	N
	N

	
	DTCC TRACKED REPO of a TRACKED REVERSE REPO 
	DTCC DELIVERY of a TRACKED REVERSE REPO 
	 DTCC NON-TRACKED REPO of a NON-TRACKED REVERSE REPO
	DTCC DELIVERY of a NON-TRACKED REVERSE REPO

	EVENT TYPE
	RE-HYPOTHECATION

Collateral Giver
	RE-HYPOTHECATION

Collateral Giver
	RE-HYPOTHECATION

Collateral Giver
	RE-HYPOTHECATION

Collateral Giver

	Pay Ups (PRII & INTR)
	N
	Y – Debit of Principal and Interest
	N
	N



	Pay Down (PRII & INTR)
	N
	Y – Debit of Principal and Interest
	N
	N

	Final Redemption (REDM)
	N - No cash payment – Remove the position


	Y –Debit of interest and remove the REPO position.
	N - No cash payment – Remove the position


	N - No cash payment – Remove the position



	Interest (INTR
	N
	Y – Debit of interest
	N
	N

	Maturity Redemption (REDM)
	N - No cash payment – Remove the position


	N - No cash payment – Remove the position


	N - No cash payment – Remove the position


	N - No cash payment – Remove the position



	Full Call (MCAL)
	N - No cash payment – Remove the position


	N - No cash payment – Remove the position


	N - No cash payment – Remove the position


	N - No cash payment – Remove the position



	Partial Call (PCAL)
	N/A
	N/A
	N/A
	N/A

	Major Stock Splits


	 Y

Remove/Add shares to Repo position


	Y

Remove/Add shares to Repo position


	Y

Remove/Add shares to Repo position


	Y

Remove/Add shares to Repo position

	Other Mandatory Events
	N


	N
	N
	N

	Voluntary Events
	N/A
	N/A
	N/A
	N/A


Citi automatically tracks all asset servicing entitlements for securities settled with the FED. Clients do not have an option for Citi to not track the entitlements. 

	
	FED TRACK 

MBS


	FED TRACK

MBS
	FED UNTRACKED     Treasury & Agency
	FED UNTRACKED     Treasury & Agency

	EVENT TYPE
	REPO 

Collateral Giver
	Reverse REPO 

Collateral Taker
	REPO  

Collateral Giver
	Reverse REPO

Collateral Taker

	Pay Ups (PRII & INTR)
	Y
	N
	Y 
	N

	Pay Down (PRII & INTR)
	Y
	N
	Y 
	N 

	Final Redemption (REDM)
	Y – Remove position


	N – Remove position
	Y – Remove position


	N – Remove position

	Interest (INTR)
	Y 
	N
	Y 
	N 

	Maturity Redemption (REDM)
	N
	N
	N – Remove position
	Y - Remove position



	Full Call (MCAL)
	N
	N
	N – Remove position
	Y - Remove position



	Voluntary Events
	N
	N
	N
	N


	
	FED TRACKED REPO of a TRACKED REVERSE REPO 

MBS


	FED TRACK DELIVERY of a TRACKED REVERSE REPO 

MBS
	FED NON-TRACKED REPO of a NON-TRACKED REVERSE REPO      

Treasury & Agency
	FED DELIVERY of a NON-TRACKED REVERSE REPO      

Treasury & Agency

	EVENT TYPE
	RE-HYPOTHECATION

Collateral Giver
	RE-HYPOTHECATION

Collateral Giver
	RE-HYPOTHECATION

Collateral Giver
	RE-HYPOTHECATION

Collateral Giver

	Pay Ups (PRII & INTR)
	N
	Y – Debit of principal and interest
	N
	Y – Debit of principal and interest

	Pay Down (PRII & INTR)
	N
	Y – Debit of principal and interest
	N
	Y – Debit of principal and interest

	Final Redemption (REDM)
	N – No cash payment – Remove the position 


	Y – Debit of principal and interest and remove position
	N – No cash payment – Remove the position 


	Y – Debit of principal and interest and remove position

	Interest (INTR)
	N
	Y – Debit of principal and interest
	N
	Y – Debit of principal and interest

	Maturity Redemption (REDM)
	N/A
	N/A
	N – No cash payment – Remove the position 


	N – No cash payment – Remove the position 



	Full Call (MCAL)
	N/A
	N/A
	N – No cash payment – Remove the position 


	N – No cash payment – Remove the position 



	Voluntary Events
	N
	N
	N
	N


ADDITIONAL FEATURES TO BE ADDRESSED

· Asset Servicing entitlement for positions that are re-hypothecated - Citi will not receive payment from the depository for re-hypothecated positions that were delivered as a straight delivery.  As a result, Citi will debit client for calculated income proceeds associated with the re-hypothecated position same day.  The counterparty who has the securities will receive the entitlement from the depository
· Statement of holdings

· Settlement Status Advice reason codes
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