US 20110231307A1

a9 United States

a2y Patent Application Publication o) Pub. No.: US 2011/0231307 A1

Caffrey et al. 43) Pub. Date: Sep. 22, 2011
(54) SYSTEM FACILITATING TRI-PARTY Publication Classification
REPURCHASE AGREEMENT (51) Int.CL
TRANSACTIONS GO6Q 40/00 (2006.01)
(52) US.Cl .ot 705/39
(75) Inventors: Kevin Caffrey, Amityville, NY (57) ABSTRACT

(US); Charles Austin, Stamford,

CT (US) In accordance with at least one embodiment, a system con-
figured to provide a collateral management service for tri-
party hybrid repo transactions includes hardware and/or soft-

(73) Assignee: THE BANK OF NEW YORK ware for receiving, at a repo service provider, instructions

MELLON, New York, NY (US) specifying a tri-party hybrid repo transaction as well as a
payable date for the tri-party hybrid repo transaction; hard-
ware and/or software for transferring collateral that is the

(21) Appl. No.: 13/116,676 subject of the tri-party hybrid repo transaction on or prior to
the payable date to a buyer/investor for the tri-party hybrid

o repo transaction in the buyer/investor’s Securities Account at

(22) Filed: May 26,2011 thg Federal Reserve Bankyvia the Fedwire Securities Service
and free of payment or versus payment; and hardware and/or

Related U.S. Application Data software for returning collateral on or prior to the payable

date to the broker/dealer/seller for the tri-party hybrid repo

(62) Division of application No. 11/847,978, filed on Aug. transaction via the repo service provider versus payment via

30, 2007, now Pat. No. 7,974,897.

the Fedwire Securities Service.

Start 400

UPON CONVERSION OF THE REPO FROM TRI-PARTY TO DVP (DELIVERY AGAINST PAYMENT),
THE REPO SERVICE PROVIDER AUTOMATICALLY INITIATES DELIVERY OF THE COLLATERAL

TO THE INVESTOR'S ABA NUMBER 410

REPO SERVICE PROVIDER THEN, AUTOMATICALLY, TRANSFERS THE COLLATERAL BACKTO
THE REPQO SERVICE PROVIDER’S ABA NUMBER VERSUS THE INVESTED MONEY 420

STOP 430




US 2011/0231307 Al

Sep. 22,2011 Sheet 1 of 13

Patent Application Publication

I 3dNold

011 Y3AIAOHd FOINHIS OdIY ALEVA-IHL
e

/N

05} LNNOWY NYO 0Pl S13SSVY

0£l HOLSIANIHYIANG 02} Y3T1IS/HTTVIA/YINONE

E




US 2011/0231307 Al

Sep. 22,2011 Sheet 2 of 13

Patent Application Publication

¢ 3dnoid

A 08Z ON3 /v

—_—

| 042 Y31vAA OL INNOWY NVOT SH3JISNVHL

d3AIAOYd IOINGTS OdTd ALdVd-ldL |
|

i

| 092 ANVYN S HOLSIANI NI INNODOV
AQOLSND V NI d3LVOIHYOIS FdVY S13SSVY

i
W

W 062 S13SSV OL NIDYWVYW 3718VOINddV S3lNddv
| ONV INJWNIFHOV ALHVdId1 43d 379191713 34V S13SSV LvH
ﬂ HO1S3IANI OL SWHIINOD H3AIAOH IOIAEES OdIH ALHVd-d
A
ﬂ

o

ﬁ
,
|
J

| 0¥Z Y3AINOYd FOIAMIS OdIH ALYVYd-IM1 IHL INNOWY
NYO1 SHIAMIA HOLSIANI ANY HIAINOH IOIAIS
Od3d ALHvd-HL 0L S1ASSY SH3IAIT3A ¥3Tvaa
i

0£Z ¥37v3A NOH4 SNOILONH1SNI

W ANV JO1S3ANI WOHL SNOILONHLSNI
| STHOLYN JOLVHLSININQY INNODJDV |
A

" 0¢2Z JOLS3IANI ANV 431v3d
¢ WOY4 SNOILONH1SNI 3AVHL SIAIFOIY
| H{3dIAOYd IOINETS Od3d ALMVd-THL




US 2011/0231307 Al

Sep. 22,2011 Sheet 3 of 13

Patent Application Publication

€ 3dNolId

Sze

MNVE 3AH3S3Y
VY3034 3HL
1V LNNQOOY
S3IL-ND3S
SHOLSIANI
3ANE

A 4

FEDERAL
SECURITIES
WIRE 335

01€ ¥3aIN0Hd
3DIAY3S GI¥FAH Od3d ALMVd-1dL

08¢ INNOWV NVO' v 0¥¢ SL3SSV

¢

W

a A

Y
0€¢ HOLSIANIE3ANG 0Z¢ ¥317138/83Tv3a/d3M0dd
I s pe—— )

i i

L T




US 2011/0231307 Al

Sep. 22,2011 Sheet 4 of 13

Patent Application Publication

¥ 34dNold

0€Y 4018

0Z¥ AGNOW A3 LS3ANI IHL SNSHIA HIFGWNN VAV S.d3AIAOHd FOIAEES Od3d IHL
OLMOVE IvHILYTIOO FHL SHIASNVEHL ‘ATIVOILYWOLNY ‘NIHL ¥IAIAOHd IDIAYIS Od3ad

0Ly ¥39NNN V8V S.HOLS3ANI IHL Ol
TYH3LYT100 FHL 40 AH3AINAA SALVILINI ATIVOILLYINOLNY H3AIAOHd IOINETS Od3d FHL
(LNIFWAV LSNIVOVY AYIAITEA) dAQ OL ALYVd-IYL WOY4 Od3Y FHL 40 NOISHIANOD NOdN

A

00V HElS




US 2011/0231307 Al

Sep. 22,2011 Sheet 5 of 13

Patent Application Publication

¢ 34Nold

!
|

0¥S Y¥3AINOHd 30ING3S

, Od3d FHL LV SY3T113S/d3TvV3A/d3xN0 49
HLIM HOLSIANIEIANG FHL SY SNOILOVSNVYH L
. Od3Y ALYVd-1HL OLNI SH3LINT HOLS3ANI

A
.

r

v

0€G SNOILOVSNVHL

Od3d dAQ/dAY FLVLITIOVH OL MNVE
ANHISTY TvH3d34 FHL LV 498NNN
vav ONILSIX3 NV S3SN JOLS3ANI

0ZS9 SNOILOVSNVHL

Od3d dAQ/dAY ALV1IT10V4d
O1 YNV8 3AY3S3d Tvd3d3d
JHL 1V 439INNN Va8V M3N
V N3dO OSTV AVA HOLS3ANI

A

A

4

016 ¥3dINOHd FDING3S Od3d ;
|

JHL 1V (vaa) INNODDV 1ISOd3A ANVINIA V ONINIJO HOLSIAANI

A

m 006G 149V1S U




9 34NOI4

0G9 HOLS3IANI/HIANG OL A3LH0d3Y FHVY SNOILISOd 1VH3LV 1100

US 2011/0231307 Al

A

079 YOLS3IANI/EIANG FHL
01 ¥3AINOHd IDINYTS Od3Y FHL A9 d3LYO0TIV Sl TVH31VT110D

0€9 ¥3TVIA/YIHN0YE IHL ANY JOLSIANI/EIANEG
3HL NOYd SNOILONYLSNI 3HL STHO1VIA ¥3dINOYd 30IAH3IS Od3d

X

!

Sep. 22,2011 Sheet 6 of 13

029 H¥3AINOHd FOINE3S Od3Y FHL 1V vAAd S HOLSIANI
JHL OLNI JOL1S3IANI/EIANEG FHL A9 dIHIM I8V SANNS

i

019 ¥3AINOHd ADINYIAS Od3H FHL VIA SHITVIA/SHIMOHG FHON
H0O INO HLIM AIDONVHEY S| NOILOVSNYYHL Od3d QIdGAH ALHVd-ldL

A

m 009 1dV1S U

Patent Application Publication



US 2011/0231307 Al

Sep. 22,2011 Sheet 7 of 13

Patent Application Publication

L 3H4NOI4

0€. VAA SHOLSIANI/EIANG FHL 4O 1NO dIVd Sl ¥31vV3A/43X0dHd

a

02/, ¥3AINOdd dOINYES Od3d IHL
A9 A3LVH3Id0 WILSAS AILVINOLNVY-INTS HO d3LVINOLNV NV ONIZITLN
vav SHOLSIANI/EIANG IHL OL IHIM S3ILIKYNO3S A34 VIA INJWAVL 4O
3344 SNOILISOd IVHILYTI0O SHI4ASNYHL H3AINOHd FOINGTS Odad -

!

0}/ ¥3GNNN VYV S HOLSIANIEIANG FHL OL H34SNVHL YO Tvd31Lv1100
SHITVIA/HIMOEEG ZIHL SALVOOTIVY Y3AINOHd FDINGFS Od3d

!

m 004 1HV.1S U




US 2011/0231307 Al

Sep. 22,2011 Sheet 8 of 13

Patent Application Publication

g8 3HNOId

0€8 I'’°d ANN4 OL d3sn 39 AVIA LNNODJV
S3AILIHNO3S VEY SHOLSIANIHIANEG FHL NI A3LVEIANTO S11d34D

!

028 FHIM S31LIdNO3S d34
3H1 40 ONINIdO FHL 1V H3AIANOdd FOINGES Od3d 3HL VIA SH37TvVEd
/4IM0OEE OL INTWAYC SNSHIA FAVIN FHY STIHIAITFA TVEILYTI0D

i

0L8 INTLSAS Dm._.<_>_O_._.D< NV ONIZITILN H3AAIAOHd FI14IAE3S
0Od3d 3HL A9 dN 13S Sl ININAVA SNSHIA SFHEIM TVHILVT100 NdNL13d

i

m 008 14VY1S v




US 2011/0231307 Al

Sep. 22,2011 Sheet 9 of 13

Patent Application Publication

0¢6
SEIETS

tm_mmotmﬁ

6 NI

096 J9PIAOId 2oIn10g odoy

0S6

JUN0oOY
- Aped-u)

| Jshngiejes(
|

: Qc6
0v6 | JUNOooY
JUNoooY oo | 19seyaing
Jiaeaq/iayolg _ 19Ang/i0)saAU|

016

yueg eAlesay |eiopad

006
leAng/io)seau|

~_




Patent Application Publication  Sep. 22,2011 Sheet 10 of 13 US 2011/0231307 A1

Broker/Dealer/
Seller Account
940
FIGURE 10
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SYSTEM FACILITATING TRI-PARTY
REPURCHASE AGREEMENT
TRANSACTIONS

CROSS REFERENCE TO RELATED
APPLICATIONS

[0001] This application is a divisional application under 35
USC 121 of co-pending and allowed U.S. patent application
Ser. No. 11/847,978, filed Aug. 30, 2007, the entire contents
of which are incorporated herein by reference in its entirety.

BACKGROUND

[0002] This disclosure relates to administering and facili-
tating financial transactions. More specifically, one or more
embodiments relate to automated handling of financial trans-
actions known as Repurchase Agreements, which are also
commonly known as “repo” agreements.

[0003] A repurchase agreement or “repo” agreement (or,
simply, a “repo”) is a contract giving the seller of an asset the
right or obligation to buy back the asset at a specified price on
a given date. Generally speaking, a repo agreement is a form
of short term borrowing for dealers in various types of assets,
e.g., government securities, loan obligations, etc. The dealer
sells the assets to investors, usually on an overnight basis, and
buys them back the following day. For the party (e.g., a
dealer) selling the assets, and agreeing to repurchase it in the
future, it is a “repo”; for the party (e.g., an investor) on the
other end of the transaction, buying the asset and agreeing to
sell in the future, it is a “reverse repurchase agreement.”
However, the transaction is often just simply termed a “repo”
by both parties. A repo is similar to a secured loan, with the
lender of money receiving assets as collateral to protect
against default. The legal title to the assets passes from the
dealer or seller, i.e., the provider of the collateral, to the
investor, i.e., the party providing the money.

[0004] For the buyer or investor (the “buyer/investor”), a
repo is an opportunity to invest cash for an agreed-upon
period of time, typically overnight, whereas other invest-
ments typically involve whole numbers of months. Moreover,
a repo is a short-term and secure investment; in return for
investing, the buyer/investor receives a rate of interest as well
as collateral to secure the investment.

[0005] For the dealer or seller (the “broker/dealer/seller”),
repos are used to cost effectively finance long positions in
securities or other assets in the dealer’s or seller’s portfolio.

[0006] In practice, a repo agreement can be transacted in
several ways. In a first way, the buyer/investor and the broker/
dealer/seller negotiate with one another and close an agreed-
to deal without any outside assistance. The broker/dealer/
seller then would deliver securities to the buyer/investor and
the buyer/investor would deliver cash to the broker/dealer/
seller. This is typically referred to as a “DVP repo,” or “deliv-
ery versus payment repo.”

[0007] A second, more common way to effect a repo trans-
action is to involve a trusted third party, or intermediary, to
match the details of the trade agreed between the broker/
dealer/seller and the buyer/investor, and to assume all of the
post trade processing and settlement work related to the trade;
this is typically referred to as a “tri-party repo.”” The third
party is typically a bank. As illustrated in FIG. 1, in a tri-party
repo, the third party acts as a “tri-party repo service provider”
110 to the two principal parties in the underlying trade, i.e.,
the broker/dealer/seller 120 and the buyer/investor 130. Typi-
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cal types of underlying trades include not only repurchase
agreements, but also securities lending agreements, loan
agreements, derivatives agreements and others.

[0008] FIG. 2 shows a generic transaction flow for a tri-
party repurchase agreement where a service provider (typi-
cally a custodian bank) is interposed to ensure that each party
to the transaction is never without cash (in the case of the
broker/dealer/seller) or assets (in the case of the buyer/inves-
tor) throughout the term of the transaction, thereby ensuring
that both parties are “whole” at all times. The presence of the
third party service provider not only brings an additional layer
of security to the transaction, but it also brings efficiencies
and reduced costs for both principal parties to the trade.
[0009] In the tri-party repurchase agreement transaction
flow shown in FIG. 2 and beginning at 210, a broker/dealer/
seller and a buyer/investor first agree, between themselves, on
a particular trade at 210. Thereafter, the third party service
provider receives trade instructions from both the broker/
dealer/seller and the buyer/investor at 220. An account
administrator at the tri-party repo service provider then
matches the instructions from the buyer/investor to the
instructions received from the broker/dealer/seller at 230.
Once a match has been confirmed by the account administra-
tor, the broker/dealer/seller delivers the assets (such as assets
140, illustrated in FIG. 1) to the tri-party repo service provider
and, at essentially the same time, the buyer/investor delivers
the agreed-upon cash or loan amount (such as loan amount
150, illustrated in FIG. 1) to the tri-party repo service provider
at 240. The tri-party repo service provider thereafter confirms
to the buyer/investor that the assets are eligible under the
terms of the tri-party agreement, and applies applicable mar-
gin to the assets per the tri-party agreement at 250. The assets
are segregated in a custody account established by the tri-
party repo service provider in the name of the buyer/investor
at 260. The tri-party repo service provider also transfers the
cash/loan amount to the broker/dealer/seller at 270 and the
transaction flow process ends at 280.

SUMMARY

[0010] Conventional repo transaction processing structure
and methodologies require a large number of daily transac-
tions and delay access to proceeds, resulting in a decrease in
market liquidity. Moreover, such delays can result in an
inability of buyer/investors to remit proceeds to their Federal
Reserve Bank accounts in a timely manner.

[0011] Thus, in accordance with at least one embodiment, a
system and method are made available that provide a mecha-
nism and methodology that fund buyer/investors for redemp-
tion and interest payments that are due to the Federal Reserve
Bank earlier in the day than is conventionally possible.
[0012] Inaccordance with at least one embodiment, there is
provided a method for providing collateral management ser-
vice for tri-party hybrid repo transactions, the method com-
prising: receiving, at a repo service provider, instructions
specifying a tri-party hybrid repo transaction as well as a
payable date for the tri-party hybrid repo transaction; on or
prior to the payable date, a buyer/investor for the tri-party
hybrid repo transaction receives collateral that is the subject
of'the tri-party hybrid repo transaction in the buyer/investor’s
Securities Account at the Federal Reserve Bank via the Fed-
wire Securities Service and free of payment or versus pay-
ment; and on or prior to the payable date, the buyer/investor
returns collateral to a broker/dealer/seller for the tri-party
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hybrid repo transaction via the repo service provider versus
payment via the Fedwire Securities Service.

BRIEF DESCRIPTION OF THE DRAWINGS

[0013] FIG. 1 illustrates a typical structure of a conven-
tional tri-party repo transaction;

[0014] FIG. 2 illustrates a conventional tri-party repo trans-
action processing flow;

[0015] FIG. 3 illustrates one implementation of a tri-party
repo hybrid processing service provider system in accordance
with at least one embodiment;

[0016] FIG. 4 illustrates structure of a tri-party hybrid
transaction in accordance with at least one embodiment;
[0017] FIG. 5 provides a more detailed illustration of vari-
ous tri-party hybrid processing operations performed in
accordance with at least one embodiment;

[0018] FIG. 6 provides a more detailed illustration of vari-
ous tri-party hybrid process operations performed in accor-
dance with at least one embodiment;

[0019] FIG. 7 provides a more detailed illustration of vari-
ous tri-party hybrid process operations performed in accor-
dance with at least one embodiment;

[0020] FIG. 8 illustrates various operations performed on
the payable date, in accordance with at least one embodiment;
and

[0021] FIGS. 9-13 illustrate various operations that further
facilitate an understanding of various embodiments of this
disclosure.

DETAILED DESCRIPTION

[0022] In accordance with at least one embodiment of this
disclosure, the Fedwire Securities Service is utilized, but
which conventionally provides a safekeeping function and a
transfer and settlement function for transactions in Fedwire
book-entry securities. The safekeeping function involves the
electronic storage of securities records in custody accounts.
The transfer and settlement function involves the transfer of
book-entry securities between parties.

[0023] Transfers of Fedwire book-entry securities are ini-
tiated in the same manner as Fedwire funds transfers. More
than 9,100 participants maintain reserve accounts with the
Federal Reserve Bank and use the Fedwire Securities Service
to hold and transfer U.S. Treasury, U.S. government agency
and U.S. government-sponsored enterprise securities (includ-
ing mortgage-backed securities), as well as securities issued
by certain international organizations such as the World
Bank. These securities are held and transferred in electronic
(book-entry) form; the U.S. Treasury and international orga-
nizations no longer issue physical securities, nor do most
federal agencies or similar issuers.

[0024] Conventionally, securities transfers can be made
against a designated payment or free of payment. A transfer
made against a designated payment, also referred to as deliv-
ery versus payment, is a securities industry procedure, com-
mon with institutional accounts, whereby delivery of securi-
ties sold is made to the buying customer in exchange for
payment, usually in the form of cash. A transfer made free of
payment is a transfer of securities from one party to another
without the simultaneous exchange of funds. Nonetheless,
most securities transfers involve the delivery of securities and
the simultaneous exchange of payment for the securities, i.e.,
a DVP (“delivery versus payment”) transaction.
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[0025] In accordance with at least one embodiment, the
system and method create a mechanism and methodology
that fund buyer/investors for redemption and interest pay-
ments that are due to the Federal Reserve Bank early in the
day (e.g., within 5, 10, 15, 20, 25 or 30 minutes, just for
example, although longer times are contemplated after the
opening of Fedwire at 8:30 AM Eastern Time). Early funding
may be of particular utility to buyer/investors, the Federal
Reserve Bank, and the holders of the securities by maintain-
ing liquidity in the markets. The processing of DVP repos also
enables the securities and cash to flow through the securities
market and make the funds available immediately (e.g.,
within 5, 10, 15, 20, 25, or 30 minutes after 8:30 AM Eastern
Time).

[0026] By implementing processes and systems in accor-
dance with at least one embodiment, buyer/investors may be
able to remit proceeds of matured repo transactions to their
accounts at the Federal Reserve Bank for the daily redemp-
tions and interest payments early in the business day (within
minutes after 8:30 AM Eastern Time, e.g., by 8:45 AM to 9:00
AM Eastern Time, for example). This process, in turn, may
enable the Federal Reserve Bank to wire funds to the banks
and in turn to the security holder earlier than would otherwise
be possible.

[0027] Asillustrated in FIG. 3, a tri-party repo hybrid trans-
action service provider 310 may implement a system 315 for
processing, facilitating and/or managing tri-party repo hybrid
transactions for broker/dealer/sellers with buyer/investors.
[0028] The tri-party repo hybrid service provider 310 uti-
lizes a repo processing system 315 that includes and/or uti-
lizes various interfaces configured to receive and transmit
information from and to various parties involved in the tri-
party repo hybrid transaction process. Though not illustrated
in FIG. 3, it should be understood that the tri-party repo
hybrid processing system 315 includes one or more databases
and processors utilized to perform various operations in con-
nection with the practice of various embodiments, e.g., vari-
ous operations illustrated by the methods of FIGS. 4-8. As
such, the system 315 interacts with and utilizes the Fedwire
Securities Service 335 in association with the Federal
Reserve Bank 325 to perform various operations illustrated in
FIGS. 4-8

[0029] As illustrated in FIG. 4, in accordance with at least
one embodiment, the tri-party hybrid facilitation and process-
ing methodology may enable buyer/investors and broker/
dealer/sellers to transact in term, tri-party repos on a daily
basis. The buyer/investors may request to mature tri-party
repos with the broker/dealer/sellers and receive the invested
cash on or prior to a specified date, i.e., the payable date (the
date that the party is obliged to pay).

[0030] In accordance with at least one embodiment, the
hybrid tri-party repo transactions roll off on a specified date
prior to maturity, normally the business day prior to the pay-
able date, at which time the tri-party repo transaction
becomes a DVP repo transaction. In another embodiment,
however, this can take place on the date of maturity, rather
than prior to the date of maturity. As shown in FIG. 4, in one
embodiment the process begins at 400 and continues to the
specified date prior to maturity, on which the repo service
provider automatically initiates delivery of the collateral to
the buyer/investor’s Securities Account at the Federal
Reserve Bank (which account is administered by the repo
service provider), at 410, from the repo service provider’s
Securities Account.
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[0031] Control then proceeds to 420, at which the repo
service provider then, automatically, transfers the collateral
back to the repo service provider’s Securities Account at the
Federal Reserve Bank versus crediting by the repo service
provider of the buyer/investor’s account at the repo service
provider for the invested money. Control then proceeds to 430
at which the process ends. The buyer/investor may then use
the credits generated to fund its account at the Federal
Reserve Bank; whereas, the broker/dealer/seller may not be
impacted by the receipt and delivery of the collateral securi-
ties, as the transaction may be processed as a tri-party repo
transaction.

[0032] As a result, processing of tri-party hybrid repos
enables funding a buyer/investor’s Securities Account at the
Federal Reserve Bank early in the day (within minutes after
8:30 am Eastern Time) and, in turn, enabling the buyer/inves-
tor to fund the Federal Reserve Bank itself The funding of the
Federal Reserve Bank earlier in the day benefits the broker/
dealer/seller as well as the repo service provider by creating
cash liquidity in the marketplace.

[0033] As illustrated in FIG. 5, establishing a relationship
between the buyer/investor and the repo service provider to
process tri-party hybrid repo transactions begins at 500 and
necessarily involves a buyer/investor opening a Demand
Deposit Account (DDA) at the repo service provider to facili-
tate processing of tri-party repo transactions (510). Addition-
ally, the buyer/investor may also open a new Securities
Account (520) or use an existing account at the Federal
Reserve Bank to facilitate DVP repo transactions (530). Sub-
sequently, the buyer/investor may enter into tri-party repo
transactions, in the capacity of buyer/investor, with broker/
dealer/sellers with the intermediation of the repo service pro-
vider (540).

[0034] Trades may roll each day (increasing as additional
funds are received), with funds remaining on deposit at the
repo service provider in the buyer/investor’s DDA at the repo
service provider until a date prior to the payable date (such as
the day prior to the payable date) or on the payable date.
Collateral assigned to each tri-party repo transaction may be
available for view and download the next morning or on the
same day via information access systems and/or delivery
portals implemented by the repo service provider.

[0035] FIG. 6 illustrates various operations performed as
part of a buyer/investor entering into a tri-party hybrid repo
transaction with a broker/dealer/seller. As illustrated in FIG.
6, the process begins at 600, and the process continues to 610
at which a tri-party hybrid repo transaction is arranged with
one or more brokers/dealer/sellers via the repo service pro-
vider. The process then proceeds to 620, at which the funds
are wired by the buyer/investor into the buyer/investor’s
demand deposit account (DDA) at the repo service provider.
Subsequently, at 630, the repo service provider matches the
instructions from the buyer/investor and the broker/dealer/
seller. Subsequently, at 640, the collateral is allocated by the
repo service provider to the buyer/investor. At 650, the col-
lateral positions are reported to the buyer/investor (e.g., peri-
odically, for example, daily).

[0036] FIG. 7 illustrates, in further detail, various opera-
tions (illustrated in FIG. 4) performed either on or prior to
(e.g., the day before) a payable date, in accordance with at
least one embodiment, to enable a buyer/investor to receive
collateral in its Securities Account at a Federal Reserve Bank
free of payment associated with the receipt of that collateral
or against payment if the funds have been returned to the
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buyer/investor. The operations begin at 700; subsequently, at
710, the repo service provider allocates the broker/dealer/
seller’s collateral for transfer to the buyer/investor’s Securi-
ties Account. Subsequently, at 720, the repo service provider
transfers collateral positions free of payment or against pay-
ment if the funds have been returned to the buyer/investor via
the Fedwire Securities Service to the buyer/investor’s Secu-
rities Account utilizing an automated or semi-automated sys-
tem operated by the repo service provider. Thus, for example,
prior to the payable date, the collateral may be returned DVP
via the Fedwire Securities Service, as soon as the Service
opens (e.g., 8:30 a.m. Eastern time), generating credits in the
buyer/investor’s Securities Account. The repo service pro-
vider then handles all transactions that flow through buyer/
investor’s Securities Account.

[0037] Subsequently, or concurrently, at 730 the broker/
dealer/seller is paid out of the buyer/investor’s DDA at the
repo service provider utilizing an automated or semi-auto-
mated system operated by the repo service provider. Subse-
quently, the return of DVP collateral may appear as a tri-party
unwind (i.e., the unwinding of a matured tri-party repo) for
the broker/dealer/seller.

[0038] FIG. 8 illustrates various operations performed on
the payable date, in accordance with at least one embodiment,
to enable return of the collateral from the buyer/investor
versus payment to the broker/dealer/seller via the repo service
provider. Operations begin at 800 and process operations
proceed to 810 at which the instructions on the Fedwire
Securities Service for return of collateral versus payment is
set up by the repo service provider utilizing an automated
system. Subsequently, the process proceeds to 820, at which
collateral deliveries are made versus payment to broker/
dealer/sellers via the repo service provider at the opening of
the Fedwire Securities Service. As a result, at 830, credits
generated in the buyer/investor’s Securities Account may be
used to fund principal and interest.

[0039] FIG. 9 illustrates, in further detail, the operations
performed as part of a investor/buyer 900 entering into a
tri-party hybrid repo transaction with a broker/dealer/seller
930. The investor/buyer 900 instructs the transfer of funds
from the Federal Reserve Bank 910 via the Fedwire Security
System (“Fedwire”) to the investor/buyer purchaser account
920 at the repo service provider 960. The investor/buyer
purchaser account 920 is the investor/buyer’s account at the
repo service provider 960. Subsequently, or concurrently, the
dealer 930 sends instructions specifying the tri-party hybrid
repo transaction to the repo service provider 960. The repo
service provider 960 then matches the try-party hybrid repo
transaction instructions from the investor/buyer 900 and the
broker/dealer/seller 930. Subsequently, the repo service pro-
vider 960 allocates the collateral from the broker/dealer/sell-
er’s account 940 to the dealer/buyer tri-party account 950 at
the repo service provider 960 in accordance with the instruc-
tions. The tri-party account 950 may be an account in which
the securities are held by the repo service provider 960 on
behalf of the investor/buyer 900.

[0040] FIG. 10 illustrates a typical repo transaction, com-
monly used in the market, in which the collateral is returned
to the broker/dealer/seller account 940 and the funds are
returned to the investor/buyer purchaser account 920 at the
repo service provider in the morning during the term of the
repo.

[0041] FIG. 11 illustrates the various operations performed
at the end of each day during the term of a typical tri-party
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repo. The repo service provider 960 allocates collateral from
the broker/dealer/seller’s account 940 at the repo service pro-
vider 960 to a dealer/buyer tri-party account 950. The tri-
party account 950 may be an account in which the securities
are held by the repo service provider 960 on behalf of the
investor/buyer 900. The repo service provider 960 ensures
that the collateral matches the terms of the repo agreement
before approving a transfer of funds from the investor/buyer
purchaser account 920 at the repo service provider 960 to the
dealer account 940 at the repo service provider 960. Subse-
quently, the repo service provider 960 submits a report (e.g.,
collateral price file) listing the securities and their market
values to the investor/buyer 900.

[0042] FIG. 12 illustrates various operations of a tri-party
hybrid repo transaction performed on or prior to a payable
date (e.g., on the day prior to the maturity date), in accordance
with at least one embodiment, to enable a investor/buyer 900
to receive collateral in its securities account 1240 at the Fed-
eral Reserve Bank against payment.

[0043] A collateral management system 1200 of this dis-
closure may include a broker/dealer/seller account 940 at the
repo service provider, an investor/buyer purchaser account
920 at the repo service provider, a dealer/buyer tri-party
account 950 at the repo service provider, and a clone account
1210 at the repo service provider. The broker/dealer/seller
930 allocates collateral prior to the closing of Fedwire (e.g.,
before 3:30 pm Eastern Time). Typically in tri-party repo
transactions, collateral is allocated after the closing of the
Fedwire (e.g., after 3:30 pm Eastern Time). During allocation
of the collateral, the collateral is transferred from the broker/
dealer/seller account 940 at the repo service provider to the
dealer/buyer tri-party account 950 at the repo service pro-
vider. The dealer/buyer tri-party account 950 is typically an
account in which the collateral is held by a bank in the tri-
party repo on behalf of the investor/buyer 900. The repo
service provider then copies or “clones” the collateral into
another account 1210 at the repo service provider. Subse-
quently, the repo service provider returns the funds from the
investor/buyer purchaser account 920, which may include
tri-party aggregation and DDA, at the repo service provider to
the investor/buyer’s account 1240 at the Federal Reserve
Bank 910.

[0044] The collateral is then posted on a clearing system
into a repo service provider’s account 1230 owned by the repo
service provider at the Federal Reserve Bank 910. The clear-
ing system 1220 may include a investor/buyer securities
account 1240 owned by the investor/buyer 900 (which may be
administered by the repo service provider) and a repo service
provider’s account 1230 owned by the repo service provider.
The repo service provider then delivers the collateral against
payment via Fedwire to the investor/buyer securities account
1240 owned by the investor/buyer 900. The effect of this
operation is the transfer of securities via Fedwire from the
repo service provider’s account 1230 to the investor/buyer’s
securities account 1240 at the Federal Reserve Bank 910. The
ownership of the collateral changes to the investor/buyer. As
a result of the transfers in the clearing system 1220, the
tri-party repo becomes a DVP. The repo service provider
receives the funds in the repo service provider account 1230
at the Federal Reserve Bank 910, while the investor/buyer
receives the collateral in the investor/buyer securities account
1240 at the Federal Reserve Bank 910.

[0045] Subsequently, or concurrently, the repo service pro-
vider posts the funds received from the DVP into the investor/
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buyer’s purchaser account 920 at the repo service provider.
The repo service provider approves the transfer of funds from
the investor/buyer’s purchaser account 920 into the broker/
dealer/seller’s account 940 at the repo service provider. Sub-
sequently, the repo service provider submits a report (e.g.,
collateral price list) listing the securities used as collateral in
the transfers and their market values to the investor/buyer
900.

[0046] FIG. 13 illustrates various operations performed on
or prior to the payable date (e.g., on the maturity date), in
accordance with at least one embodiment, to enable return of
the collateral from the investor/buyer 900 versus payment to
the broker/dealer/seller 930 via the repo service provider
early in the morning when Fedwire opens (e.g., 8:30 am
Eastern Time). The repo service provider initiates the delivery
versus payment of the collateral from the investor/buyer’s
securities account 1240 owned by investor/buyer 900 at the
Federal Reserve Bank 910 to the repo service provider’s
account 1230 owned by the repo service provider at the Fed-
eral Reserve Bank 910. The funds are then credited to the
investor/buyer’s securities account 1240 at the Federal
Reserve Bank 910 via DVP. This transaction is a receive
versus payment, in which the repo service provider receives
the collateral and pays funds in its repo service provider
account at the Federal Reserve Bank in exchange for the
collateral. The return of DVP collateral may appear as a
tri-party unwind for the dealer/broker/seller 930, in which the
collateral is released from the investor/buyer’s securities
account 1240, the clone account 1210, and the dealer/buyer
tri-party account 950. Subsequently, the collateral is returned
from the dealer/buyer tri-party account 950 to the dealer/
broker/seller account 940 at the repo service provider. The
repo service provider then returns the funds from the dealer/
broker/seller account 940 to the investor/buyer purchaser
account 920 at the repo service provider. Subsequently, the
funds are debited from the investor/buyer purchaser account
920 at the repo service provider.

[0047] Aswill be appreciated by those skilled in the art, the
present disclosure provides several enhancements to repo
transaction processing. Embodiments of the present disclo-
sure enable improved timeliness in processing transactions
and funding various related accounts, which, in turn, leads to
increased liquidity in the market place. The inventive concept
as embodied in this disclosure also facilitates the processing
of DVP repo transactions for Investors who may not have the
degree of systems automation to initiate the transactions.
Rather, the Investor uses the processing capabilities of the
triparty service provider and updates its books and records
based on actual DVP transactions and download files pro-
vided by the triparty service provider.

[0048] Those skilled in the art will appreciate that the
embodiments described herein can be implemented using
computer, database, communications and programming tech-
nology, each of which implements hardware or software or
any combination thereof. Embodiments of this disclosure
may be implemented in the form of a computer program
product on a computer-readable storage medium having com-
puter-readable program code means embodied in any suitable
computer-readable storage medium, including hard disks,
CD-ROM, RAM, ROM, optical storage devices, magnetic
storage devices, and/or the like.

[0049] The methods/processes of this disclosure occurring
in the repo service provider collateral management system
1200 and the clearing system 1220, including the processes
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for converting a hybrid repo transaction into a DVP transac-
tion and transferring and returning collateral and funds, may
be implemented by computer program instructions that may
be loaded onto a general purpose computer, special purpose
computer, or other programmable data processing apparatus
implementing hardware and/or software to produce a
machine. The collateral management system 1200 and the
clearing system 1220 may be practiced in network computing
environments with various types of system configurations,
implementing hardware and/or software including personal
computers, hand-held devices, multi-processor systems,
micro-processor-based or programmable consumer electron-
ics, network PCS, minicomputers, mainframe computers, and
the like. Various embodiments may also be practiced in dis-
tributed computing environments where tasks (e.g., creating a
buyer/investor clone account 1210 for collateral, transferring
collateral into the dealer/buyer tri-party account 950) are
performed by local and remote processing devices that are
linked (either by hardwired links, wireless links, or by a
combination of hardwired or wireless links) through a com-
munications network. Furthermore, the clearing system 1220
may use Fedwire to transmit funds and collateral between the
investor/buyer securities account 1240 and the repo service
provider account 1230 at the Federal Reserve Bank 910.
Fedwire is a real-time gross settlement system owned and
operated by the Federal Reserve Bank 910 that enables par-
ticipants to make final payments in central bank money. Fed-
wire consists of a set of computer applications that route and
settle payment orders and is supported by a national commu-
nications network.

[0050] Furthermore, those skilled in the art will recognize
that any of a number of variations in the methods of sending
or receiving information (e.g., instructions specifying the
tri-party hybrid repo transaction) to or from the repo service
provider 960 could be used to implement the methods of the
various embodiments. For example, in a variation of the sys-
tems described above, instructions specifying a repo transac-
tion may be given by a investor/buyer 900 or broker/dealer/
seller 930 to the repo service provider 960 via network
connections (e.g., Internet, LAN, WAN), telecommunication
(e.g., telephone, ISDN, ADSL), other wire and wireless trans-
mission, or any other current or future acceptable communi-
cation facility and may further employ encryption over the
interface. The investor/buyer 900 or broker/dealer/seller 930
may use a general purpose computer, PDA, Blackberry, tele-
phone, or any other communication apparatus implementing
hardware and/or software to send instructions to the repo
service provider 960 and to receive information (e.g., collat-
eral price file) from the repo service provider 960.

[0051] Those skilled in the art will further appreciate that
the embodiments described herein are not limited to any
specific software package, operating system, communica-
tions network, protocol or computer hardware.

[0052] The foregoing disclosure of various embodiments
has been presented for purposes of illustration and descrip-
tion. Itis notintended to be exhaustive or to limit the inventive
concept to the precise forms disclosed. Many variations and
modifications of the embodiments described herein will be
apparent to one of ordinary skill in the art in light of the above
disclosure. The scope of the inventive concept is to be defined
only by the claims appended hereto, and by their equivalents.
[0053] Further, in describing representative embodiments
of this disclosure, the specification may have presented the
method and/or process of this disclosure as a particular
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sequence of steps. However, to the extent that the method or
process does not rely on the particular order of steps set forth
herein, the method or process should not be limited to the
particular sequence of steps described. As one of ordinary
skill in the art would appreciate, other sequences of steps may
be possible. Therefore, the particular order of the steps set
forth in the specification should not be construed as limita-
tions on the claims. In addition, the claims directed to the
method and/or process of this disclosure should not be limited
to the performance of their steps in the order written, and one
skilled in the art can readily appreciate that the sequences may
be varied and still remain within the spirit and scope of the
inventive concept described herein.

What is claimed is:

1. A system configured to provide a collateral management
service for tri-party hybrid repo transactions, the system com-
prising:

hardware and/or software for receiving, at a repo service

provider, instructions specifying a tri-party hybrid repo
transaction as well as a payable date for the tri-party
hybrid repo transaction;
hardware and/or software for transferring collateral that is
the subject of the tri-party hybrid repo transaction on or
prior to the payable date to a buyer/investor for the
tri-party hybrid repo transaction in the buyer/investor’s
Securities Account at the Federal Reserve Bank via the
Fedwire Securities Service and free of payment or ver-
sus payment; and
hardware and/or software for returning collateral on or
prior to the payable date to the broker/dealer/seller for
the tri-party hybrid repo transaction via the repo service
provider versus payment via the Fedwire Securities Ser-
vice.
2. The system of claim 1, wherein the means for transfer-
ring collateral to the buyer/investor free of payment further
comprises:
hardware and/or software for allocating the broker/dealer/
seller’s collateral for transfer to the buyer/investor’s
Securities Account;

hardware and/or software for transferring the collateral
positions via the Fedwire Securities Service to the
buyer/investor’s Securities Account at the Federal
Reserve Bank.

3. The system of claim 2, wherein, subsequent to the allo-
cation of the collateral to the buyer/investor, collateral posi-
tions are reported periodically to the buyer/investor.

4. The system of claim 1, wherein the means for returning
the collateral to the broker/dealer/seller further comprises
means for transferring the collateral back from the buyer/
investor’s Securities Account to the repo service provider’s
Securities Account versus crediting by the repo service pro-
vider of the transaction proceeds to the buyer/investor’s DDA
at the repo service provider.

5. The system of claim 1, wherein the broker/dealer/seller
is paid out of the buyer/investor’s demand deposit account
(DDA) at the repo service provider.

6. The system of claim 1, wherein, prior to the payable date
of the tri-party hybrid repo transaction, the tri-party repo
transaction becomes a delivery repo transaction.

7. The system of claim 1, wherein a demand deposit
account (DDA) is opened for the buyer/investor at the repo
service provider.
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8. The system of claim 1, wherein a Securities Account at
the Federal Reserve Bank is designated for facilitating deliv-
ery repo transactions for the buyer/investor.

9. The system of claim 1, further comprising at least one of
an information access system and a delivery portal imple-
mented by the repo service provider, wherein the collateral
that is the subject of each tri-party hybrid repo transaction is
available for view and download via the at least one of the
information access system and the delivery portal imple-
mented by the repo service provider.

10. The system of claim 1, wherein the means for receiving
instructions specifying a tri-party hybrid repo transaction
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further comprises means for matching instructions from the
buyer/investor and the broker/dealer/seller.

11. The system of claim 1, wherein return of the collateral
via delivery repo appear as a tri-party unwind for the broker/
dealer/seller.

12. The system of claim 1, wherein the buyer/investor for
the tri-party hybrid repo transaction receives the collateral
prior to the payable date and returns the collateral to the dealer
on the payable date.



