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~ce its inception, NSCC, as a participant driven organization which exists to service 
its members, has been committed to providing cost-effective trade processing and has 
operated essentially "at cost." Inherent in NSCC's providing services to participants is its 
commitment to carefully manage operating costs. 

1991 was an outstanding year for nearly all broker / dealers and for NSCC as well. 
Transaction related revenues were up 11 %; and total operating expenses were $79.9 million, 
a 1 % increase over last year. Expenses would have been down over 1990 actual, except for 
the variable related expenses due to a 21 % increase in transaction volume. Discounts re­
turned to participants were $16.7 million or 25% of discountable revenue. 

Average Daily Value of Transactions Settled (ill bill iolls) 
40 -------------------------------------------------------------------------------

32 

24 L-________________________________ ~~-----------------------------------------

16 L-__________________________ ~~-----------------------------------------------

8L-~~~~~~=-------------------------------------------
J 

82 83 84 85 86 87 88 89 90 91 

• Continuous Net Settlement • Balance Order, Mutual Funds & Other 

Average Daily Volume of Transactions Processed* (ill thollsmtds) 

300 ------------------------------------~------~~---------------------------------

:::t::; ~: ~ 1::~~ ----~~: _:;::::_:::;::;~ _;;;;;;;o=----~-_ 
82 83 84 85 86 87 88 89 90 91 

• NYSE & Amex • oTe Stocks & Bonds • Municipal Bonds, Mutual Funds & Other "Includes omnibus accounts 

Average Cost Per Transaction (ill dollars) 

.30 -------------------------------------------------------------------------------

. 24 ~ / ~ 

.18~~~~~----------------------------------------------~~~~ 

.
126 

.06 t:- ~------~ = 
I 
82 83 84 85 86 87 88 89 90 91 

• Trade Processing • Clearance Settlement • ACATS, Mutual Funds & Other Costs 

1 



2 

To Our Participants 

he decade of the '90s started off with 
renewed optimism and excitement, as U.s. 

financial markets rebounded with record 
growth in volume and profits. 

This positive trend signals renewed enthusiasm by 
the industry in getting back to the basics of selling equities, 
and refocusing efforts on cost containment and increasing 
processing efficiency. 

While this growth in market activity is expected to 
continue, the importance of streamlining and managing ex­
penses will not change. To be more competitive in a global 
environment, whether you're in financial services or manu­
facturing, businesses must effectively plan how they will 
operate in both a "bull" and ''bear'' market. 

A major commitment to better understand automa­
tion and how to use technology across all segments of the 
industry, is dramatically changing the business. Technology 
is not only bringing about efficiencies and standardization, 
it is enabling firms to decentralize their operating centers, 
flatten organizational structures and empower front line 
employees to make more decisions. 

Since its inception, NSCC has achieved much in 
providing safe, sound and efficient processing to create 
more certainty in the settlement of securities transactions in 
the U.S. 

We have developed huge capacities to process sig­
nificantly more business than we have today. The challenge 
in the '90s will be to maintain these capacity levels and pos­
sibly beyond - and yet work to make changes that are re­
sponsible, add value, improve quality and reduce our costs 
and those of member firms. 

The dynamic changes occurring in the industry 
over this next decade, will challenge us to fundamentally 
reexamine how we do business and build systems to sup­
port broader and changing requirements. It has been evi­
dent to many of us, that the time is right for this type of 
reexamination. 

NSCC has taken proactive steps with its develop­
ment of a Corporate Data model in planning for this future 
technology, reengineering the writing of software that is 
smarter, less costly and can be recycled to serve multiple 
purposes. In addition, NSCC is moving more rapidly up 
the technology curve in its acquisition of new hardware and 
software. 

The decade of change we have entered will also be 
characterized by an unparalleled commitment to provide 
value added service. 

At NSCC, responsiveness, quality and reliability 
have long been part of our culture and track record. But we 
must be willing to continue investing in the development of 
our people in order to maintain - and surpass - expecta­
tions of participants for excellence. 

Globalization in this decade will bring increased 
U.S. investment in non-U.S. securities. The launch of Global 

Clearing Network by ISCC, based on an alliance with 
Citibank, provides the U.S. broker/dealer community with 
a good foundation for centralized world-wide clearance 
and settlement of foreign securities. 

While opportunities in technology serve as a cata­
lyst for change, they also bring potential risks. The increas­
ing interdependencies among and across markets between 
broker / dealers and institutions, argues for markets around 
the world to coordinate information sharing and regulatory 
efforts to manage these risks - and grow and maintain in­
vestor confidence. 

NSCC provides leadership on many regulatory and 
trade group task forces concerned with clearance, settle­
ment and cross market issues. We have learned a good deal 
from these efforts, but realize there is much work ahead of 
us. 

Since November 1991, we have worked closely with 
the Bachmann Task Force which was chartered by the SEC 
to review proposed clearance and settlement recommenda­
tions, including those of the Group of Thirty that affect the 
U.S. The Task Force is currently looking at a range of issues 
toward achieving a safer and more efficient system. 

As we move into the '90s, it is apparent that the 
rapid pace of change is driving the industry far beyond 
what anyone envisioned just five years ago. NSCC looks 
forward, with SIAC, to the challenge of harmonizing tech­
nology and people in responding to this change. 

In the year 2000, we hope to look back on this peri­
od with confidence that we made the right choices - and 
served the industry well. 

In closing, we would like to thank our Board for 
their experienced guidance and support. The talent, exper­
tise and time they have given on your behalf has been in­
valuable. We would also like to express our appreciation to 
our members. And finally, to gratefully acknowledge the 
many positive contributions of our staff. At the end of the 
day, they truly do make the difference. 

Gates H. Hawn, Chairman of the Board 

!LJ m?-ifPty 
David M. Kelly, President and Chief Executive Officer 



Gates H. Hawn (right) 
Chairman of the Board 

David M. Kelly (left) 
President and Chief Executive Officer 
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SCC was created to reduce costs, manage risk 
and create efficiencies in clearing and settling NYSE, 

Amex and OTC marketplace trades. While the industry 
has experienced dramatic change since NSCC's inception, 

these guiding principles remain intact. 
In 1991, there was historic growth and record trading volumes in 

the marketplaces served by NSCC. 
The average daily volume of transactions cleared and settled for 

the NYSE, Amex and OTC marketplaces increased 21 percent last year, with 
over 516 thousand transactions. The average daily settled value of these 
trades has also climbed to $39 billion, up 20 percent since 1990. 

Our participants have likewise experienced significant growth in 
both the speed and value of trading activity. NSCC has kept abreast of rapid­
ly changing participant requirements by refining and enhancing its services. 

Many of these initiatives focus on ensuring the standardization, 
flow-through capabilities and cost-effectiveness of services to these markets. 

Examples this past year include the launching of two major re­
design efforts - the bond system and Fund/SERV - and expanded use of 
Networking to enhance communication between brokers and mutual funds 
on shareholder accounts. 

Internationally, the ability of U.S. brokers to settle securities over­
seas has also been made easier by NSCC's subsidiary, International Securities 
Clearing Corporation's (ISCC) launch of Global Clearing Network (GCN) 
with Citibank. 

Supporting the government securities market, Government Secu­
rities Clearing Corporation (GSCC), an affiliate of NSCC, has successfully 
made the transition from a startup to a mature operating company. 

GSCC netted a record number of transactions in 1991, with over 
68,000 trades processed on a single day and a value exceeding $26 billion. 
The number of GSCC participants continues to grow and now includes 
sixty-six members. 

A joint U.S. regulatory report issued after the close of the year, 
praised GSCC for bringing efficiency and reducing counterparty risk in the 
netting of government securities. 

The industry's growing focus on clearance and settlement issues 
has also resulted in NSCC taking a more active role both domestically and 
globally. 

During 1991, NSCC worked 
closely with regulatory task forces such 
as the Federal Reserve Payment and 
Settlement Committee and the SEC's 

~headlines contin­
ued to report positive trends 
throughout the year. Busi­
ness was back, stronger than 
ever in 1991. In spite of 
major world events, trading 
volume and stock prices in 
the U.S. rose dramatically 
after a downturn in the sec­
ond half of 1990. 



OCaw symbolized the 
continuing climb in market 
activity, even after the end of 
the year. Brokerage firms 
brought new energy to sell­
ing equities and streamlin­
ing their operations, 
attracting a major influx of 
investors and spurring 
companies to issue new 
securities. 

~ continues to serve 
the needs of a dynamic mar­
ketplace, with the average 
daily volume of transactions 
cleared and settled exceeding 
516 thousand transactions. 
The average daily settled 
value of these trades was in 
excess of $39 billion. NSCC 
provides leadership in sup­
port of marketplace reforms 
and industry efforts to en­
hance services and minimize 
costs. 
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Market Transaction Advisory Committee mandated by the Market Reform 
Act of 1990. In addition, NSCC participated on an American Bar Associa­
tion's Ad Hoc Committee to create uniform state law standards for transfer­
ring the ownership of securities. 

Serving on the U.s. Working Committee of the Group of Thirty 
Clearance and Settlement Project, NSCC contributed to discussions on book­
entry settlement, depository eligibility for all new corporate and municipal 
securities, same-day funds and the compression of the settlement cycle. 

NSCC and The Depository Trust Company (DTC) also formed a 
working group this past year to look at issues related to achieving a same­
day funds environment. A report outlining recommendations and their po­
tential impact is expected to be circulated to the Street for comment early in 
1992. 

On the international front, NSCC is participating in the Interna­
tional Organization of Securities Commissions' (IOSCO) task force efforts to 
create a blueprint for emerging markets consistent with Group of Thirty 
principles. 

People 

s a leading service organization supporting the clear-
ing and settlement needs of the brokerage community, 

a key element of our success is the people who drive 
NSCC. Their knowledge, skill and commitment to 

quality and excellence in everything they do, continues to 
distinguish the organization's fifteen-year track record. 

Many of NSCC's staff come from various sectors of the securities 
and financial services industry. They are among the best in their respective 
fields. 

Diverse experience is valued at NSCC, both in providing a broad­
er range of insights on industry trends and in fostering the communication 
that is so essential to our mission. 

NSCC Marketing Account Managers regularly reach out to over 
475 direct participants by telephone and periodic visits throughout the year. 
These discussions provide useful feedback on the effective delivery of NSCC 
products and services. 

In addition, the Account Managers solicit ideas that may help 
member firms in their management of day-to-day operations. For example, a 
growing trend in 1991 involved responding to requests by firms for training 
seminars to educate key operations people, and in some instances sales staff, 
on different aspects of clearance and settlement. 

Our Operations staff is responsible, both directly and through our 
facilities manager, SIAC, for the timely and accurate delivery of services to 
participants. In addition to managing NSCC's day-to-day working relation­
ships with other clearing corporations and depositories, Operations profes­
sionals direct the support provided by our 11 regional branch offices, our 
stock list activities and our quality assurance efforts. 

Having a physical presence in major financial centers is important 
in linking NSCC support with participants located across the country. Staff 
members at our branch offices working closely with Operations in New 
York, provide an additional level of personalized service to regional firms. 

Techniques used by NSCC for maintaining high levels of quality 
service are not new. But at NSCC, these techniques are applied consistently 
over time to ensure that we are both quality driven and participant driven. 

Advisory groups are regularly used by our people in Planning to 

~ornerstone of ISCC's 
success has been building 
strong relationships and pro­
moting an exchange of infor­
mation with representatives 
in overseas markets. Mary 
Ann Callahan, Vice Presi­
dent and Director of Devel­
opment (center) meets with 
Sandra Bleich, Director, 
Standards & Education, 
Society for Worldwide Inter­
bank Financial Telecommu­
nication S.c. (S. W.I.F.T.), 
Brussels, Belgium (lejt), and 
R. Ian Danic, Relationship 
Manager at S. W.I.F. T. in 
New York. 



~sMarketing 
Department plays a key role 
in meeting with senior execu­
tives at member firms on the 
development and introduction 
of new products and services. 
Account Managers provide 
guidance and support - from 
formal instruction to answer­
ing routine questions. (Second 
row, from left: Kevin Maloney 
and John Vrettos, NSCC Vice 
Presidents of Marketing; 
Michael Molloy, VP of Mar­
keting, with Fred Enriquez, 
VP, Global Equity Group, 
Merrill Lynch, Pierce, Fenner 
& Smith, Inc.; David Warren, 
Director of Marketing; Neil 
Outcau/t, VP of Marketing 
and George Minnig, Manag­
ing Director, Pershing Divi­
sion of Donaldson, Lufkin and 
Jenrette Securities Corp.). 

a people share an un­
compromising commitment 
to quality. We regularly 
reach out to our participants; 
gauging their satisfaction, 
listening to new ideas, ana­
lyzing current trends and 
enhancing our services. 
(Above, from left: Lisa 
Siebold, Operations Analyst 
and Gerhard Krobisch, Di­
rector of Operations; Giulia 
Fitzpatrick, Director of Risk 
Management; and Ed Fan­
ning, Director of Marketing 
with William Conroy, 
VP Operations, Titus and 
Donnelly Inc.). 

7 



8 

~'s automated Mu­
nicipal Bond Comparison 
System processed approxi­
mately 250,000 Syndicate 
Takedown transactions in 
1991 to allow for the inter­
dealer distribution of $168 
billion of municipal bonds. 
While this activity is only a 
small percentage of total mu­
nicipal bond transactions 
processed, it examples the 
importance of NSCC's high 
quality, high volume pro­
cessing to the industry. 



~ international capi­
tal markets are providing in­
vestors with exciting oppor­
tunities. The complexities of 
settling global transactions, 
however, have frequently 
discouraged investors from 
taking full advantage of this 
international potential. The 
launch of ISCC s Global 
Clearing Network (GCN) for 
the first time, provides U.S. 
brokers with an efficient, 
cost-effective cross border 
clearing system. (From left: 
Sean Delap, ISCC Director 
of Marketing reviews GCN 
with David Sanger, Associate 
Director, Bear Stearns & Co., 
Inc.). 
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~'s team approach 
in introducing new prod­
ucts, offers participants the 
hands-on expertise and per­
sonalized service required. In 
addition, NSCC regularly 
stays in close contact with 
participants to answer ques­
tions and resolve problems. 
(From left: Ellen Mullooly, 
NSCC Marketing Analyst, 
and Mark Medvin, Senior 
Data Communications Ana­
lyst, review PC Platform's 
ACATS application with 
Thomas Clancy, Assistant 
Vice President, Department 
Manager, Dean Witter 
Reynolds Inc.). 

help guide the development of new products and services, collaborate on in­
novative technology strategies and build consensus on industry wide issues. 

As ISCC works closely with peer organizations in other countries, 
participants benefit directly by gaining reliable, often unique, insights into 
those markets and interpretation of trends affecting them. This knowledge 
also enhances ISCC's effectiveness in developing products and services, like 
Global Clearing Network, that support U.S. broker/dealers trading overseas. 

In addition, representatives from foreign exchanges and broker­
age firms in more than 30 markets visited ISCC in 1991. These meetings pro­
mote a positive exchange of information on changes occurring in financial 
markets and build strong relationships. 

The people of ISCC have pioneered these cross-cultural relation­
ships over the past six years, and serve as a versatile resource to help spur 
growth in global markets. 

Prod ucts and Services 

roviding standardization, reliability and cost-efficient 
products and services is a continuing goal of NSCC. 
Achieving this goal requires an aggressive ongoing ef­

fort to understand evolving and dynamic forces affect­
ing the marketplace, both domestically and globally. 

In 1991, product enhancements and development efforts reflected 
current trends to compress the clearance and settlement process. Additional 
initiatives were also implemented to help participants streamline their pro­
cessing of securities transactions. 

Changes to the Continuous Net Settlement (CNS) system in 1991, 
address an industry need to keep securities undergoing tender and exchange 
offers in CNS, thereby reducing participants' liability and decreasing physi­
cal deliveries and depository movements. 

An extensive training program including seminars, video presen­
tations and a new user manual, was offered by NSCC to educate participants 
on the procedures and benefits of the revised system. 

PC Platform became fully operational this past year, providing ac­
cess to NSCC's services through personal computers. Applications are now 
available on PC Platform for ACATS, RECAPS, Bonds, CNS, DC Cage and 
Correspondent Clearing, with additional ones planned for this year. 

Fund/SERV continues to promote centralization, better control 
and efficiency in mutual funds processing. During 1991, nearly four million 
orders were processed for 188 participants, a 25 percent increase over the 
prior year. 

NSCC continued its effort to redesign Fund/SERV, working with 
a user committee consisting of funds, brokers and service bureaus. The re­
designed system will process additional mutual funds products and allow 
for both next-day and same-day funds. 

And last year, nearly two million subaccounts were supported by 
Networking, NSCC's cost-effective communications pipeline for standardiz­
ing and speeding the flow of data between brokers and mutual funds. 

Moving the bond industry closer to T comparison and further re­
ducing uncertainty in the market are key objectives of an effort underway to 
enhance the bond system. The new system called the Fixed Income Transac­
tion System (FITS), will process municipal bonds, corporate bonds and Unit 
Investment Trusts. 

Prime Broker activity soared in 1991, after NSCC and DTC 
reestablished the processing link between the Institutional Delivery (ID) and 
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CNS systems. More than one half million transactions were processed with a 
value of $100 billion, and participants using the link more than doubled. 

ISCC's roll-out of the Global Clearing Network (GCN), represents 
a significant step for the industry. This single communications access prod­
uct, achieved through a cooperative venture with Citibank, opens a new 
gateway for U.S. brokers trading in global markets. GCN improves global 
investors' ability to move quickly into markets, issue instructions and re­
ceive reports in consistent formats, regardless of country, and to lower trans­
action costs based on cumulative economies of scale. 

Planning for Technology 

ver the past 15 years, NSCC has built a solid reputation for 
responsiveness to industry needs. As a neutral third party pro­

cessor of high volume transactions, NSCC is increasingly 
being viewed as a natural choice for helping develop industry­

wide technology solutions. 
This trend became more apparent in 1991, as NSCC guided the 

roll-out of the Securities Clearing Group (SCG) database and initiated dis­
cussions on the concept of a Shared Data Communications Network. 

NSCC chaired the SCG's effort to develop a database that allows 
all registered clearing agencies to access multi-clearing corporation activity 
of dual members. The net result of this initiative is better risk monitoring 
and protection through coordinated information sharing. 

Since April, the database has been operational and clearing corpo­
rations are active users. Individual clearing organizations can only access in­
formation that is germane to their members. It is anticipated that additional 
clearing corporations will be linked in 1992, including the futures clearing 
houses. 

Working with a subcommittee of the SIA's Telecommunications 
and Information Management Committee, NSCC has been an early propo­
nent of developing a telecommunications platform for the industry. This 
shared data communications network would eliminate the need for each 
member firm to maintain multiple separate lines with exchanges 
and clearing organizations. 

During 1991, the SIA's Telecommunications subcommit­
tee focused on the technical feasibility and concerns related to the 
merits of building this shared data network. 

NSCC conducts the analysis and planning that effective­
ly defines industry needs and, through technology, delivers the 
functionality required in the most efficient manner. 

Significant time and resources were committed in 1991 on 
technology tools that will strengthen NSCC's planning and product de­
velopment process. For participants, this means NSCC will have a faster, 
more cost-effective method of delivering products and services. 

NSCC completed building a Corporate Data Model, which repre­
sents one of the most important innovations in the company's history. 

This Corporate Data Model is an integral step in building an ar­
chitecture for the development of systems, and as a result will eliminate re­
dundancies and lessen programming efforts and costs. 

Major progress was also made in 1991 on upgrading our disaster 
recovery plan with the completion and testing of a second operating site at 
SIAC's new MetroTech complex in Brooklyn. The second site will be fully 
functional in mid-I992, and will minimize the effect of a disaster on our 
communications and data processing capabilities. 

10 

(J:mPlianCe and Risk Man­
agement is directly involved 
in the planning and develop­
ment of NSCC systems and 
the assessment of risk associ­
ated with the clearing and 
settling of trades. (Above left: 
Ronald Noldon, Director of 
Planning, Evelyn Marks, 
Compliance Analyst and 
William Thomas, Vice Presi­
dent/Director of Compliance 
and Membership). 

~ supports a vast 
data communications net­
work where participants 
send and receive information 
across the U.S . and overseas 
via thousands of proprietary 
links. NSCC evaluates and 
recommends changes in 
telecommunications capacity 
to ensure the efficient, reli­
able flow of information. 



~ continued develop­
ing an innovative model of 
our business functions and 
data requirements, which in 
the future will help reduce 
costs and speed the design of 
new systems. (Right: 
Dwight Arthur, Vice Presi­
dent/Director of Planning 

reviews sections of the data 
model with Claire Frankel, 
Director; Macrina DiGrego­
rio and Gary Apruzzese, 
Senior Planning Project 
Managers and Randy 
Solomon, Project Manager). 
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Board of Directors 

~C's Board of Directors plays an integral role in policy development and the establish­
ment of corporate objectives, financial management and operational planning at NSCC and 
ISCC. Through its professional expertise in executive, financial and corporate management, 
the Board, in 1991, continued to provide NSCC with guidance and direction. 

12 

The Board of Directors is made up of 18 members; 14 Participant Directors elected 
from participating brokers, dealers and banks, NSCC's President & CEO, and three Share­
holder Directors. 

GSCC's separate IS-member Board of Directors represents participants in GSCC, a 
full-service clearing corporation, providing automated comparison and netting services for 
next-day and forward-settling transactions in Treasury Bills, Bonds, Notes and non-mortgage 
backed Agency securities. Twelve members of the Board of Directors are Participant Share­
holder Directors representing six dealers, three brokers and three clearing agent banks. Addi­
tional members include two NSCC Designated Directors and the President of GSCc. 



NSCC and ISCC Board of Directors 

Mr. George F. (Rick) Adam, Jr. 
Partner, 
Goldman, Sachs & Company 

Mr. Carlos A. Salvatori 
Vice President, 
Division Executive, 
Worldwide Securities Services 
Citibank, N.A. 

Mr. Darryl L. Pope 
Principal, Operations, 
Edward D. Jones & Co. 

Mr. George C. McNamee 
Chairman, 
First Albany Corporation 

Mr. C. Richard Justice 
Executive Vice President, 
National Association of 
Securities Dealers, Inc. 

Mr. Gates H. Hawn 
Chairman of the Board, 
National Securities 
Clearing Corporation, 
Chief Operating Officer, 
Pershing Division of 
Donaldson, Lufkin & Jenrette 
Securities Corporation 

Mr. David M. Kelly 
President and CEO, 
National Securities 
Clearing Corporation, 
Chairman of the Board, 
International Securities 
Clearing Corporation 

Mr. Howard A. Shallcross 
Senior Vice President, 
Merrill Lynch Equity Markets, 
Professional Securities 
Services Group 

Mr. Walter F. Siebecker 
Executive Vice President and 
Chief Operations Officer, 
Smith Barney, Harris 
Upham & Co. Incorporated 

Ms. Catherine R. Kinney 
Executive Vice President, 
New York Stock Exchange, Inc. 

Mr. Raymond E. Woolridge 
President and COO, 
Southwest Securities, 
Incorporated 

Mr. Bruce E. Geismar 
Senior Managing Director, 
Bear, Stearns & Co. Inc. 

Mr. Robert H. Benmosche 
Executive Vice President, 
Director of Operations, 
Systems and Administrative 
Services, 
PaineWebber Incorporated 

Mr. Joseph Anastasio 
Managing Director, 
Salomon Brothers Inc. 

Mr. David W. Niemiec 
Vice Chairman, 
Dillon, Read & Co. Inc. 

Mr. Douglas J. Engmann 
President, 
Sage Clearing Corporation 

Mr. Marshall N. Carter 
President and CEO, 
State Street Bank & 
Trust Company 
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Mr. M. Andrew Threadgold 
Managing Director, 
J.P. Morgan Securities, Inc. 

Mr. David M. Kelly 
President and CEO, 
National Securities 
Clearing Corporation 

Mr. John G. Macfarlane III 
Managing Director and Treasurer, 
Salomon Brothers Inc. 

Mr. Kurt D. Woetzel 
Vice President and Division Head, 
The Bank of New York 

Mr. Bruce R. Lakefield* 
Chairman of the Board, 
Government Securities 
Clearing Corporation, 
Managing Director, 
Lehman Government 
Securities, Inc. 

Mr. Charles A. Moran 
President, 
Government Securities 
Clearing Corporation 

Mr. Kenneth J. Halpin 
Senior Vice President and 
Treasurer, 
Discount Corporation of 
New York 

Mr. Thomas J. Basile 
Executive Managing Director, 
Administration and Operations, 
Carroll McEntee & McGinley 
Incorporated 

Mr. John M. Gavin, Jr. 
Chief Financial Officer, 
RMJ Securities Corporation 

Mr. Allen B. Clark 
Vice President, 
Manufacturers Hanover 
Trust Company 

*Not pictured 

Mr. James P. Mahoney 
Principal, 
Morgan Stanley & Co. 
Incorporated 

Mr. Frank D. Cuoco, Jr. 
Executive Vice President, 
Garban Ltd. 

Mr. Sal Ricca 
President, 
Security Pacific 
National Trust Company 

Mr. Arthur L. Thomas 
Senior Vice President, 
Director, 
Merrill Lynch 

Mr. Joseph A. Malvasio 
Executive Vice President, 
Cantor Fitzgerald 
Securities Corp. 



Consolidated Balance Sheet 

December 31, 

Assets 

Current assets: 

Cash and cash equivalents 

Short-term U.S. Treasury securities 

Accounts receivable 

Settlement accounts receivable 

Other current assets 

Total current assets 

Clearing fund 

Fixed assets, less accumulated depreciation of 

$3,229 and $2,727 at December 31, 1991 

and 1990, respectively 

Deposits and other noncurrent assets 

Total assets 

Liabilities and Shareholders' Equity 

Current liabilities: 

Accounts payable 

Settlement accounts payable 

Other current liabilities 

Total current liabilities 

Clearing fund: 

Participants' cash deposits 

Other participant deposits 

Commitments and contingent liabilities (Note 7) 

Shareholders' equity: 

Common stock authorized, issued and outstanding; 

30,000 shares of $.50 par value 

Capital in excess of par 

Retained earnings 

Total liabilities and shareholders' equity 

The accompanying notes are an integral part of this statement. 

National Securities Clearing Corporation 

1991 1990 

(in thousands) 

$201,913 $ 57,052 

48,906 125,557 

6,084 5,004 

2,153 1A33 

479 413 

259,535 189A59 

212,534 190,962 

$ 10,231 $ 8,189 

94,148 63,159 

7,003 4,820 

111,382 76,168 

141,839 108,633 

212,534 190,962 

354,)73 299,595 

15 15 

885 885 

15,100 13,100 

16,000 14,000 

$481,755 $389,763 
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For the year ended December 31, 

Revenues: 

Revenue from clearing services 

Discounts to participants 

Net revenue from clearing services 

Interest income 

Total revenues 

Expenses: 

Securities Industry Automation 

Corporation processing expenses 

The Depository Trust Company fees 

General and administrative 

Total expenses 

Income before income taxes 

Provision for income taxes 

Net income 

Retained earnings, beginning of year 

Retained earnings, end of year 

The accompanying notes are an integral part of this statement. 

1991 1990 

(in thousands) 

$95,589 $90A45 
16,671 15,727 

78,918 74,718 

4,007 5,771 

82,925 80A89 

46,}64 44,291 

12,684 15,268 

20,853 19,206 

79,901 78,765 

3,024 1,724 

1,024 724 

2,000 1,000 

13,100 12,100 

$15,100 $13,100 



Consolidated Statement of Cash Flows 

For the year ended December 31, 

Cash flows from operating activities: 

Net income 

Adjustments to reconcile net income to net cash 

provided by operating activities: 

Depreciation and amortization 

Changes in operating assets and liabilities: 

(Increase) decrease in accounts receivable 

(Increase) decrease in settlement accounts receivable 

(Increase) decrease in other current assets 

Decrease in deposits and other noncurrent assets 

Increase in accounts payable 

Increase in settlement accounts payable 

Increase (decrease) in other current liabilities 

Increase in clearing fund participants' cash deposits 

Net cash provided by operating activities 

Cash flows from financing and investing activities: 

Decrease (increase) in short-term U.S. Treasury securities 

Purchases of fixed assets 

Redemption of notes payable 

Net cash provided (used) by 

financing and investing activities 

Net increase in cash and cash equivalents 

Cash and cash equivalents, beginning of year 

Cash and cash equivalents, end of year 

Supplementary disclosures: 

Income taxes paid 

Interest paid 

The accompanying notes are an integral part of this statement. 

National Securities Clearing Corporation 

(in thousands) 

$ 2,000 $ 1,000 

502 378 

(1,080) 168 

(720) 741 
(66) 39 

509 247 

2,042 2,136 

30,989 12A0 3 

2,183 (723) 

33,206 34,584 

69,565 50873 

76,651 (36,807) 

(1,)55) (923) 

(3,250) 

75,296 (40,980) 

144,861 9,993 

57,052 47,059 

$201,913 $ 57,052 

$ 684 $ 1,)44 

439 
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Notes to Consolidated Financial Statements National Securities Clearing Corporation 

Organizations and Operations: 

--1f National Securities Clearing Corporation (NSCC), a 

I clearing agency registered with the Securities and Ex­

change Commission (SEC), provides various services to the 

financial community, consisting principally of securities trade 

comparison, clearance and settlement. NSCC's common stock 

is owned equally by the New York Stock Exchange, Inc. 

(NYSE), American Stock Exchange, Inc. (Amex) and the Na­

tional Association of Securities Dealers, Inc. (NASD). 

NSCC has an independent user Board of Directors which 

determines the amount of net earnings to be retained in a giv­

en year, having due regard to current and anticipated needs. 

NSCC has not historically declared dividends to shareholders, 

but has provided discounts on its billings to participants. 

Summary of Significant Accounting Policies: 

2 Principles of consolidation: The consolidated financial 

statements include the accounts of NSCC and its whol­

ly-owned subsidiary, International Securities Clearing Corpo­

ration (ISCC). Intercompany accounts and transactions are 

eliminated in consolidation. 

NSCC accounts for its investment in Government Securi­

ties Clearing Corporation (GSCC) using the equity method of 

accounting. NSCC's ownership interest in GSCC was approxi­

mately 18% at December 31, 1991 and 1990. 
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Cash equivalents: NSCC invests funds in overnight reverse 

repurchase agreements, which are considered cash equiva­

lents. Such agreements provide for NSCC's delivery of cash in 

exchange for securities having a market value of at least 102% 

of the amount of the agreement. An independent custodian 

designated by NSCC takes possession of the securities. Invest­

ments under reverse repurchase agreements which are record­

ed at the contract amounts totaled $170,000,000 and 

$50,000,000 at December 31, 1991 and 1990, respectively. At 

December 31,1991, the counterparties to these agreements 

were four financial institutions. 

An overnight investment in the commercial paper of a 

major U.S. bank holding company totaling $11,601,000 is also 

included in cash equivalents at December 31,1991. 

Short-term u.S. Treasury securities: U.S. Treasury securities 

held, which mature in less than one year, are carried at cost ad­

justed for accretion of discounts. Such carrying value approxi­

mates market. At December 31,1991 and 1990, $43,444,000 and 

$54,190,000, respectively, of such securities were held in an ac­

count for the exclusive benefit of participants to facilitate par­

ticipants' compliance with customer segregation rules of the 

SEC. 

Settlement accounts: Settlement accounts receivable and 

payable arise from time lags, primarily one-day, in the settle­

ment process with participants and other registered clearing 

agencies. 

Income taxes: Provision is made for deferred income taxes 

applicable to revenues and expenses reported in the financial 

statements in periods which differ from those in which they 

are subject to taxation. 

Participants' Clearing Fund Deposits: 

.9 NSCC's rules require certain participants to maintain 

~ minimum clearing fund deposits based on calculated 

requirements. These requirements are recorded in NSCC's bal­

ance sheet. The consolidated clearing fund balance includes 

NSCC and ISCC clearing funds, which are available to secure 

participants' obligations and certain liabilities of NSCC and 



ISCC, should they occur. A summary of the deposits held in­

cluding deposits in excess of calculated requirements at De­

cember 31,1991 and 1990 follows: 

Cash 

Securities issued or guaranteed 

by the U.S. Government, its 

states and their political 

subdivisions, at market 

Letters of credit issued by 

authorized banks 

101,913,000 105A43,000 

Throughout 1991, NSCC had a $200,000,000 committed 

line of credit agreement with a major U.S. bank collateralized 

by clearing fund deposits. This line was not used. 

Transactions with Related Parties: 

4 SIAC: Under the terms of an agreement, the Securities 

Industry Automation Corporation (SIAC), an entity 

owned by NYSE and Amex, provides computer facilities, per­

sonnel and services in support of NSCC's operations. SIAC 

charges NSCC for these services based on its direct and over­

head costs arising from providing such services. The agree­

ment has no expiration date and continues in effect unless 

prior written notice of cancellation is given by either party. 

Amounts payable to SIAC at December 31,1991 and 1990 were 

$6,162,000 and $4,269,000, respectively. 

During part of 1991 and all of 1990, NSCC sublet a por­

tion of its office space to SIAe. Rental payments received from 

SIAC amounted to $425,606 in 1991 and $1A42,000 in 1990. 

DTC: NYSE, Amex and NASD own minority interests in 

The Depository Trust Company (DTC), whose facilities are 

used by NSCe. DTC fees in 1991 and 1990 included $8,539,000 

and $11,234,000, respectively, relating to charges for NSCC 

participants which NSCC sponsors at DTe. Such amounts are 

rebilled to the related participants and are included in rev­

enues from clearing services. Amounts payable to DTC at De­

cember 31,1991 and 1990 were $388,000 and $338,000, respec­

tively. In addition, NSCC rented certain office space from DTe. 

Rental payments amounted to $66,000 in 1991 and $795,000 in 

1990. 

NYSE, Amex, and NASD: NSCC collects certain regulatory 

fees on behalf of NYSE, Amex and NASD. At December 31, 

1991, $1,876,268 and $377,214 were payable to the NYSE and 

Amex, respectively. No amounts were payable to the NASD at 

December 31, 1991 or the NYSE, Amex and NASD at Decem­

ber 31,1990. 

GSCC: NSCC has entered into an agreement with GSCC 

to provide various computer and other support services and 

office facilities. Charges under this agreement are based on a 

determination of NSCC's cost of providing these services. The 

agreement expires in 1993; however, it will continue in effect 

unless notice of cancellation is given by either party. Charges 

under this agreement amounted to $4,214,000 in 1991 and 

$4,756,000 in 1990. NSCC's expenses are presented net of these 

charges. At December 31,1991 and 1990, receivables from 

GSCC amounted to $507,000 and $495,000, respectively. 

GSCC's excess cash may be aggregated with funds held 

by NSCC for investment purposes. At December 31,1991 and 

1990, accounts payable includes $2,683,000 and $1,198,000, re­

spectively, representing NSCC's obligation to GSCC for such 

funds. 

Income Taxes: 

~ NSCC and ISCC file consolidated Federal, combined 

U New York State and combined New York City income 

tax returns. NSCC's effective tax rate for 1991 approximated 

the Federal statutory tax rate. The difference between NSCC's 

42% effective tax rate for the year ended December 31,1990 

and the 34% Federal statutory tax rate is primarily attributable 

to a decline in the carrying value of the equity investment in 

GSCC which was excluded from the determination of income 

taxes. 
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Notes to Consolidated Financial Statements 
(continued) 

Statement of Financial Accounting Standards (SFAS) No. 

109, Accounting for Incomes Taxes, was issued in February 1992. 

This statement mandates the liability method for computing 

deferred income taxes. NSCC intends to adopt SFAS 109 when 

adoption becomes mandatory in 1993. Adoption of this State­

ment is not expected to have a significant effect on NSCC's 

financial position or results of operations. 

Pension Plan: 

£""lNSCC has a trusteed noncontributory defined benefit 

U pension plan covering substantially all employees. 

Benefits under this plan are based on employees' years of ser­

vice and compensation during the years immediately preced­

ing retirement. NSCC's funding policy is to make contribu­

tions under the plan that meet or exceed the minimum 

funding standards under the Employee Retirement Income Se­

curity Act of 1974 and the Internal Revenue Code of 1986, as 

amended. NSCC also has a noncontributory supplemental ex­

ecutive retirement plan (SERP) which provides for certain 

benefits to identified executives of NSCC upon retirement. 

NSCC's funding policy with regard to the SERP is to fund 

benefits accruing to employees meeting certain requirements 

of the SERP. Aggregate pension costs for 1991 and 1990 for 

both plans follow: 

1991 1990 

Service cost $641,895 $700,}14 
Interest cost 366,522 362,730 

Actual return on plan assets (859,0)6) (108,276) 

Net amortization and deferral 511'}73 (109,841) 

Total pension cost $660,754 $844827 
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The funded status of the plans at December 31,1991 and 

1990 follows: 

1991 1990 

Actuarial present value of 

benefit obligations: 

Vested benefit obligations ($2A48,942) ($1,855,770) 
Nonvested benefit obligations (595,739) (421,624) 

Accumulated benefit obligations (3,044,681) (2,277,}94) 
Effect of salary projections (2,206,746) (2,768,546) 

Projected benefit obligations (5,25 1A 27) (5,045840) 
Fair value of plan assets 5,098A 64 4,112A18 

Plan assets less than 

projected benefit obligations (152,963) (933,522) 
Unrecognized net gain (1,215,104) (299,203) 
Unrecognized prior service cost (35,100) (57,810) 
Unrecognized transitional liability 299,180 32.9,°98 

Accrued pension cost ($1,103,987) ($ 961A37) 

The expected rate of return on plan assets was 8% in 1991 

and 1990. The discount rate and rate of increase in future com-. 

pensation levels used in determining the actuarial present val­

ue of accumulated benefit obligations were 8.25% and 6%, re~ 

spectively, in 1991 and 8.75% and 8%, respectively, in 1990. 

Commitments and Contingent Liabilities: 

~The Continuous Net Settlement (CNS) system inter­

./ poses NSCC between participants in securities clearance 

and settlement. CNS transactions are guaranteed as of mid­

night on the day they are reported to the membership as com­

pared. The failure of participants to deliver securities to NSCC 

on settlement date, and the corresponding failure of NSCC to 

redeliver the securities, results in open positions. Open posi­

tions are marked-to-market daily. Such marks are debited or 

credited to the involved participants through the settlement 

process. At the close of business on December 31, 1991, open 

positions due NSCC approximated $58o'}59,o00 ($843,803,000 

at December 31,1990), and open positions due by NSCC to 

participants approximated $342'}50,000 ($514,837,000 at De­

cember 31,1990) for unsettled positions and $238,009,000 

($328,966,000 at December 31,1990) for securities borrowed 

through NSCC's Stock Borrow Program. 



In connection with an agreement that ISee has with the 

London Stock Exchange (LSE), ISee has guaranteed the set­

tlement obligations of ISeC's members at LSE and corre­

spondingly, NSee has guaranteed ISeC's obligations to LSE. 

ISeC's members collateralize such obligations by depositing 

clearing fund amounts with ISee as required pursuant to the 

Isee Member's Agreement. 

NSee is contingently liable for the cancellation of cer­

tain SIAe office and equipment leases which expire through 

December 31, 2003. At December 31,1991, the aggregate con­

tingent commitment of NSee totals approximately 

$53,000,000. In accordance with the agreement between 

Nsee and Gsee (see Note 4), $832,000 of these contingent li­

abilities are passed through to GSCc. 

Net rental expense amounted to $2,509,000 and 

$2,100,000, in 1991 and 1990, respectively. At December 31, 

1991, future minimum rental payments under all noncan­

cellable operating leases follow: 

Year 

1992 

1993 

1994 

1995 

. 1996 

i997 and thereafter 

Total minimum annual rental payments 

Amount 

$2,897,000 

3,016,000 

3,217,000 

3A53,000 

3,693,000 

1,258,000 

Off-Balance-Sheet Risk and Concentrations of Credit Risk: 

.n In the normal course of business, NSee guarantees 

U certain obligations of its participants under specified 

circumstances (see Note 7). If a participant fails to fulfill its 

obligations, NSCC could be exposed to credit risk in amounts 

in excess of that recorded in NSeC's settlement accounts re­

ceivable and payable. 

NSCC mitigates its exposure to credit risk by requiring 

participants to meet NSee established financial standards 

for membership, monitoring compliance with other financial 

standards established by NSCC and requiring participants to 

provide clearing fund deposits in the form of cash, mar­

ketable securities or letters of credit (see Note 3). 

If a participant fails to fulfill its settlement obligations 

with NSee and NSCC ceases to act on behalf of the partici­

pant, Nsee would liquidate that participant's guaranteed se­

curity delivery and receipt obligations and apply the clearing 

fund deposit received to satisfy any net outstanding obliga­

tion and/ or loss. In the event that a deficiency still exists, 

NSee is required to apply against the deficiency at least 25% 

of its retained earnings or such greater amount to be deter­

mined by the Board of Directors. NSCe may assess the bal­

ance needed on a pro-rata basis to the remaining participants 

based upon their required clearing fund deposits . 

As discussed in Note 1, NSCC provides various services 

to members of the financial community who participate in se­

curities trade comparison, clearance and settlement. As such, 

NSee has a significant group concentration of credit risk 

since its participants may be impacted by economic condi­

tions affecting the securities industry. 

21 



Report of Independent Accountants 

Price 11Uterhouse • 

To the Board of Directors and Shareholders of National 

Securities Clearing Corporation 

In our opinion, the accompanying consolidated balance sheets 

and the related consolidated statements of income and re­

tained earnings and of cash flows present fairly, in all material 

respects, the financial position of National Securities Clearing 

Corporation and its subsidiary at December 31,1991 and 1990, 

and the results of their operations and their cash flows for the 

years then ended in conformity with generally accepted ac­

counting principles. These financial statements are the respon­

sibility of the Company's management; our responsibility is to 

express an opinion on these financial statements based on our 

audits. We conducted our audits of these statements in accor­

dance with generally accepted auditing standards which re­

quire that we plan and perform the audit to obtain reasonable 

assurance about whether the financial statements are free of 

material misstatement. An audit includes examining, on a test 

basis, evidence supporting the amounts and disclosures in the 

financial statements, assessing the accounting principles used 

and significant estimates made by management, and evaluat­

ing the overall financial statement presentation. We believe 

that our audits provide a reasonable basis for the opinion ex­

pressed above. 

New York, New York 

February 21, 1992 
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