he two-year redesign of our Automated
Customer Account Transfer Service (ACATS) once
again positions the industry for future growth in the

range of products offered and the diversification of
|
our customer base.
ACATS began as a service that allowed broker/ ‘
dealers to L‘]C\l!'ﬂ!‘l{\»lH’\ transfer the assets in a

customer account from one firm to another. During ‘

1998, ACATS processed over 2.5 million account

transfers with assets valued in excess of ¢
[hrough a link to NSCC’s mutual fund system

(Fund/SERV), ACATS began to transfer mutual fund

I ] . §
[t will accommoadate new ty

new ACATS was successfully implemented in early 1999. [t wi

{

ime frames further as the industry requires. M
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Barclay Frey,

Director, Marketing

service allows partial transfers on a next-day settlement basis, as well as fail
reversals, reclaims and residual credits.

For bank transfers, the new ACATS provides standard time frames
for transferring accounts and an account tracking mechanism for quickly
determining the status of asset transfers. Banks will also be able to electronically
re-register mutual fund shares to a new bank, allowing dividend and tax
information to be transferred with the account. Where the old ACATS was
limited to processing transfers once a day in a “single batch,” the new ACATS
is multi-batch and multi-cycle.

The launch of the new ACATS was supported by an extensive communica-
tions program, including seminars held across the country, virtual training via
our public Web site, special training sessions for banks and extensive feedback
from industry technical advisory committees.

NSCC began a number of other key initiatives during 1998.

By increasing our own line of credit, as well,
to $1.2 billion, we've placed NSCC in a stronger financial position should we
need to fund settlement in the event of a firm’s failure. We also began work on
extending margining requirements for firms that are market-makers or who

have highly concentrated positions in securities, and broadening the reach of

our daily volatility calculations to firms beyond
those on high-level surveillance. And with T+1
settlement on the horizon, NSCC has begun a
study of intra-day risk management issues so that
our guaranty can be moved as close as possible to

the point of trade.

This service will enhance trade
comparison rates and better position fixed income
products for the eventual move to T+1, objectives
sought by both participants and regulators.

In addition, NSCC modified our listed equity
systems to support efforts by the marketplaces to
process trades in decimals as well as fractional
shares. We expanded our system to handle nine new
Nasdaq-Amex index share products called Select
Sector SPDRs (Standard and Poor’s Depository
Receipts). And we helped the NASD eliminate its
Trade Acceptance and Reconciliation Service (TARS)
and Municipal Bond Acceptance and Reconciliation
Service (MBARS) by completing enhancements to
our OTC trade recording and comparison systems.
Users of TARS and MBARS, old systems that would
have required massive work to make them Y2K- and
decimal-price-compliant, are now using NSCC’s
PCWeb Direct Internet service that will save Nasdaq
and the industry more than $3 million yearly.

NSCC prepares for the future, working closely
with its customers, exchanges and regulators. With
each step we take, we remain cognizant of the
challenges today, while anticipating and adding

value in addressing the needs of tomorrow.
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Mutual Fund Services
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6 6 Emotions are key in human

intelligence, and now are being emu-

lated in machines. Affective computing
research aims to give computers
emotional intelligence, including the
ability to recognize and respond
appropriately to expressions such as
frustration and confusion. The goal

is not emotional machines, but

machines that finally
are smarter about
adapting to you, ieaming

your preferences, and understanding

. o o Rosalind W. Picard, Ph.D.,
your prl()rltleS. . B Associate Professor,
MIT Media Laboratory
....author of Affective Computing
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6 6 As we 1nterconnect

ourselves, many of the Va1u¢S
of a nation-state will
glve Way {O those of both
larger and smaller.e.leCtrOnlc
communities....

Communities formed by ideas will

|

be as strong as those formed by the

forces of physical proximity.... We

will socialize in digital neighbor-
hoods in which physical space will

be irrelevant and time will play a

dlﬂerent rOle . ’ Nicholas Negro
Professor, Co-fi
MIT Media La
....author of B

po
ou
bor
ein

nte

nder and Director,
atory
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MBSCC

elebrating
its 20th anniversary in 1999, MBS Clearing
Corporation (MBSCC) is well-prepared to support
the mortgage-backed securities industry as it faces
the main technological event of the year — Y2K.
During 1998, MBSCC had several major
objectives: to expand its services to institutional
participants; to strengthen its risk-management
policies; to bring all parties connected with MBS

trades closer to actual straight-through processing,
g £ £

and to ensure a smooth transition from 1999 to 2000.

Key among MBSCC’s efforts was the introduc-
tion of CUSIPs to identify To Be Announced (TBA)
trades. The more commonly recognized nine-digit
CUSIP code for MBS product type, issuing agency,
coupon, maturity, settlement month and check digit

replaces the numerous proprietary methods used by

dealers, money managers and custodian banks, which made communication
extraordinarily difficult. TBA CUSIPs were fully implemented for the Electronic
Pool Notification (EPN) system in October 1998. The implementation of TBA
CUSIPs in clearing, started in 1998, was completed in March 1999.

MBSCC’s primary services include automated post-trade comparison, risk
management, netting and EPN. Last year, the par value of transactions entered for
comparison was $12 trillion, a 43 percent increase over 1997. Netting in 1998 reduced
trade obligations totaling $9.7 trillion to $1.3 trillion, an 87 percent netting factor.

EPN has done much to reduce financial risk between trading partners by
replacing a manual process that was causing seriously high levels of failed trades,
with a streamlined, automated way for MBS sellers to provide buyers with the
necessary mortgage pool allocation information to satisfy a TBA trade. During
1998, nearly 325,000 EPN messages, with a current face value of $3.4 trillion, were
processed, a 66 percent increase over the prior year.

Like the overall financial community, MBSCC has been attracting a

more diverse participant base.

[nterest from the non-domestic investment community
also has been growing. Last year, MBSCC welcomed the Bank for International
Settlements as a new user of its full complement of services.

In light of its growth, MBSCC took steps this past year to modify its Rules,
establishing more highly defined liquidation procedures and stronger margin
requirements. In addition, MBSCC put zero-variance netting into effect on TBA
trades, further extending its cost- and
risk-reduction benefits to customers.

MBSCC's systems were
enhanced several years ago, reducing
the level of change required for Year
2000 compliance. Nevertheless, an
18-month test schedule was put
in place in 1998, with full testing

commencing in June.
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6 6 If we could arrange atoms as

we pleased, we would gain, effectively,
complete control of the structure
of matter. Nanotechnology will give
us this control. (But) to have any

hope of understanding our future,

we must understand
the consequences
of...nanocomputers

They promise to make changes
as profound as the industrial
revolution, antibiotics and nuclear

weapons all rolled up in one massive

breakthrough. ’ ’

K. Eric Drexler, PhP.,

Researc h Fellow,

Institute for Molecular Manufacturing
Chairman, Foresight Institute
....author of Engines of Creation
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Internet

echnology

innovators, who live and breathe in the world of
the Internet, are responsible for a human revolution
in the way individuals communicate with each
other — and the way businesses operate.

Everywhere, it seems, Internet technology is
w being pushed to new levels, its vast resources being
harnessed to gather, translate and disperse informa-
tion. However, the post-trade processing end of the
industry presents
some unique
challenges for
introducing Internet

applications, includ-

ing concerns for
accuracy, timeliness

and security.

The
use of digital certificates and encryption became
part of a multilayered security system used by
NSCC in launching our PCWeb Direct platform of
services. PCWeb Direct, a Web-based transaction
entry system, currently supports six NSCC

applications — Fixed Income Transaction System

(FITS), Reconfirmation and Pricing Service (RECAPS), Commission Billing,
Correspondent Clearing, Continuous Net Settlement (CNS) and the new
ACATS. This Internet-based platform replaces two older applications,

PC Platform and PC Access.

Over 2,000 digital certificates have been issued,
and we now process in excess of 12,000 transactions per day through PCWeb
Direct. In 1999, we will expand the applications accessible through PCWeb Direct
to include several for mutual fund, annuity and life insurance services.

Our public Web site — http://www.nscc.com — has also received high praise
from participants for the depth and quality of marketing and educational
information. In addition to product fact sheets, marketing brochures, Important
Notices, rule filings, press releases and newsletters, several significant changes
were made to the site in 1998. Users can now choose to access the site by a single
product segment; a virtual training site allows users to drill down and learn about
services from high-level overviews to specific record layouts; and an expanded
news bureau helps trade media report on NSCC’s service announcements.

New efforts are under way to use the public Web site as a portal through

which participants will access a firm-specific “home” page, with digital certificates o

1

used to ensure proper security safeguards. Through this site, firms will access

their Participant Information and Efficiency Reports (PIER), billing and
settlement information and the status of their technology efforts with NSCC.

[n addition, this portal will offer secure access to file formats, technical reference
manuals and interactive communication on new developments.

While prudent in our approach and aware of our responsibility for safety and
soundness, we nevertheless remain determined to innovate. In 1999 and beyond,
we will use the Internet and Web technology to transform how we interact with our

customers, from product

delivery through to

National Securities
learin

customer service.

Corporation

Anthony Guardascione,
Director, Systems, and
Jeannette Rosario,
Business/Systems Analyst,
Systems (far left);
Crystal Levy-Bueno, Manager
Corporate Communications,

and Brian Callaghan,

Director, Systems (left).






