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GSCC/MBSCC: ABOUT THESE NEWLY COMBINED 

FIXED INCOME BUSINESSES 

On January 1, 2002, Government Securities Clearing Corporation (GSCC) and MBS Clearing Corporation (MBSCC) 

officially became operating subsidiaries of The Depository Trust & Clearing Corporation (DTCC). GSCC and MBSCC are the 

sole providers of centralized, automated trade comparison/confirmation, netting, settlement and risk management services for their 

respective markets of U.S. Government securities and mortgage-backed securities. While under the governance of the DTCC Board 

of Directors, the two corporations will each continue to function as separate legal entities with their own participants, rules and 

procedures, and risk management profiles, while operating under an integrated management structure. Both GSCC and MBSCC are 

clearing agencies registered with the Securities and Exchange Commission. Below are brief profiles of their specific businesses: 

GSCC clears, nets and settles a broad range of U.S. Government securities transactions for brokers, dealers, banks and other financial 

institutions involved in tllis dynamic marketplace. These transactions include buy/sell and repurchase agreement transactions in, and 

original auction purchases of, Treasury bills, bonds, notes, zero coupon securities, Government Agency securities and inflation-indexed 

securities. GSCC ensures the timely, accurate and cost-efficient completion of transactions for 104 member firms and the more than 

400 correspondent firms that clear through these members. In addition, GSCC's automated system is designed to provide real-time 

interactive communication facilities for the clearance and settlement of Government debt products. 

MBS Clearing Corporation (MBSCC) operates two primary business units that serve the mortgage-backed securities marketplace: 

clearing services, which include trade comparison, confirmation, netting, and risk management, and Electronic Pool Notification (EPN) 

services, which allow customers to transmit/retrieve MBS pool information in real-time as opposed to standardized message formats. 

Mortgage-backed securities, bought and sold in the over-the-counter cash, forward and options markets, are backed by the Government 

National Mortgage Association (GNMA), the Federal Home Loan Mortgage Corporation (FHLMC) and the Federal National 

Mortgage Association (FNMA). The key participants in this market-the nation's original secondary market for loan assets-are 

mortgage originators, government-sponsored enterprises, registered broker/dealers, inter-dealer brokers, institutional investors, invest­

ment managers, mutual funds, commercial banks and insurance companies active in GNMA, FHLMC and FNMA. MBSCC serves 

134 members, including more than 7,200 trading portfolios within EPN. 

HIGHLIGHTS 2001 

• THE TOTAL DOLLAR VALUE OF GOVERNMENT SECURITIES TRADES NETTED AND 

SETTLED IN 2001 EXCEEDED $353 TRILLION, AN INCREASE OF 41 % OVER 2000_ 

• THE AVERAGE DAILY DOLLAR VALUE OF TERM GCF REPOS ROSE EXPLOSIVELY TO 

$165 BILLION, AN INCREASE OF 461 % OVER 2000. 

• NETTING ELIMINATED AN AVERAGE OF MORE THAN $1 TRILLION EACH DAY 

FROM GOVERNMENT SECURITIES SETTLEMENT. 

• THE VALUE OF TRANSACTIONS IN MORTGAGE-BACKED SECURITIES PROCESSED 

TOPPED $34 TRILLION, A 51 % INCREASE OVER 2000. 

• THE PAR VALUE OF TRADES IN MORTGAGE-BACKED SECURITIES ELIMINATED THROUGH 

NETTING ROSE TO MORE THAN 516 TRILLION, A 53% INCREASE OVER 2000. 

• VOLUMES FOR ELECTRONIC POOL NOTIFICATION INCREASED 41 % OVER 2000 

TO $6.5 TRILLION. 



TO OUR CUSTOMERS 

10(} 1 JPil(fJo dowll as tllC veal' of lt7ljlarallcled ~fJr()JFth and c/J()7lJTC 

.tin' GSCC and AfBSCC ill the world's Im~fJest and most liquid 

final/cial marhct- US, fixed income, It was a year ill wbic/; JFe 

wille tlLfJcthel' 11.1' all i71h~fJl'ated l17~fJalli:::,atilm to better serFe 

the indllstry, It JFas a year in 1Fhicb ll'C l1lOFed closcr to sharincfJ the 

lJC1li:fits Id'real-time trade n1atcbillp reali:::,cd by Oll], GOl'C7'7l1llellt 

sccltrities CII.rtOlllcrs with Cltst0711el:r ill the lllOl'tfJaJTC-bacRcd 

sccltrities and other fixed incoJJZe lnarlcets. It was a year ill ll'hic/J 

11'C Ile]>er missed a beat i1l slljljJ07'tillcfJ dr()1llatic pO/lIlIle increases 

across lltallV o( ollr /,C,lpectil'e scrl'ice Mid product lincs. And, 

final/v, it was a year ill whiclJ ll'e 1IiIlitaped to accomplish all thi.r 

J)'bilc bclpiJl!T the ,ti'Jlancial serl'iccs indllstry lYCOJ'cr /i'07l1 

September 11. Here is a look at the war that Jl'as., .. 

A Successful Integration 

With industn' ,lpprmal, l;SCC and MBSCC spent the better part of 

200l consoli<.bting and cOlllbining stafts, oper,ltions, technolog\' 

and, Illost illlportantly, expertise. This eftilrt culminated on Janu,ll'\' 

l, 2002, \\'ith our ot1icial integration, along with the Emerging 

/\Lll'kets Clearing Corporation, into The Deposiwn' Trust & 

Clearing Corporation (DTCC) as wholl\, owned cle,lring subsidiaries. 

(Created in 1999, DTCC is the holding cOlllpan\' tix tl\'e clearing 

corpor,ltions and a depositon', ,wd is the co-O\n1er of Omgeo, ,1 

global joint \Tnture \\'ith Thoillson financial.) GSCC and MBSCC: 

\\'ill each continue to function as separate and distinct businesses 

\\'ith their own customers, rules and procedures, while operating 

under an integrclted Illanagement structure. 

The integration represents a signitiont step in responding to 

industr\' needs ti)!' greater synergies, processing effIciencies and 

economies of sule in sen'ice deliver\' and technolog\' de\'elopment 

in post-trade processing. Together, GSCC and MBSCC \Iill ha\'e 
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tell' greater power to respond successfullv and quickly to changes in 

the markets and technolog\', including the m()\'C to straight­

through processing (STP). At the same time, integration expands 

the possibilities of what we can clchiC\'C with \'(HI, our 

customers, to den:lop ground breaking nell' products and ser\'tces 

that will ha\'e signit1cant impact on \'our bottom lines. 

Progress on Real-Time Trade Matching Technology 

The benefIts of integration are best exemplitled Lw our cooper,ui\'e 

de\'elopment of ReCll-Timc Trade Matching (RTTM) services till' 

tixed income instruments. The purpose of RTTM is to signiticantl\' 

reduce intra-da\' market ,lJld operational risk b\' closing the gap 

between the time ,1 trade is executed and when it is submitted to 

one of the clearing corporations. 

We are cUITentl\' cxp,1I1ding the RTTM pLltti)l'Jl1, which 

GSCC dC\eloped and implemented in 2000 till' U.S. Go\'el'Jlment 

securities, with the ultimate goal of sen'ing as a single ti-ont-end 

n1,ltching engine till' \'irtually all tixed income products. Inter-related 

RTTM projects arc underwa\' tix mortgage-backed securities and 

other tlxed IlKome securities, including corporate and municipal 

bonds clIld unit imestmel1t trusts (LIlTs) processed lw National 

Securities Clearing Corporation (:-JSCC), another DTCC subsidiclI'\'. 

Centralized real-time matching is a core requirement ti)[' 

building an STP infrclstructure tClr our industr\'. In the case of 

l;SCC, such an inti'astructure II-ill help m()\'C the guaranteed 

settlement date till' trclnsclctions ti'om T+ 1 to T +0. for MBSCC, 

RTTM will help la\' the tilllI1d,uion till' the compan\' to become the 

central countcrpart\' for settling mortgage-backed securities trades. 

for NSCC-eligible securities, RTTM will help support the indus­

tn"s mm'e to a shortened T + 1 settlement cvcle. 
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The RTTM collaboration among GSCC, MBSC:C: 'llld NSCC 

is a flrime ex"mple of the progress we un m"ke lw \\ 'orkin g together, 

and the economies we can achicn~ bv ,woiding redundant techn ologl' 

del'eiopment. But each org'lllization also recognizes that implement­

ing RTTM requires a combination of technologl' and behavior 

ch'lllges on the part of its customcrs. I ndustrv momentum will build, 

segment lw segment, as we continue to implemellt a common str"t­

egv within DTCC:'s clearing corpor,uions. 

Processing Record Volumes 

At the same time we were cre,lting " common RTT1Vl platform t()r 

t he tixed income industrv, lIe also were devoting considerable 

ope r,ltion,,1 support to our primal'\' services tlut support compari ­

son, netting, sec urities and funds settlement and risk nlc1llc1gement. 

2001 WJS " ve,r of historic grOll't h in manv of these "reas . 

In the GOI'ernment securities market, processing I'olumes, 

and their associ,lted dollar values, continued to climb to rccord 

hi ghs. Strong investo r denlc1nd for U.S. bonds contributed to ris ­

ing volumes "s the stock market stumbled and investors so ught the 

reLuive stabilitl' oftixed income securities . The total dollar 1",lue of 

Government securities tr:ldes netted and settled in 2001 exceeded 

$353 trillion . T his represented an increase of 41 % ti-om 2000. 

Ofthis amoullt, repurcllc1se agreements ( repos ), particularlv, 

account tor the vast dollar "mOUIH of sec urities trans"ctions 

processed through GSCC on ,1IW given d,w. for example , the ,werage 

dai'" dollar v" lue of term Genera l ColI:lteral Finance (GCF ) Repos 

rose in 2001 to $ 165 billion, 'lll increase of ol'er 461 % ti'om last 

y'e"r. (GCF Repos allow de" ier members to tl'Lel)' Jnd "ctivell' tr"de 

generc,1 coll"ter,,1 throughout the d,w lw removing constraints on 

collateral notification ,md allocation. ) Netti ng of repos continued 

to alloll' customers to m,nimize the presentcltion of their balance 
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sheets, which was the most significant contribution to GSCC 's 

estimate of $285 million in s,wings that it brought members 

IJst vear. 

At MBSCC, the volumes and associated I'alu es of mortg"ge ­

backed securities processed also Jumped sign iti cantlv last ye"r. 

The value of transactions compared tor the vear topped $34 tri llion, 

" 51 % increase over 2000. This g rOll'th 11':lS fueled by lOll ' mortgage 

rates ;]s homeoll'ners scrambled to retin,mce more than $ 1.1 trillion 

of mortgages - rough lv a fifth of all mortg"ge debt - and the 

addition of nell' MBSC:C members, including Fannie Nbc . 

The par value of mortgage -backed trades e liminated through 

netting rose to over $ I 6 trillion, representing a 53% increase over 

2000, while the resulting savings on potential clearing costs to 

members totc1led approximately $337 million. Volumes for 

Electronic Pool Notitication ( EPN ) also rose sharply. The current 

L,cc value processed increased to 56.S trillion in 2001 , a 41 % 

in crease over 2000. Corresponding mess,'ges processed exceeded 

680,000, while the number of pools delivered grew to nearlv 

9.1 million compared to 8.3 million in 2000. 

September 11 and Its Aftermath 

vVe've stressed that 2001 was a historic ye:lr tor our two orgc1niz,,­

tions. However, on September 11, it al so became the toughest veal' 

el'er for all of us in t he industry. The memories ti'om September J J 

and its aftermath - II'ith the loss of so man v colleagues, friends Jnd 

associates, including GSCC Board Member Doug Gardne r, (please 

see page 3 ) - wi ll remain with us torever. 

On that dav, mal1\' customc rs and both of GSCC 's 

settli ng banks lI'ere torced to el',lCuate their dOWIHoII'n oftlces 

"nd operate b'om contingencv sites. Connectivity' with m,mv 

GSCC/ M BSCC customers was interrupted. 

MBSCC CURRENT FACE VALUE 

OF EPN MESSAGES 

( IN TRI LLIONSI 
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But despitc rh cse o bstacles, wc nevcr shut do\\'n , vVe nui llta in ed 

the contiden ce ofthe indu str v 'lIld reg ula to ry 'lge nci es by ensurin g 

t he stabili ty 'lml credibilitv o f the post-tr'ld c processin g in frast ru c­

rure till' ti xed inco me securiti es, 

Working ,lround th e cloc k beginnin g Se pte mber 11 and co n ­

t inuin g tel l' wee ks, \\'e restored connec ti vitv and ensured t he 

smoo th fun ctionin g o f our core compari so n, ne ttin g, ri sk nu n'l ge ­

nK nt and se tt!cm ent services tix ti xed income securiti es - witho ut 

illterruptio n , MBSCC, wo rkin g closeh' with T he Bo nd M arket 

Assoc iation , also extended de,l(ilines to r ne ttin g \\'hile sho rtening 

rhe pool notiti cari o n peri od !-i'o m th e usu,ll two (13 ys to o ne, in 

order to prevent massi\'e h il s in t he I\\ortgage -backed sec uri ty se t ­

tl e l\\ en t sys te l\\ , 

We arc ex traordin aril v pro ud o f th e dedic nion and resource ­

h iln ess of o ur el\\ployees in helpin g o ur luti o n and our customers 

I\\anage thro ug h thi s cri sis, 

Membership Building 

As 'll \\'ays , M BSCC ;:lIld GSCC \\'o rked closel y wi th th e indu strv 

throu g hout the year to detin e bu sin ess oppo rtuniti es and e:\tc nd 

sCI' vices, vVc rel\\ ain coml\\itted to culti vatin g nc\\' members, bein g 

rcspo nsive to their needs, and il\\ p rovin g industl'l ' a\\'areness o f th e 

co ntributi o ns \\ 'e can nukc in post -tr,ld e processin g tC.n members, 

Thi s P'ISt \'C ,1 1', GSCC add ed six new members to bring its 

membership to 104, M'lrke tin g d"t(lrts resulted in 21 ne\\' members 

tell' mo rrg'lgc-backed sec uri t ies processin g se rvices ti)r ,I total of 

134 members, Of th ese ne\\' members, 13 ,Ire bm'-side customCl's 

( in su rancc co mp'lIli es, in stituti o nal pl aye rs, pe nsio n fund s 'lIld 

I\\utual funds), fur t her ex panding o ur reach in to thi s industrv seg­

ment, Both M BSCC and GSC:C: wil! co ntinu e cftllrts to brin g the 

ful! benetits o f ri sk protecti o n , balance shee t netting (ti ll' repos ), 

GSCC TOTAL DOLLAR VALUE OF 

GCF REPO TRADES COMPARED 

( IN T R I LLIONS OF DOLLA RS ) 
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cost red uction and o perational efticiencies to tLld es wi th 'lIld by thc 

" bu y side" of th c busin ess , 

Working with the Industry 

In reviewin g th e cve nts o f thi s ye ar , we would like to than k th e 

members o f bo th o ur 200] Hoa rd s to r t hcir I'isio n and guidance in 

bring in g abour o ur hi storic intcgration , vVith o ut th eir support , ,IS 

wc ll as th c dedic atio n '\lld ex pe rtisc o f our empl ovccs, \\'e wo uld 

not bc able to t()ll ow a stron g, united coursc to aggressivc ly pur­

sue o ur goals , 

We also 1V,lllt to 'lckno w!cd ge the ro le o f th e Securities 

Industry Au tomati o n Corpo rati o n (S TAC ), our t:lcilities manager, 

in supportin g bo th o ur real -tim e technol ogy initi ,nives, as \\'c l! as 

th e dail y demands o f o ur core busin esses , 

As \\'C mo \'c fo rward , wc' re cxcited abo ut th e power and t he 

possibilities inh c rcnt in our tr'lnsto rmation :1S integ rated cie'lring 

o rga ni zati o ns, Hv sh :1 rin g tec hnolog ies, resources and kno wled ge, 

II'C are co ntidcnt that we C:1n de li vCl' cver g re,n e r bendi ts to 

o ur custo ill e rs, 

We will build on the tr:1di t io ns lVe al ways havc shared ­

pe rti) rlllance, custo l\\ e r service, ri sk protection and a passio n f'(l r 

change , And lVe wil! co ntinu c to lead th e W ,l\' lV it h inn ova tive, 

cost -etk cti l'c busin ess solutio ns that tran slate into pro tltable and 

lo ng -lastin g bendi ts fo r your ti xed in co me busincsses, 
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RcmClnbel' ing Doug Gardner 

DOllpirlJ Ii, Gllrn llCl; Il II/CiI/Va of' GSCC \ 

BOl1rn of /) i/wtlln, Wil.I' 1111101lJI tlJI"'" Il'ho II 'L'1'e 

lost ill the Septclllber I I nundl OJI thc World 

Tmnc COl t el: H e WI1.>' c,l;(C1Itil'c 111111/1l/li/t/) 

diratll r of' C l1l1 t or Fit;::;!IL'/'frln, 1 .. 1>, nlld I'icc 

clJIlil'1llilll of' e-Speed , DOI{"/) IJiln ,'al'ed III{ 

GSCC:, BlIl1 rn -,'h/Ce l J.-cc lllllt'1' 1999, 1111n l1/so 

was fl III C1II"e,. ofit.l E\:{clttil'( /llln Audit alld 

Fi1l1lll CC ( ,'01J1l1Jittc(s. 

" D Ulle/) p7'l)l'iden nceisil'c, tIJoft/)iJttiil lcnncl'.lhip 

dl{ril'"/) IJis tWl{re 01{ OI{ I' Bunrn, " mid 'f iliI{ 

C ostl1 , 1{IIlIII1pil{"/) direL'tor Illln dJl4' opc1'I1till"/) 

otJieL'/', (7SCCj lvf BSCC. "His cll1rity of l'isifJII 

illld cl1o:!}cric 1Ilt11lt1!TC1JJC11.t ,((vIc IPcrc c.\ 'tJ'l'1l1 cfv 

l'aJ'c. He was a ...iJ1'cat PCI'.I"fJ1 / , and wc mis.l· !Jill/l1s 

both Il j-i'iwd 1l1lli CO//caHIIL', " 
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GSCC/MBSCC: CAPITALIZING ON THE POWER 

AND POSSIBILITIES OF INTEGRATION 

2001 was a watcrshed year t(lr GSCC and MBSCC. \Ve successfully came together as an intcgratcd 

tcam, combilllllg technological rcsourccs and intellectual capital to help the tinancial scn'iccs 

industry achicve grc,ltcr efticiencies and lower costs in thc post-tradc proccssing of fixed income 

instrumcnts. Early in the year, wc bcgan the functional integration of our t\\"o organizations. 

Our transttmnation was complete on January 1, 2002, when we, along with the Emerging Markets 

Clearing Corporation (EMCC), became \\'hollv owned subS',:i,lries of The Depository Trust & 

Clearing Corporation (DTCC), 

Industry needs are driving changes that comc at a time whcn you, our customers, are being 

challenged by a marketplace that is becoming evcrmorc competitivc and cost-conscious. Integration, 

with its economies of scale and d1Cctivc risk managcmcnt, will help us to help you, In this scction, 

we t'1kc ,1 look at the power and possibilitics that intcgration offers the fixed income cnvironment. 

ACHIEVING SYNERGIES WITH REAL-TIME TRADE MATCHING 

Our most significant collaboration in the past year has bccn to steadily expand our combined tech­

nologics and expertise in the development of Interactive Messaging to support Rcal-Time Trade 

Matching (RTTM) systems f(lr the fixed incomc markctplace. The RTTM expansion is part of a 

broadcr plan to provide the industry with a single ti'ont-end matching engine ftlr virtuallv all fixed 

income products. 

To achic\'e this goal, \ve utilized the RTTM systcm that GSCC introduced for Government 

securities in 2000 as thc processing model to develop RTTM for mortgagc-backed sccurities, MBSCC 

plans on RTTM implementation in third quarter 2002. In addition, we are working to bring RTTM 

capabilities to a widc rangc of tixcd income securities eligible f(lr processing by National Securities 

Clearing Corporation (~SCC), another DTCC clearing subsidiary, Thcsc includc corporatc and 

municipal bonds, unit im'estmcnt trusts (UITs) and other financial instruments. 

At GSCC, the RTTM sYstem now rcceives more than 70% of all trade submissions on an intra­

day basis with an average daily valuc of approximately S I trillion. \Vhile this perccntage is lowcr than 

it was before Scptcmber II, it demonstrates signiticant progrcss from the year 2000, whcn almost 

every trade was submitted at cnd of day. for mortgage-backed securities, members reprcscnting 

65% of the volumc havc committed to use Interactive Messaging to submit trades oncc thc RTTM 

ti.1l1ctionalitv is up and running in their marketplace. 

As the industry prepares to move to a straight-through processing (STP) environment to 

accommodate et1lcient settlement on a samc- or next-day basis, a centralized, automated, real-timc 

fixed income matching system is a corc requirement. The goal, of coursc, is to enhancc risk protec­

tion scn'ices for our customers b\' moving the settlcment guarantee (for Government securities and 

NSCC tixed income products) or confirmation (ttl[ mortgage-backed securities) closer to thc timc of 

trade execution. 

ENHANCEMENT OF PRODUCTS AND SERVICES 

RTTM development in preparation t(ll' STP tops our agenda. But our ongoing objective is to admin­

ister our core businesses without scrvicc intcrruptions, while consistentlv meeting or exceeding 

superior pert()rmancc standards in da\"-to-day functions. To support this ettiJrt, GSCC and MBSCC 

continuc to enhancc scrvices to furthcr augment our processing capabilitics and mcct c\'olving nccds 

of the marketplace. Thcsc include: 

- Expall.\"ilill o( FtlIlltic Mac alld Freddie Mac mOl't,tralfc-backcd .\"cCllritic.\" a.\" col/atem! ill GSCC ~\' 

Gwem! Col/atem! Fillal/cc (GCF) RCjJo jJl"o .. qrmn. 

GCf Repos, which continue to bc GSCC's f1stest growing product, allow dcaler members to freel\' 

Netting of repos 
continued to allow 

customers to maximize 
the presentation of their 
balance sheets, which 
was the most significant 
contribution to GSCC's 
estimate of $285 million 
in savings for customers 
in 2001. 



TOGETHER, GSCC AND MBSCC WILL HAVE 

FAR GREATER ABILITY TO RESPOND SUCCESSFULLY 

AND QUICKLY TO CHANGES IN THE MARKETS 

AND TECHNOLOGY. 



GSCC AND MBSCC WILL CONTINUE TO LEAD 

THE WAY WITH INNOVATIVE, COST-EFFECTIVE 

BUSINESS SOLUTIONS THAT HAVE SIGNIFICANT 

IMPACT ON OUR CUSTOMERS' BOTTOM LINES. 



.1I1d 'lcti\'Cly tradc general colbteral repos throughout the (b~' lw remo\'ing constraints on collateral 

notitication and allocation. GSCC, which began accepting certain t:annie Mac and Freddie Mac seCll­

rities as eligible collateral in 2000, expanded these categories to include Mediulll Term t\'otes and 

Discount Notes in 200l. Fueled by members' growing use of an array of Fannie Mae and Freddie 

Mac instruments, the \'alue of GCF transactions rocketed to more thew $18.1 trillion tl'om $l. 7 tril­

lion in 2001. This jump in dollar \'olume clearly indicates that GSCC customers arc capitalizing on 

GCF Repos to provide e\'Cr-gre.ner sources of liquidity across clearing banks, and opportunities for a 

more En'orable balance sheet presentation, 

- COll1lcctiOll of memberftrllls to t/JC Fixed incollle Access NctJl'ork. 

GSCC developed this Access Network several years ago, in concert with NSCC, as a single communi­

cations pipeline to aIlO\\' access to a number of clearing corporation sen·ices. This net\\'(Jrk is a reliable, 

secure, shared sYstem that is becoming an increasingh' valuable industry resource as ne\v sen'ices arc 

added. I'Ve continue to \vork with our customers and expect to complete their cOl1\'ersion to the Access 

Network bv year-end 2002. A single connection to access \'arious clearing corporations will afford 

tixed income customers .1 signiticant cost sa\'ings, one of the objectives of our integration. 

- Up!lrrtdcs to the Electrlmic Pool Notification (El'N) .':l'stelllfiJl' 1JlOrtQaHe-bac!u'd 

scc Jt ritin tl'a lisa erioi/s. 

The EP~ s\'stem, the industry standard t(lr real-time pool notitication of MBS trades, processed 

record \'olumes last \'e.lr, which rose 41 % o\'er 2000 to almost $6.5 trillion in 2001. A strong housing 

nurket, record IC\'Cls of mortgage rctinancing and a 10% increase in the number of t>lBSCC partici­

pants last Year drove this increase. Therct(lre, in order to stay ahead of Hllume increases and prepare 

for future clpacit\, needs, MBSCC is expanding its ability to handle continued growth. The upgrade, 

targeted tClr rollout later this \'ear, will provide .1 signiticant increase in processor capacity that will be 

transparent to EP~ participants. It .1150 paves the way tor implementation of future enhancements 

such .1S \Veb browser technologies, as well as alternati\'C cOl1lH.:cti\,ity options. 

-ImplementatioN ()fCl'o.('-lIIm~f!i71iJ'!l 'tf!l'eclJICJlts witt; otlier clcal'it'"Q elltities. 

GSCC h.1S recenth' implemented three separate cross-margining .lgreements with the Chicago 

Mercantile Exchange Inc. (CME), the Board of Trade Clearing Corporation (BOTCC) and the 

BrokerTec Clearing Compan\', L.L.C (BCC). Cross-margining programs ha\'e long been recognized 

tClr both enhancing the s'lfen' ~md sOllndness of clearing s\'stems and for .1110\ving members to optimize 

their capital usage bv viewing their positions at different clearing organizations as .1 combined 

portt(llio. These latest moves reHect GSCC's objecti\'C to become the industry hub on behalf of the 

U.S. O\'er-the-counter .lml debt m.ukcts tix both domestic and international cross-margining. The 

CME .1lT.mgement enables GSCC and CME members to cross-margin buy/sell and repo activit\' in 

U.S. GO\'Crnment securities .lgainst Eurodollar futures contracts and futures options traded and 

cleared by eMF. The BOTCC and BCe agreements allow their respecti\'e members to cross-margin 

U.S. Gm'Crnment securities against U.S. Treasury and Agency futures contracts and futures options. 

2002 AND BEYOND 

The tragic e\'ents of September 11 taught us a number of \'aluable business lessons, perhaps most impor­

tanth', how critical it is tix our members to become Interacti\'e Messaging users. We believe that the 

majorit\, of lost transactions and resulting reconciliation issues in the GO\'ernment securities 

marketpl.Ke could have been circumvented if real-time messaging had been in place with all our 

members. Interacti\'e Messaging, predicated on the usc of standardized ISO 15022 messages, .1110\\'5 more 

trades between members and clearing corporations to be compared closer to the point of execution. 

he resulting savings 

to customers on 

potential clearing costs for 

mortgage-backed securities 

totaled approximately 

$337 million in 2001. 
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In 2002, we remain committed to leading the industry to achieve execution of a trade at the time of 

submission. To encourage GSCC members' conversion to Interactive J\llessaging, we ha\'e moved the 

guaranty of settlement of eligible trades closer to the point of execution, and imposed fee surcharges 

tilr late su bmission of trades. 

\Vhile we ha\"e made considerable progress in moving customers to point-of-execution trade 

submission, we recognize that a focused effort by the industry will be required to achieve full partic­

ipation, \Ve are working closeh' with The Bond Market Association, member focus groups ,md 

regulatory elgencies to lead the industry in de\'eloping the best practices that can eliminate b,lrriers 

and ingrained beha\'iors that pre\"(:nt customers from mO\'ing to point-of execution submission and 

reconciliation. 

Another important RTTM-related initiative will be to introduce the RTTM \Veb-based L1ser 

Interhce later this year. This intertClce is an online t:1Cilin- that will allow GSCc, MBSCC ,md, 

C\'Cntualh', KSCC members to enter all trade-related acti\'ity and to obtain real-time status informa­

tion for all transactions received by the RTTJ\ll s\·stem. C:urrent!\·, customers can only perform such 

tlll1ctions on their proprietary terminal intert~1Ccs with the two elearing organizations. Customers will 

tind the \Veb-based interbce much more user-ti-iendlv \\'ith more sophisticated query tools to enable 

trade reconciliation through identitication of uncompelrcd trades and aliYisories, along with the 

capabilit\, to resolve such items, 

To tllrther bolster the value of RTTM to its customers, GSCC also plans to implemcnt new 

interacti\'C messaging capabilities later this vear that will signiticantl\' enhance RTTM functions. These 

include the implementation of "demand" processing and the institution of "DK" capabilities that \\'ill 

help achieve 100'){, comparison of trades intra-de1\". (Demand processing allows tilr trade matching 

based on unilateral input lw an authorized trade submitter against ,m apprO\'Cd counterpart\,. 

"1)K" cap<lbilities all 0\\' members to notif,' their counterparties if they don't agree with the d,lta 

submitted bv thcm.) 

Last!\-, in addition to reell-time trade capture and comparison initienives, we will implement our 

ne\\' TXpress settlement S\'stem in late 2002, This state-of the-art ti.ll1ctionalitv will help mitigate 

settlement risk in the U.S. Government securities marketplace. The TXpress settlement system \\'ill 

replace the existing clearing bank links and provide the operational tilllndation tClr no\'ating and 

settling Gm'ernment securities trades on trade date. Tapping the intra-d,l\" settlement capelbilities of 

the TXpress system ellso will allow us to develop Start Leg Repo sen'ices for GSCC customers to 

ensure the ongoing integrity emd support the explosi\"C growth of the tinancing nurkets. (Start Leg 

Repos eue same-day settling products that currently settle outside of GSce.) 

In addition, TXpress will sen'C as the clearance framework to achieve central cOllnterpartv ( CCP) 

steUllS for mortgage-backed securities. Settlement bv novation in the mortgage-backed securities 

meukct-\\"herelw, MBSC:C: becomes the ecp to all nct pool settlements-would literally rcim'Cnt 

thc cntire post-trade process for the industry and help achieve the ultimate goal of straight-through 

proccssing. 

\Vhether it's TXpress, RTTM or core product enhancements, it is clear that our integration 

holds enormous potential for sen'ice to the industry. As individual organizations - GSCC for 15 

years and MBSC:C: tClr 22 \'Cars - \\'e ha\'e consistently ,llld steadhstlv \\'orked to make our respective 

markets safer, more effIcient ,uenas for our customers to trade in. 

\Vith our combined resources and expertise, our guiding principles only grOlv stronger: 

Anticipate and meet customer needs better, hster and more eHicientlv than anyone else, Deliver 

seellnless products and sen'ices that drive costs - and risk - out of the post-trade processing business. 

And launch technology solutions to servc our customers' emerging nee~h. \Ve look fon\"ard to 

sharing the puwer and possibilitics of such a tLlture with you. 
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GSCC BALANCE SHEETS 

DECEMBER 31, (IN THOUSANDS) 

ASSETS 

Cash and cash equivalents 
Investments in marketable securities 
Settlements receivable 
Accounts receivable 
Clearing fund 
Fixed assets, net of accumulated amortization and depreciation of $17,891 ,000 and 

$14,379,000 at December 31,2001 and 2000, respectively 
Other assets 

Total assets 

LIABILITIES AND SHAREHOLDERS' EOUITY 

Liabilities 
Settlements payable 
Clearing fund: 

Participants' cash deposits 
Other participant deposits 

Other liabilities 
Total liabilities 

Commitments and contingent liabilities (Note 7) 
Shareholders' equity 

Common stock: 
Class A, $0.50 par value: 75,000 shares authorized, 20,400 shares issued and 

outstanding at December 31,2001 and 2000 
Capital in excess of par 
Retained earnings 

_----::~=-o_t_al shareholders' equity 
Total liabilities and shareholders' equity 

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE STATEMENTS. 

GSCC STATEMENTS OF INCOME AND RETAINED EARNINGS 

FOR THE YEAR ENDED DECEMBER 31. liN THOUSANDS) 

REVENUES 

Revenue from comparison, netting, settlement and related services 
Discounts to participants 

Net revenues from services 
Interest income 

Total revenues 

EXPENSES 

Computer equipment depreciation, licenses, software amortization, 
processing and maintenance costs 

Employee compensation and related benefits 
General and administrative expenses 
Provision for possible losses 
Occupancy costs 
Professional fees 
Reimbursement (from) to affiliate.:cs=---____ _ 

~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 THESE STATEMENTS. 

2001 

$ 84,138 
17,073 
35,167 

3,837 
6,233,075 

8,753 
9,926 

$6,391,969 

$ 35,167 

60,284 
6,233,075 

34,297 
6,362,823 

10 
8,940 

20,196 
29,146 

$6,391,969 

2001 

$42,794 

42,794 
3,699 

46,493 

19,996 
12,172 

6,044 
6,000 

700 
645 

(390) 
45,167 

1,326 
610 
716 

19,480 
$20,196 

2000 

$ 61,443 
28,985 

3,406 
4,432,497 

6,778 
3,871 

$4,536,980 

$ 1,349 

57,173 
4,432,497 

17,531 
4,508,550 

10 
8,940 

19,480 
28,430 

$4,536,980 

2000 

$ 35,471 
(586) 

34,885 
6,829 

41,714 

18,473 
11,892 
3,733 

626 
758 

1,188 
36,670 

5,044 
1,836 
3,208 

16,272 
$19,480 
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GSCC STATEMENTS OF CASH FLOWS 

FOR THE YEAR ENDED DECEMBER 31, (1'c:N,--T,-,-H,-,=0c::UC'::S"-,A~N':CD':CSI,----_____ _ 

CASH FLOWS FROM OPERATING ACTIVITIES 

Net income 
Adjustments to reconcile net income to net cash provided by 

(used in) operating activities: 
Amortization and depreciation of fixed assets 
Net premium amortized (discount accreted) on securities owned 
Changes in operating assets and liabilities: 

(Increase) decrease in settlements receivable 
Increase in accounts receivable 
(Increase) decrease in other assets 
Increase (decrease) in settlements payable 
Increase (decrease) in participants' cash deposits 
Increase in other liabilities 

Net cash provided by (used in) operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES 

Maturity of investments in marketable securities 
Purchase of investments in marketable securities 

Purchase of fixed a.~s_s_e_ts _____ _ 
f\J~t cash provided by (used in) investing activities 
Net increase (decrease) in cash and cash equivalents 

Cash and cash egLJivalents, beginning of year 
Cash and cash equivalents, end of year 

SUPPLEMENTAL DISCLOSURE 

Income taxes paid 
Interest paid 

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THFSE STATEMEN"r s. 

GSCC NOTES TO FINANCIAL STATEMENTS 

1. ORGAN I ZATION AND OPERATIONS: 

Government Securities Clearing Corporation (GSCC)' a clearing agency 
registered with the Securities and Exchange Commission, provides 
automated real-time trade comparison, netting, settlement and risk 
management services for buy/sell, original issue purchase and repur­
chase transactions in the Government securities and financing market­
places for brokers, dealers, banks and other market participants (see 
Note 9). 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 

Cash Equivalents: GSCC invests in overnight reverse repurchase agree­
ments which are considered cash equivalents. Such agreements pro­
vide for GSCC's delivery of cash in exchange for securities having a 
market value of at least 102% of the amount of the agreement. 
Independent custodians designated by GSCC take possession of the 
securities. Overnight reverse repurchase agreements are recorded at 
the contract amounts and totaled $84,133,000 and $60,126,000 at 
December 31,2001 and 2000, respectively. At December 31,2001, two 
major financial institutions were counterparties to these agreements. 

Investments in Marketable Securities: These investments, which 
include U.S. Treasury securities and investment grade corporate 
notes, are recorded at amortized cost and are considered to be held-to­
maturity securities as GSCC has both the positive intent and ability to 
hold these securities to maturity. The contractual maturities, carrying 
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2001 2000 

$ 716 $ 3,208 

3,912 2,773 

26 (3) 

(35,167) 2,008 
(431) (691) 

(6,055) 367 
33,818 (659) 

3,111 (39,503) 

16.766 8,352 
16,696 (24,148) 

25,000 4,000 
(13,114) (3,973) 

(5,887) (4,454) 

5,999 _~427) 

22,695 (28,575) 

61,443 90,018 
$ 84,138 $ 61,443 

$ 603 $ 1,580 
$ 13 $ 

value and market value of these securities at December 31, 2001 and 
December 31, 2000, are as follows: 

CARRYING VALUE (IN THOUSANDS) MARKET VALUE (IN THOUSANDS) 

us us 
TREASURY CORPORATE TREASURY CORPORATE 

SECURITIES NOTES TOTAL SECURITIES NOTES TOTAL 

2001 
Due in one 

year or less $ 3,995 $ $ 3,995 $ 4,060 $ $ 4,060 
Due in one to 

two years $ 12,079 $ 999 $13,078 $ 12,358 $1,026 $13,384 
"---~--.--

Total $ 16,074 $ 999 $17,073 $ 16,418 $1,026 $17,444 

2000 
Due in one 

year or less $ 23,998 $1,005 $25,003 $ 23,978 $1,003 $ 24,981 
Due in one to 

two years $ 3,982 $ $ 3,982 $ 4,050 $ $ 4,050 
---."-----

Total $ 27,980 $1,005 $28,985 $ 28,028 $1,003 $29,031 

Settlements Receivable and Payable: Settlements receivable and 
payable arise primarily from an inability to complete the settlement 
process before the close of the Fedwire. 

Participant Clearing Fund Deposits: GSCC accepts cash, U.S. Treasury 
and book entry non-mortgage-backed Agency securities, and letters of 
credit issued by authorized banks as clearing fund deposits, and records 
total deposits on its balance sheet. 

Income Taxes: Deferred tax assets and liabilities are provided for the 
expected future tax consequences of temporary differences between 
the carrying amount and tax basis of assets and liabilities. Deferred tax 
assets relate principally to depreciation and employee benefit costs. The 
net deferred tax asset of $1,005,000 is expected to be fully realized and, 
accordingly, no valuation reserve has been established. 



Fixed Assets: These assets consist primarily of computer equipment 
which is being depreciated over a three-year period and purchased 
computer software which is being amortized over a three or five-year 
period. The straight-line method is used to compute the depreciation 
and amortization. 

During 2001, GSCC capitalized software developed for internal use 
totaling $1,597,000; the amortization charges were $715,000. The com­
parable amounts in 2000 were $1,003,000 and $282,000, respectively. 
Such software is being amortized over a three-year period. 

Financial Instruments: Management believes that the carrying value of 
all financial instruments approximates market value. 

Estimates: The preparation of financial statements in conformity with 
generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities 
at the date of the financial statements and the reported amounts of 
revenues and expenses during the reporting period. Actual results 
could differ from those estimates. 

Reclassifications: Certain reclassifications of 2000 amounts have been 
made in the accompanying financial statements to conform to the 
2001 presentation. 

3. PARTICIPANT CLEARING FUND DEPOSITS: 

GSCC's rules require netting participants to maintain minimum clearing 
fund deposits based upon calculated requirements which, at December 
31,2001 and 2000, were $5,101,562,000 and $3,683,828,000, respectively. 
All participant deposits made to the clearing fund are available to 
secure participant obligations and, in certain circumstances, to satisfy 
other losses and liabilities of GSCC, should they occur. 

A summary of clearing fund deposits held at December 31,2001 and 
2000 follows: 

Cash 
U.S. Treasury and book entry 

non-mortgage-backed Agency 
securities, at market 

Letters of credit issued by 
authorized banks 

Total deposits 

2001 2000 

$ 60,284,000 $ 57,173,000 

5,548,241,000 4,085,991,000 

684,834,000 346,506,000 
~~~ -~~-~~~-

$ 6,293,359,000 $4,489,670,000 

4. TRANSACTIONS WITH RELATED PARTIES: 

National Securities Clearing Corporation (NSCC), a minority shareholder 
of GSCC, provides various computer services to GSCC through the 
Securities Industry Automation Corporation (SIAC) under NSCC's 
agreement with SIAC. NSCC also provides other support services and 
office facilities to GSCC. Further, GSCC provides software development 
services to NSCC. The net amounts payable to NSCC at December 31, 
2001 and 2000 were $400,000 and $573,000, respectively. 

GSCC also provides software development and related services to 
MBS Clearing Corporation (MBSCC) under an arrangement which 
commenced in 2001. NSCC owns 10% of MBSCC. The amount receiv­
able from MBSCC at December 31, 2001 was $112,000. 

A summary of these charges, which are provided at cost, for the 
years ended December 31, 2001 and 2000 follows: 

SIAC OCCUPANCY OTHER, NET TOTAL 

2001 
NSCC $5,423,000 $628,000 $ 523,000 $6,574,000 
MBSCC (913,000) (913,000) 
Total $5,423,000 $628,000 $ (390,000) $5,661,000 
2000 
NSCC $4,916,000 $573,000 $1,188,000 $6,677,000 

GSCC is contingently liable for a portion of NSCC's office lease which 
expires on December 31, 2012. At December 31,2001, the contingent 
commitment of GSCC for the remaining lease period totals approxi­
mately $5,427,000. 

5. INCOME TAXES: 

GSCC files Federal, New York State and New York City income tax 
returns. The differences between the 34% Federal statutory rate and 
GSCC's 46% and 36% effective tax rates for the years ended December 
31, 2001 and 2000, respectively, are primarily attributed to state and 
local taxes. 

The provisions for income taxes for the years ended December 31, 
2001 and 2000 consist of the following: 

Current income taxes 
Deferred income taxes 
Total income taxes 

6. POST-RETIREMENT BENEFIT PLANS: 

2001 

$ 757,000 
(147,000) 

$ 610,000 

2000 

$1,664,000 
172,000 

$1,836,000 

All eligible employees of GSCC participate in The Depository Trust & 
Clearing Corporation's (DTCC's) trusteed, noncontributory defined ben­
efit pension plan. DTCC owns 100% of the outstanding shares of NSCC. 
In addition, GSCC participates in DTCC's noncontributory supplemental 
executive retirement and benefit restoration plans which provide for 
certain benefits to identified executives of GSCC upon retirement. 
Further, GSCC participates in DTCC's life insurance program which pro­
vides payment of death benefits to beneficiaries of eligible retired 
employees and DTCC's health insurance program which provides 
benefits to eligible retired employees. In 2001, costs for these plans 
aggregated $890,000 and were determined based upon actuarial calcu­
lations using information related to all eligible GSCC employees. 
Disclosures of post-retirement benefit obligations, expense compo­
nents and actuarial assumptions for the DTCC plans are included in 
DTCC's 2001 financial statements, 

7, COMMITMENTS AND CONTINGENT LIABILITIES: 

GSCC's netting system interposes GSCC between netting participants 
for eligible trades that have been netted. The guarantee of net settle­
ment positions by GSCC results in potential liability to GSCC. 
Guaranteed positions that have not yet settled are margined and 
marked-to-market daily, Margin deposits are held by GSCC; marks are 
debited from and credited to the responsible participants through the 
funds-only settlement process. At December 31,2001, the gross amount 
of guaranteed positions due from netting participants to GSCC which 
are scheduled to settle on or before January 2, 2002 approximated 
$244,053,305,000; the amount scheduled to settle after January 2, 2002 
approximated $229,094,335,000. There is an equal amount due from 
GSCC to certain other participants after consideration of deliveries 
pending from GSCC. 

The terrorist attacks of September 11, 2001 caused significant 
disruption in the financial marketplaces. As a result, GSCC has been 
presented with claims for reimbursement of certain costs by its clearing 
banks and others, These claims, amounting to approximately $12 
million, are in the process of being negotiated. The statement of income 
and retained earnings reflects management's best estimate that these 
claims will ultimately be resolved for $6 million, although the actual 
settlement amount may be higher or lower. 

In the ordinary course of its business, GSCC may become involved 
in legal proceedings and litigation. In the opinion of management, after 
consulting with outside counsel, the outcome of such proceedings and 
litigation will not materially affect GSCC's financial statements. 
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8. OFF-BALANCE-SHEET RISK AND CONCENTRATIONS 

OF CREDIT RISK: 

In the normal course of business, because it guarantees certain 
settlement obligations of its netting participants (see Note 7), GSCC 
could be exposed to credit risk. GSCC mitigates its exposure to credit 
risk by requiring such participants to meet minimum financial standards 
for membership, verifying compliance with financial and other 
standards, monitoring financial status and trading activity, requiring 
participants to meet daily mark-to-market obligations, and requiring 
participants to provide clearing fund deposits (see Note 3) in the form 
of cash, U.S. Treasury and book entry non-mortgage-backed Agency 
securities, and eligible letters of credit. 

If a participant fails to fulfill its settlement obligations to GSCC and 
GSCC determines that such participant is insolvent, GSCC would 
liquidate that participant's netted security positions and apply the failed 
participant's margin and mark-to-market deposits, including clearing 
fund deposits, to satisfy any outstanding obligation and/or loss. GSCC 
has entered into a limited cross-guaranty agreement separately with 
NSCC, Emerging Markets Clearing Corporation (EMCC) and MBSCC, 
under which these clearing agencies have agreed to make payment to 
each other for any remaining unsatisfied obligations of a common 
defaulting participant to the extent that these agencies have excess 
resources belonging to the defaulting participant. 

In the event that a deficiency still exists, GSCC would satisfy the 
deficiency by assessing the participants with whom the defaulting 
participant most recently conducted trading activity subject to various 
priorities and limitations as defined in GSCC's Rules. If one or more of 
such participants does not pay its assessment, GSCC would satisfy such 
deficiency by utilizing 25% of its retained earnings, or such greater 
amount of retained earnings to be determined by the Board of 
Directors. Thereafter, if necessary, each remaining participant would be 
assessed on an equal basis up to $50,000. Finally, if a deficiency still 
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remains, GSCC would assess all remaining participants on a pro-rata 
basis based upon their average daily level of required clearing fund 
deposits over the prior year; however, any such remaining participant 
may limit its additional liability to the amount of its required clearing 
fund deposit by terminating its membership in GSCC. Further, certain 
interdealer brokers have an absolute cap of $5,000,000 on losses 
associated with each insolvency. 

As discussed in Note 1, GSCC provides automated trade 
comparison, netting, settlement and risk management services for 
buy/sell, original issue purchase and repurchase transactions in the 
Government securities and financing marketplaces for brokers, dealers, 
banks and other market participants. As such, GSCC has a significant 
group concentration of credit risk since its participants may be impacted 
by economic conditions affecting the securities industry. As described 
above, such risk is mitigated in a number of ways. 

9. SUBSEQUENT EVENT: 

Effective January 1, 2002, the shareholders of GSCC's Class A common 
stock exchanged their ownership interest in GSCC for common stock 
issued by DTCC. Similar exchanges occurred at MBSCC and EMCC. The 
primary purpose of these exchanges was to achieve greater efficiencies 
between DTCC and the above companies by streamlining core 
processes, improving communication and technology innovation, 
strengthening risk management, expanding opportunities for cross­
margining and positioning the industry for increased growth in global 
trading activity. The persons elected to serve on the Board of Directors 
of GSCC will also serve as directors on the Boards of DTCC and each of 
its other domestic subsidiaries. 

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF GOVERNMENT SECURITIES CLEARING CORPORATION 

In our opinion, the accompanying balance sheets and the related statements of income and retained earnings and of cash flows present fairly, in 
all material respects, the financial position of Government Securities Clearing Corporation at December 31, 2001 and 2000, and the results of its 
operations and its cash flows for the years then ended in conformity with accounting principles generally accepted in the United States of America. 
These financial statements are the responsibility 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 accordance with auditing standards generally accepted in the 
United States of America which require 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 evaluating the overall financial 
statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

February 8, 2002 
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MBSCC BALANCE SHEETS 

DECEMBER 31, (IN THOUSANDS) 

ASSETS 

Cash and cash equivalents 
Accounts receivable 
Participants'deposits 
Fixed assets, less accumulated depreciation of $2,562,000 and 

$2,109,000 at December 31, 2001 and 2000, respectively 

Othera~s~se~t~s ___ _ 
Tota I assets 

LIABILITIES AND STOCKHOLDERS' EQUITY 

Liabilities: 
Accounts payable and accrued liabilities 
Participants'deposits: 

Cash 
Other 

TotalliablccOlic::.tlc.::°e..::.s ___ _ 
Stockholders' equity: 

Common stock, no par value: 
Class A: 50,500 shares authorized, 38,346 shares issued and 

outstanding at December 31,2001 and 2000 
Class B: 5,000 shares authorized, 4,260 shares issued and 

outstanding at December 31,2001 and 2000 
Retained earnings 

Total stockholdt;lrs' ec.::qccu'-'-it'-'-y ___ _ 
Total liabilities and stockholders' equity 

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE STATEMENTS. 

MBSCC STATEMENTS OF INCOME AND RETAINED EARNINGS 

FOR THE YEAR ENDED DECEMBER 310 (IN THOUSANDSI 

REVENUE 

Fees billed to participants 

Discount to particip,--=a::cncct..::.s ______ _ 
Net revenue from operations 

Interest income 
Total revenue 

EXPENSE 

Employee compensation 
Systems and related support 
Rent, maintenance and utilities 
Professional and other services 
General and administrative 

Depreciation and all1 0rtiz_a--'t_io_n ____ _ 

_Total exlJens_e ______ _ 
Income before income taxes 
Income tax provision: 

Current 
Deferred 

Total income tax prolli.s_io_n ______ _ 
Net income 

Retained earnings, beginning-=0:.of-'y..:e:.::ac:.r ___ _ 
Retained earnings, end of year 

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE STATEMENTSo 

2001 2000 

$ 120,424 $ 168,737 
934 14 

2,966,606 1,698,168 

1,092 698 
2,280 1,424 

----

$3,091,336 $1,869,041 

$ 8,950 $ 6,745 

110,780 159,128 
2,966,606 1,698,168 

_ __ ----'3 .... ,~086,3 _3_6 ___ 1~,_86_4,041 

432 432 
4,567 4,567 

..:5:-...,0::..:0:..:0 ____ 5,000 
$3,091,336 $1,869,041 

2001 2000 

$33,051 $ 21,620 
(18,974) (10,127) 
14,077 11,493 

393 423 
14,470 11,916 

5,856 5,609 
3,146 2,728 

262 261 
4,158 2,166 

595 728 
453 424 

0-

14,470 11,916 

154 108 
(154) (108) 

4,567 4,567 
$ 4,567 $ 4,567 
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MBSCC STATEMENTS OF CASH FLOWS 

FOR THE YEAR ENDED DECEMBER 31, (IN THOUSANDS) 

CASH FLOWS FROM OPERATING ACTIVITIES 

Net income 
Adjustments to reconcile net income to net cash (used in) provided by 
operating activities: 

Depreciation and amortization 
(Increase) decrease in operating assets: 

Accounts receivable 
Other assets 

Increase (decrease) in operating liabilities: 
Accounts payable and accrued liabilities 

$ 

2001 2000 

$ 

453 424 

(920) 1,063 
(856) (248) 

2,205 2,182 
(Decrease) increase in particiEants' cash deposits ____________ _ (48,348) 138,508 

(47.466) 141,929 __ N~cash (used in)provide~d~b~y_o~p~e~r~a~t_in~g~a~ct~iv~it~ie~s ______________________________ ~~~~ __ ~~~~ 
Cash flows from investing ac;t~vity_---:Purctl~s~ofJixed asse~ _____________________ _ (847) (311 ) 

Net (decrease) increase in cash and cash equivalents 
Cash and c<lsh equivalents, beginning of year 
Cash and cash equivalents, end of year 

Supplementary disclosures--net income taxes paid 

THE ACCOMPANYING NOTES ARE AN INTEGRAL PART OF THESE STATEMENTS 

MBSCC NOTES TO FINANCIAL STATEMENTS 

1. ORGANI ZATION AND OPERATIONS: 

MBS Clearing Corporation (MBSCC), a clearing agency registered with 
the Securities and Exchange Commission, provides trade comparison, 
confirmation, risk management netting and electronic pool notification 
services to participants in the mortgage-backed securities market. 
MBSCC provides discounts on billing for trade comparison services 
based upon the amount of earnings to be retained in a given year with 
due regard to current and anticipated needs, as determined by its Board 
of Directors. MBSCC's participants own 90% of its outstanding shares; 
National Securities Clearing Corporation (NSCC)' a wholly owned 
subsidiary of The Depository Trust & Clearing Corporation (DTCC)' 
owns the remaining shares (see Note 7). 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 

Cash Equivalents: MBSCC invests funds in overnight reverse repur­
chase agreements, which are considered cash equivalents. Such agree­
ments provide for MBSCC's delivery of cash in exchange for securities 
having a market value which is at least 102% of the amount of the agree­
ment. An independent custodian designated by MBSCC takes posses-

(48,313) 141,618 
168,737 27,119 

$120.424 $168,737 

$ 452 $ 159 

Estimates: The preparation of financial statements in conformity with 
generally accepted accounting principles requires management to 
make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities 
at the date of financial statements and the reported amounts of rev­
enues and expenses during the reporting period. Actual results could 
differ from those estimates. 

Reclassifications: Certain reclassifications of 2000 amounts have been 
made in the accompanying financial statements to conform to the 2001 
presentation. 

3. PARTICIPANTS' DEPOSITS: 

The rules of MBSCC require its participants to maintain a minimum 
deposit in cash and to make additional deposits to cover margin require­
ments to secure participants' obligations. Additional amounts may be 
assessed against participants in accordance with MBSCC's rules. 

A summary of the deposits held at December 31, 2001 and 2000 
follows: 

2001 2000 

sion of the securities. Overnight reverse repurchase agreements are Cash $ 110,780,000 $ 159,128,000 
recorded at the contract amounts and totaled $120,213,000 at December Securities issued by the U.S. Government 
31, 2001. At December 31, 2001, one major financial institution was 
counterparty to this agreement. 

Participants' Deposits: MBSCC accepts cash, securities issued by the 
U.S. Government or Government-sponsored enterprises and letters of 
credit issued by authorized banks as participants' deposits and records 
total deposits on its balance sheet. 

Fixed Assets: Fixed assets consist primarily of computer hardware 
which is depreciated on a straight-line basis over three or five years. 

Income Taxes: Deferred tax assets and liabilities are provided for the 
expected future tax consequences of temporary differences between 
the carrying amount and tax basis of assets and liabilities. The net 
deferred tax asset of $826,000 is expected to be fully realized and, 
accordingly, no valuation reserve has been established. 

Financial Instruments: Management believes that the carrying value of 
financial instruments approximates market value. 

Icl (;,<:(/,\IH\( 2001 .\:\:\l".\L REI'OIZT 

or Government-sponsored 
enterprises, at market 

Letters of credit issued by 
authorized banks 

2,366,496,000 1,090,912,000 

600,110,000 607,256,000 
$ 3,077 ,386,000 $1,857,296,000 

MBSCC invests participants' cash deposits in overnight reverse 
repurchase agreements. The earnings on deposits in excess of the 
required minimum are passed through to participants and are not 
included in interest income. In 2001 and 2000, such earnings totaled 
$9,896,000 and $5,791,000, respectively. MBSCC has entered into a lim­
ited cross-guaranty agreement separately with NSCC and Government 
Securities Clearing Corporation (GSCC) under which these entities have 
agreed to make payment to each other for any remaining unsatisfied 
obligations of a common defaulting participant to the extent that these 
entities have excess resources of the defaulting participant. 



4. TRANSACTIONS WITH RELATED PARTIES: 

NSCC provides various support services and office facilities to MBSCC. 
The costs of providing these services are charged to MBSCC in accor­
dance with the provisions of a service agreement. The agreement con­
tinues in effect unless canceled by either party upon six months prior 
written notice. Charges to MBSCC pursuant to this agreement totaled 
approximately $1,113,000 in 2001 and $1,131,000 in 2000. Amounts 
payable to NSCC at December 31, 2001 and 2000 were $296,000 and 
$413,000, respectively. 

GSCC provides software development and related services to 
MBSCC. NSCC owns 24% of GSCC. The charges under this arrange­
ment, which commenced in 2001, totaled approximately $913,000. 
The amount payable to GSCC at December 31, 2001 was $112,000. 

MBSCC is contingently liable, under a service agreement, for a 
portion of NSCC's office lease which expires on December 31, 2012. 
At December 31, 2001, the contingent commitment of MBSCC for the 
remaining lease period is approximately $2,063,000. 

5. INCOME TAXES: 

MBSCC files Federal, New York State and New York City income tax 
returns. The tax effect on temporary differences that give rise to signif­
icant portions of deferred tax assets relate principally to depreciation 
and employee benefit costs. 

6. POST-RETIREMENT BENEFIT PLANS: 

All eligible employees of MBSCC participate in DTCC's trusteed, non­
contributory defined benefit pension plan. In addition, MBSCC partici­
pates in DTCC's noncontributory supplemental executive retirement 
and benefit restoration plans which provide for certain benefits to 
identified executives of MBSCC upon retirement. Further, MBSCC par­
ticipates in DTCC's life insurance program which provides payment of 
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death benefits to beneficiaries of eligible retired employees and DTCC's 
health insurance program which provides benefits to eligible retired 
employees. In 2001, costs for these plans aggregated $477,000 and were 
determined based upon actuarial calculations using information related 
to all eligible MBSCC employees. Disclosures of post-retirement benefit 
obligations, expense components and actuarial assumptions for the 
DTCC plans are included in DTCC's 2001 financial statements. 

7. SUBSEQUENT EVENT: 

Effective January 1, 2002, the shareholders of MBSCC's Class A and 
Class B common stock exchanged their ownership interests in MBSCC 
for common stock issued by DTCC. Similar exchanges occurred at 
GSCC and the Emerging Markets Clearing Corporation. The primary 
purpose of these exchanges was to achieve greater efficiencies between 
DTCC and the above companies by streamlining core processes, 
improving communications and technology innovation, strengthening 
risk management, expanding opportunities for cross-margining and 
positioning the industry for increased growth in global trading activity. 
The persons elected to serve on the Board of Directors of MBSCC will 
also serve as directors on the Boards of DTCC and each of its other 
domestic subsidiaries. 

TO THE BOARD OF DIRECTORS AND STOCKHOLDERS OF MBS CLEARING CORPORATION 

In our opinion, the accompanying balance sheets and the related statements of income and retained earnings and of cash flows present fairly, in all 
material respects, the financial position of MBS Clearing Corporation at December 31, 2001 and 2000, and the results of its operations and its cash 
flows for the years then ended in conformity with accounting principles generally accepted in the United States of America. These financial state­
ments are the responsibility 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 accordance with auditing standards generally accepted in the United States of America which 
require 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 account­
ing principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

February 8, 2002 
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GSCC AND MBSCC OFFICERS 

AND DIRECTORS 

DENNIS J. DIRKS 

Chief Execlltil'e OHicer 

RONALD A. STEWART 

President 

THOMAS F. COSTA 

Managing Director and 
Chief Operating OHiccr 

RICHARD R. MACEK 

Chief hnanci,ll OHicer and Treasurer 

DAVID P. BUCKMASTER 

JVbnaging Director-Operations/QA, 
1'I.ullling and Business Development 

JEFFREY F. INGBER 

Managing Director, 
C;eneral Counsel and Secretan' 

LYNN DOUGLAS 

JV\'lIl'lging Director -Marketing, 
Participant Sen'ices and Administr,ltion 

STEVEN M. JUKOFSKY 

Man'lging Director -Contract Negotiations, 
SuHing ,1l1d Compensation 

ROBERT P. PALATNICK 

M'l11aging Director -Technology 

NEAL J. ARBON 

Managing Director DC\'Clopment 

VIRGINIA W. HANSON 

J\hnaging DirectOl -Planning 

STEVEN D. KLING 

Managing Director -SI'stems 

SALVATORE J. MATERA 

M'lIlaging Director -Development 

THOMAS A. QUARANTA 

Managing Director -Participant Sen'ices 

DENNIS J. PAGANUCCI 

Managing Director -Marketing 
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GSCC BOARD OF DIRECTORS 

KENNETH MILLER 

(Chairman, GSCC) 
J\ lanaging Director 
Goldn1.ln, Sachs & Co. 

MARY RICHARDS AM BRECHT 

Managing Director 
Salomon Smith Barnel' 

ALLEN CLARK 

Senior Vice President 
The Chase Manhatt,lIl B,lIlk 

DENNIS J. DIRKS 

(CEO, GSCC) 
Chief Operating Ofticer 
The Depositol'l' Trmt & CIe,lring Corpor,nion 

DAVID LOHUIS 

Mall.lging Director 
Lehman Brothers Inc. 

RALPH MASTRANGELO 

Executive Vice President 
The Bank of Nell' York 

PETER MURRAY 

J\1.111.1ging Director 
Credit Suisse hrst Boston Corporation 

ERNEST A. PITTARELLI 

i\Lln~lging l)irc'ctor 
UBS Warburg LLC 

RONALD PURPORA 

President 
Garban LLC 

ROBERT D. SBARRA 

Executive JVbll.lging Director 
HSBC Securities (USA) Inc. 

RONALD A. STEWART 

President, GSCC 

THOMAS WIPF 

M'll1aging Director 
Morgan St,l11icv & Co. Incorporated 

MBSCC BOARD OF DIRECTORS 

EDWARD F. WATTS, JR. 

(Chairman, MBSCC) 
Managing Director (Retired) 

Goldman, Sachs & Co. 

EDWARD ALMEIDA 

Senior M,ll1.lging Director 
Bear Stearns & Co" Inc. 

STEPHEN CASPER 

Chief hndncial OHicer/Managing Director 
Fischer Francis Trees & '.V,lttS, Inc. 

FRANK DECONGELIO 

Man'lging Director 
Credit Suisse first Bmton Corp. 

DENNIS J. DIRKS 

(CEO, J\IBSCC) 
Chief Operating Ofticer 
The Depositorl' Trust & Clearing Corpor,nion 

WILLIAM GALLAGHER 

J\1an'lging Director & Chief Credit OHicer 
C;reen\\'ich Capital Markets, Inc. 

LAURA LOCOSA 

Princip,ll 
Morgan Stanley & COlllP,lIl), 

STEPHEN PATRIARCO 

First Vice President 
;\1crrill Lmch 

ERNEST A, PITTARELLI 

J\\anaging Director, Operations :-..iorth America 
L'BS W,lrburg LLC 

THOMAS SAKARIS 

Senior Vice President 
Salomon Smith Hem1el' Inc. 

RONALD A. STEWART 

President 
J\\BS C\e,lring Corporation 
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GOVERNMENT SECURITIES CLEARING CORPORATION 

TEL: (212) 855-7500 

FAX: (212) 269-0162 

E-MAIL INQUIRIES:INFO@GSCC.COM 

MBS CLEARING CORPORATION 

TEL: (212) 855-7500 

FAX: (212) 269-0162 

E-MAIL INQUIRIES:INFO@MBSCC.COM 



GOVERNMENT SECURITIES CLEARING CORPORATION 

AND MBS CLEARING CORPORATION ARE SUBSIDIARIES OF 

THE DEPOSITORY TRUST & CLEARING CORPORATION, 

WWW.DTCC.COM 

WWW.GSCC.COM 

WWW.MBSCC.COM 


