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A Year of Transition I 

,\Rj17J:

1

learmg Corporaaon (MBSCC,) IS the market:1 ,mle provider 

II.~ fl. ~h· . . k 1 JS!! '{/0P_!!' companson~ conJ lrmatLOn~ rlS. management, net ,settlement 

and electronic pool notification ,service,s for mortgage-backed ,securi-

tie,s (MBS). GUided by iu participanu-MBS dealer,s~ inter-dealer 

broker,s and institutional u,ser,s-.MBSCC:S mis,sion is to deliver 

value-added ,service,s to participanu that minimize the co,su and 

risk,s as,sociated with MBS trading. 

MBSCC:S ,service,s are provided to organizations that actively trade 

in Government National Mortgage A,s,sociation (GNMA)~ Federal 

Home Loan Mortgage Coporation (FHLMC)~ Federal National 

Mortgage A,s,sociation (FNMA)~ cash~ forward and over-the-counter 

option markeu. 

E,stablished in '979 as a registered clearing agency to foczlitate the 

po,st-trade activitie,s 0/ the MBS market, MBSCC now proce,s,se,s more 

than $240 blllion in MBS trade,s every month. 

MBSCC is owned by the mqjority o/iu participanu and is qffiliated 

with the National Securitie,s Clearing Coporation. 



2 From the Chairman and President 

To OUf ParticipanlJ 

r-ve are pleased [Q report rhar '995 was a year o/SOlld operarional and financial petjormance/or 

MBS Clearing Cotporation (MBSCC). In addirion, several mqjor changes occurred in '995, making ir 

a very busy-and succeJ;ifUI-year ifrransition. These changes included rhe reorganizarion inro a new 

independenr organizarion rlzal is primarily owned by 32 securiries dealers and banks, as weff as rhe 

Narional Securiries Clearing Cotporarion (NSCC); rhe move ro New York CIty; rile laWlcllffzg 0/' 

MBSCC:S Elecrronic Pool Norificarion (EPN) .sysrem, which rrawmlts mortgage-backed securkies 

(MBS) pool in/ormarion; and rhe developmem o/0fiLIly redundam EPN Disasrer Recovery filCl/ity. 

Many Jynergisric relarionsflip.!' were creared in 1995 as a resufr if our reorganizarion and move ro 

New York City. which enabled llJ ro be closer; borh srrucrurally and physically, [Q mOJt if our partiCl~ 

panLJ: After cardiLI planning, our employees moved MBSCC 750 mtles over a single weekend and 

opened ils new o/jl"ces on Monday, July 3', '995, at 8 a.m. shatp, never misYlIzg a bear. Bur our success 

rhis pasr year could nor have occurred withour srrong supportfrom our participamJ, some qfwhom we 

have j:arured in this annual reporr. 

Our new organizarion hasp/aced us in a berrer position ro enhance our communications wlth mwt 

MBSCC participants and [Q find new ways ro lower CDSU' and reduce risks inherenr in rhe MBS markel

place. We have also been able ro accomplisfl many o/lhe o~jecrives qfrhe Vision 2000 Commltree 10 

leverage morejitnctionality from rhe indusrrys infimrraclUre andjimher reduce coSYJ: As a resufr, 

we fzave been able [Q berrer link our operaring COJU' and e:xpendlturesjor new service developments 

wlth rllefees charged [Q participanLJ: 

Whtle '995 was a year jtffed wkh rransltiow; it was also a year jtffed WIth solid operarional petjor

mance as '995 rrade inpUlvolume was easily accommodated by MBSCC sysrems. An average monrllly 

volume o/MBS rrades valued ar weff over $240 btllion was Jucce.s;ifUlly and easily processed in '995, 

and nerrtlzg conrinued 10 eliminare rhe serr/emem if approximately 90 percent, or $2.2 rnffion, if aff 

rrades emered inro the serr/emenr balance order sysrem. 

Our Elecrronic PoolNori/icarion sysrem wenr live in a ptlor pfzase in early '995 and now enables 

paracipants [Q rransmit MBS pool irifDrmarion more qUlckly, qjicienrly and reliably. The AfJN SYJtem 

reachedfitff producrion SrarllJ lare in ~995 and includes a sophisf/cared Disasrer Recovery SYJtem, 

whiCh is permanent, ar dual-sireJ; and.Jillly-redundam. And rhe Securiries and ~E'xchange Commission 

(SEC) approval o/MBSCC ralespaved lhe way for rhe EPN SYJtem ro be folly operarional in 1996: 
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MBSCC currendy has30 (jsen' on tile £'PN sysrem. TlIIYJlI{!,//o(jII.9.95, rhe momilly /IIessage volume 

was growing oponenrially and in M a rell 1.9.96~ }<,"jJ N (jseIJproces'J'ed appmrimale01 10,200 }<,"jJ N 

meJ'J'ages wirh a curren~face vallie f!f abour $104 btllion dollars: tach meJ'Jage ean inelllde lip lO 250 

pools WOr/11 $50 fnt/lio{/. Ule JucceJ;rji1l launell f!jMBSCC'J' EPN syslem was recognized by lhe Public 

SecllriliesAJ'Jociarion (PSA) in Illeir decision lO adopr Jra!!l5ered ClIr-qlrimeJjor nOlijicarion f!f 

MBSpools beginntilg tn November ~9.96: The Jraggered notification wtll encouragefiims to lI11lize rhe 

f!ffiCienciespro/Jlded by EPN andgrearly conrnbllre ro tile growlh tn rhe number f!fEPN lIserJ~ 

Sleady operarlng revenlles and prudenr e:rpendilll res resuiled In a solId fiiw ncia I pedorma nce In 

'.9.9.5. ParLlcipanlJ' benifiledfivm liwr peljOrmance by recei/}{ng lrade recordtngfee discOlllllS Ihar last 

yeare.rceeded $3.5 fnt/lion. 

~ 've ef!loyed worktilg wilh tile members f!follrBoard f!fDireClors and all f!follr parLlCipanlJ'LO 

aellieve such a smoorh Lransiaon lau year. We parLlcu/atiy wanr 10 rhank our efllployeeJ~especially 

tllOJe wlzo mO'lied LO New York .... :for lilel/" dedtcaLLon LO MBSCC we recognize llOw d(fficlllL iL was for 

lilem 10 reloeare rheir jafllllies and Ihank dzem jor rheir hmdwork, whtdl enabledM BSCC 10 e7pert~ 

ence a succes,gull.9.95. 

As a reslIir 0/ lasL year J' Ira flJZllonJ', we are beaer pOJllloned lO dficienrly and f!/jCcli{je/y meer Ihe 

clIrrem andjullIre needs f!/ollr parlLcipanlJ'. We lhank NSCC and rhe SecuniieJ' indllstry AlILOmaLLon 

Corporaaon (SlAC)jorfuI01 J'ltpporring our move and other Inlfiarives. WOr/i:lng togeliler wlflz our 

parlLcipamJ', many o/wllOm are ollr new owners, and Wldlthe SllPpOr/ f!/ollrBoard of 

DlieClors, rhe MBSCC srqf./is dedtcared [0 delivenng IlIffl 

qllality and value-added senJlces. ~ dwnk allo/)Ioujor 

YOllr conanued support, and we loo/~forward 10 ollr 

ongoIng and mllIual dforlJ' [0 aellleve anOlher sllccesof/itl 

year in ~9.96 

Harvey J. Cartmell 

Chairman of the Board 

Ronald A. Stewart 

President and Chief 

Executive Officer 

On February 3, 1996, Harvey J. 
Cartmell formerly of Goldman 
Sachs & Company, resigned 
from the Board and as 
Chairman of MBSCC. Harvey 
served as a Director from 
September 1989 and as 
Chairman from July 1990. 
During his tenure on the Board, 
Harvey provided steady support 
and inspirational leadership to 
M BSCC as it designed and 
implemented the complete 
rewrite of its operating systems 
and the Electronic Pool 
Notification (EPN) System. 

On April 16, 1996, John G. 
Moran formerly of Morgan 
Stanley Market Products Inc., 
completed his term on the 
Board, the first of which began 
in April 1989. John consistently 
provided valuable insight and 
guidance to the Board and staff 
of MBSCC during his seven 
years of service. 

On behalf of our 
PartiCipants, Staff and Board, 
thank you, Harvey and John 
for service "beyond the call", 
and best of luck in your future 
endeavors. 

- Ronald A. Stewart 



4 A Year of Transition 

1
MBSCG'S mission is important yet simple: to reduce the costs and risks associated with trading in 

\~ nfcUgage-backed securities market. To accomplish this mission, MBSCC provides high-quality 

a~¥VJJe-added services that are driven by the needs of its members and industry participants. 
v ..d--'=. 

MBSCC provides automatcd trade comparison, confirmation, net settlement and pool notification 

services. MBSCC also assesses and manages financial risk; evaluates and improves MBS market 

systems and technologies; and enhances communication among all MBS market participants. 

The two most significant events in ] 995 were the automation of pool notification by bringing 

into full production the Electronic Pool Notification (EPN) system and the creation ofthe EPN 

Disaster Recovery facility. The EPN system is a real-time store and forwarding message switch that 

enables users to exchange mortgage pool information electronically. Tn essence, it eliminates busy 

"With the reorganization rifMBSCC that took place 
last year; participants became part-owners if the 
company. Now we have a more direct say in the 

direction in whichMBSCC wtll embark. " 

- Greg BurneJ~ VP, CS First Bosron Cotporation 

signals and the fail costs that have historically been 

incurred because of the sender's inability to reach 

the recipient. 

The development of an Electronic Pool 

Notification system was first addressed in late 1991 

when the Public Securities Association (PSA) distributed a request for proposals. In March of 

1992, PSA selected MBSCC to develop the current EPN system. An EPN Beta System was rolled 

out in June 1994 in a test environment. It was so successful that eight months later, in February 

of 1995, with the Securities and Exchangc Commission's (SEC) approval, EPN began pilot 

operations, which marked the required exchange of live pool information by EPN users. 

The pilot program also gave MBSCC the opportunity to develop an EPN 

Disaster Recovery capability. The EPN Disaster Recovery facility mirrors the EPN 

production facility. Both sites employ fault-tolerant technology and maintain redun

dant communications links between EPN and its users to ensure that no single point 

of failure exists. In the event of a catastrophic failure of the EPN system, users would 

connect to the Disaster Recovery system via their redundant communications links, and 

resume real-time processing. In February of 1996, after extensive development and test

ing efforts, MBSCC fully implemcnted the Disaster Recovery facility. This completed 

MBSCC's deliverables and the full production implementation of the EPN system. 

A new EPN fee structure was implemented in 1995 to promote an increase in off .. 

peak volume and to facilitate non-dealer usage. Transaction fees are based on receipt 
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and delivery times, and an Account Maintenance fce was implemented lor a new type (If user. The 

new fees encouragc earlier delivery and later acceptance and are geared towards the institutional 

"buy-side" market. 

Many objectives of the Vision 2000 Committee were accomplished in 1995. The Securities 

Industry Automation Corporation (SLAC) remained MBSCC's facility manager and MBSCC began 

sharing office space and profCssional resources with NSCC. Some of the corporate services that are 

shared include legal counsel, human resources, illlernal auditing, finance and treasury functions. 

MBSCC's services and systems arc driven by distinctive market fundamentals, including long 

settlement periods of 45 to 90 days; a high transaction value of typically $10 million or more in 

par value; a guideline by the Public Securities Association (PSA) that permits a seller to deliver 

securities that vary from the original traded value 

by a certain pcrcentage (higher or lower); and an 

independent credit assessment that enables partici

pants to dccide with whom they execute trades. 

MBSCC facilitates an ordcrly and efficient 

trading environment with the least amount of risk to 

the market and its participants through three prima-

''MBSCCs move from Chicago to New York City was so well 
planned that it was business as usual rve never encountered 
any problems and now its even more convenient to work on 
system enhancements and business issues. " 

- Frank DlMarco, v.P., Merrill Lyncll, Pierce, Fenner & Smith, incOlpoIVted 

ry MBSCC scrvices: trade comparison, risk management and netting. 

Ihulecolllpllriron. Comparing trades quickly and accurately is particularly 

critical in the MBS market, where the time period between the trade and settlement 

dates (and subsequent exposure to market fluctuations) is much longer than 

in other securities markcts. In 1995, the volume of trades decrcased SLX 

percent and the value of LTades decreased 22 percent to $2.9 trillion. 

Rirklllllnllgelllent. MBSCC ot1crs many safeguards that help 

eliminate uncertainty and provide liquidity within the marketplace. 

Because of the lengthy settlement period and an increased risk that 

one party to a trade will not fulfill its trade obligations, MBSCC contin

ually assesses the current value of each participant's underlyi ng trades 

and ensures that all participants' potential exposure is satisfied 

through appropriate levels of collateral. On average, MBSCC 

holds approximately $1.5 billion in collateral f()f' 

participants in the event of a contra-side default. 
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Nelling: One of the most significant MBSCC services is netting, which reduces participants' 

overall MBS settlement obligations. Of the nearly $2.9 trillion matched through MBSCC's compar

ison system, approximately $2.4 trillion worth of trades entered MBSCC's Settlement Balance 

Order (SBO) system. The system netted more than 90 percent of all trades submitted for netting 

and resulted in an elimination of $2.2 trillion in MBS trades requiring settlement. This created 

lower clearing costs, bver fails and decreased financing costs for participants. 

MBSCC is committed to implementing new enhanccments, further streamlining processing 

systems and reducing costs in accordance with the changing needs of this dynamic market. Overall 

activity in the MBS market has grown steadily and substantially since the early 1980s, and this 

increased activity is expected to continue. The glob-

''EPN:S ptlot program went very smoothly and lhe sys
tem proved succes,gul in everything it set out to accom

pftj/z, reducingfiu! costs and increasing rlficiency" 

- Laura LoCoJo> Principa~ Morgan Stanley & Co. 

''Since EPN started operating lasl February; we have 
found [tto be e.uremely reliable and fjficienl. " 

Mic/wel D. Ackerman> V P> Morgan Stallley & Co. 

al ization of the MBS market has become evident in 

the rise in the number of non-domestic firms that 

have joined and are utilizing MBSCC and its services 

fClr their own post-tnde processing. 

Staying ahead of industry growth and abreast 

of' the accompanying trends is a major priority for 

MBSCC. To further streamline the MBS settlement 

process fiJf institutions, MBSCC recently began preliminary discussions 

with the Public Securities Association (PSA), the Depository Trust 

Company (DTC) and thc Participants Trust Company (PTC) to explorc 

synergies which would be gained by linking the EPN system with 

OTe's communication and PTC's settlement systems. These pre

liminary discussions have led to an agreement betwecn the three 

organizations to move toward achieving the objective of straight 

through processing. 

By worki ng closely with members to ensure that systems 

remain flexible and able to accommodate future growth, MBSCC 

is poised to meet both the current and future needs of its partici

pants and the MBS industry. 
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EFFECT OF NETTING. 

MBSCC nets or reduces 

the total number of 

financial obligations 

requiring settlement. 

$247,000,000,000 
Par value into 

netting system, 
June 1995 

83% Netting 
_____ Factor 

$41,400,000,000 
Net financial 

obligation 
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MBS CLEARING CORPORATION 

BALANCE SHEETS 

December 31, 1995 December 31, 1994 

..................................................................................................................................................... (I~.0.~~~~.~~), ................................... . 

Assets 

Cash and cash equivalents 

Accounts receivable 

Participants' deposits 

FIXed assets, less accumulated depreciation of $131000 and 

$45,000 at December 31, 1995 and 1994, resped~ely 

Deferred income talXes 

Prepaid talXes and other assets 

Total assets 

Liabilities and Stockholders' Equity 

Accounts payable and accrued liabilities 

PartiCipants' deposits 

Note payable 

Total liabilities 

Excess of net assets acquired over purchase price 

Stockholders' equity: 

Common stock, no par value: 

Class A: 50.500 shares authorized, 38,346 shares issued 

and outstanding at December 31, 1995 and 1994 

Class B: 5,000 shares authonzed, 4,260 shares Issued 

and outstanding at December 31, 1995 and 1994 

Retained earnings 

Total stockholders' equity 

Total liabilities and stockholders' equity 

The accompanying notes are an Integral part of these statements. 

$6,485 

742 

996.040 

1,014 

341 

1,569 

$1,006,191 

$3,489 

996,040 

1,662 

1,001,191 

1,760 

432 

2,807 

3,240 

$1,006,191 

$Q776 

926 

38~280 

36 

723 

81 

$398,822 

$4,322 

38~280 

3,325 

394,927 

2,844 

432 

618 

1,051 

$398,822 
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MBS CLEARING CORPORATION 

STATEMENTS OF INCOME AND RETAINED EARNINGS 

For The 
For The Period From 

Year Ended August 13, 1994 to 

December 31, 1995 December 31, 1994 

..................................................................................................................................................... (~~ .. ~.?~~.~~.~l ................................... . 

Revenues: 

Operations $ 10,496 $ 4.237 

Discount to participants 1541 

Net revenue from operations 6,955 4,237 

Interest income 869 202 

Amortization of excess of net assets acquired over purchase price (Note 2) 1,084 406 

Total revenues 8,908 4,845 

Expenses: 

Employee compensation 1,954 655 

¥tems and nelated support 1,720 297 

Rent, maintenance and utlities 224 662 

Professional and other servces 1,422 2.214 

General and administrative 442 362 

Depneciation and annortzation 414 163 

Total expenses 6,176 4,353 

Income befone income taxes 2,732 492 

Income tax provi~on (benefrt): 

Curnent 161 595 

Deferned 382 (721) 

Total income tax provision (benefit) 543 (126) 

Net income 2,189 618 

Retained earnings, beginning of period 618 

Retained earnings, end of period $ 2,807 $ 618 

The accom~~ ncrtes are an integral part of these statements. 
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MBS CLEARING CORPORATION 

STATEMENTS OF CASH FLOWS 

For The 
For The Period From 

Year Ended August 13, 1994 to 
December 31, 1995 December 31, 1994 

..................................................................................................................................................... (I!.l .. ~.?~~.~~.~~) ................................... . 

Cash flows wom operating activities: 

Net income 

Adjustments to neconcile net income to net cash used In operating activities: 

Amortization of excess of net assets acquired over punchase price 

Depneciation 

Decnease (Incnease) in assets: 

Accounts nece~ble 

Deferned income taxes 

Prepaid taxes and other assets 

Incnease (decnease) in liabilities: 

Accounts payable and accrued liabllities

Net cash used in operating activities 

Cash flows Wom investing activities 

Purchase of fixed assets 

Investments made through punchase transaction 

Net cash' used in investing activities 

Cash flows wom finanCing activities: 

Note payable on punchase transaction 

Proceeds wom issuance of common stock 

Net cash (used in) provided by financing activities 

Net (decrease) increase in cash and cash equivalents 

Cash and cash equivalents, begnning of period 

Cash and cash equivalents, end of penod 

Supplementary disclosunes: 

Income taxes paid 

The accompanying notes ane an integral part of these statements. 

$ 2,189 $ 618 

(1,084) (406) 

94 45 

184 (429) 

382 (583) 

(1.188) (76) 

(833) 634 

(556) (197) 

(1,072) (80) 

(3,325) 

(1,072) (3,405) 

(1,663) 3,325 

433 

(1,663) 3,758 

(3,291) 156 
9,776 9,620 

$ 6,485 $ 9,776 

$ 1,552 $ 1,384 



NOTES TO FINANCIAL STATEMENTS 
December 31, '.9.95 

I. Organization and Operations 
MBS Clearing Corporation, (MBSCC). a cleanng agency regsterecl w~h the 
Securites and Exchange Commission, provides trade comparison and settlement 
processing for mortgage-backed securities. Through August 12, 1994, MBS 
Clearing Corporaton (OkJ MBS) was whol~ owned by the Chicago Stock 
Exchange, Incorporated (the Exchange). Under a Stock Purchase Agreement 
(the Agreement), dated AugL£t 12, 1994, by and between the Exchange and 
MBSCC Acquls~ion Corporation (the Purchaser). the Exchange agreed to sell all 
the outstanding stock (the Shares) of Old MBS to the Purchaser The sale 
closed on August 12, 1994, at which time the Exchange delrverecl to the 
Purchaser stock certifICates representng the Shares, du~ endorsed for transfer 
At the close of bL£iness on such date, the Purchaser and Old MBS were 
merged and the name of the Purchaser was changed to MBS Clearing 
Corporation (MBSCC). 

2. Summary of significant accounting policies 
Cash Equwalents: MBSCC invests funds in ovemight reverse repurchase agree
ments, which ane considerecl cash equrvaents. Such agreements provide for 
MBSCCs delrvery of cash in exchange for securites havng a manket value which 
IS at least 102% of the amount of the agreement. An independent custodian 
designated by MBSCC takes possession of the securities. Overnight reverse 
repurchase agreements ane recorded at the contract amounts and totaled 
$6,475,000 and $9,776,000, at December 31, 1995 and 1994, respectrve~ 

Fixed Assets: FD<ed assets consist primari~ of computer hardwane which is 
depreciated on a straght line basis over 5 years. 

Excess of Net Assets Acquired Over Purchase Price: The fair value of net assets 
acquirecl by MBSCC exceeded the purchase price by $4,738.000. The excess 
was first allocated to recluce fD<ed assets by $1,488,000. The remaining 
$1250.000 excess is being amortized to operatons on a straight-line basis over 
three years. 

Income Taxes: Deferred tax assets and liabil~ies are provided for the expected 
future tax consequences of temporary dfferences between the canrylng amount 
and tax basis of assets and llaibilibes. 

FincnckJllnstruments: Management believes that the carryng value of all financial 
instnuments approximates manket value. 

Estimates: The preparaton of financial statements in confomn~ ~ general~ 
accepted accounting prin(iples requires management to make estimates and 
assumptions that affect the reported amounts of assets and llabllibes and disclo
sure of contngent assets and liaibilibes at the date of financial statements and the 
reported amounts of revenues and expenses during the reporting period. 
Actual results could dffer rom those estmates. 

ReclaSSifications: Certain reclassifications of 1994 amounts have been made In 

the accompanyng financial statements to confomn to the 1995 presentatIOn. 
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3. Participants' clearing fund deposits 
The nules of MBSCC require ~s participants to maintain a minimum depos~ in 
cash and to maike add~ional depos~s to cover manket differentials to secure par
kipants' obligations. Addibonal amounts may be assessed against participants in 
accordance ~ MBSCCs nules. 

Partcipants' depos~ consist of cash, securites issued or guaJranteed by the US 
Government, and letters of cred~. A summaJry of the depos~s held at 
December 31, 1995 and 1994 follows 

1995 
Cash $ 19,251000 

Securites issued or guaJranteed by 
the US. Govemment, at manket 976.78~000 

Letters of cred~ 45~735,oOO 

4. Transactions with related parties 

1994 
$ 19,032,000 

368,248,000 
510.085,000 

National Securites Clearing Corporaton (NSCC). a minority shaneholder of 
MBSCC, provides varioL£ support services and offICe facilibes to MBSCC. The 
costs of providing these services ane chaJrged to MBSCC in accordance ~ the 
provisions of a service agreement. The agreement expires in 1999 and lvill auto~ 
matlcally be extended after the in~ial f~e year temn unless cancelled by e~er 
party upon sC>< months prior ~n notce. ChaJrges to MBSCC pursuant to 
this agreement during 1995 amounted to approximate~ $354,000. Amounts 
payaible to NSCC at December 31, 1995 and 1994 were $61,000 and $71.000, 
respectrve~ 

MBSCC is contingent~ liable, under a service agreement, for a portion of 
NSCCs office lease which expires on December 31, 2012. At December 31, 1995, 
the contingent commMnent of MBSCC is approximately $1,900.000. 

5. Income taxes 
MBSCC files Federal, New Yonk State, New Yonk C~ and Illinois income tax 
returns. The 1995 income tax proVision and the 1994 tax benefrt dffer rom an 
amount based upon the statutory Federal income tax rate of 34% due pnnci
pally to the amortization of the excess of net assets acquired over purchase 
price and state and loca taxes. The tax effect on temporary dfferences that 
give rise to signifICant portions of defenrec tax assets consist primari~ of depre
ciation in 1995 and relocation costs in 1994. 

6. Post-retirement benefit plans 
All eligible employees of MBSCC participate in NSCCs trusteed, noncontnbutory 
defined benefit pension plan. In addibon, MBSCC also participates in NSCCs 
noncontributory supplemental executrve retirement and benefrt restoraton plans 
which provide for certain benefits to identifed executrves of MBSCC upon 
retirement. Further MBSCC also participates in NSCCs Ife insurance program 
which proVides payment of death benefits to beneficiaries of the retired employ 
ees. In 1995, costs for these plans aggregated $44,000 and were detemnined 
based upon an actuanal calculation using infomnation related to all elgible 
MBSCC employees. Disclosure of post-retirement benefrt oblgations, expense 
components and actuarial assumptions for the NSCC plans ane included in 
NSCCs 1995 financial statements. 
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Price Waterhow;e LLP 

REPORT OF INDEPENDENT ACCOUNTANTS 

To the Board of Directors 
and Stockholders of 
MBS Clearing Corporation 

February 16,1996 

I n our opinion, the accompanying balance sheet and the related statements of income and retained earnings 
and of cash flows prescnt Hildy, in all material respccts, the financial position ofMBS Clearing Corporation 
(the Company) at December 31, 1995, and the results of its operations and its cash flows for the year in con
formity with generally acccpted accounting principles. Thcse financial statements are the responsibility of 
the Company's management; our responsibility is to express an opinion on these financial statemcnts based 
on our audit. We conducted our audit of these statements in accordance with generally accepted auditing 
standards which require that we plan and perform the audit to obtain reasonable assurance about whether thc 
financial statements are frec 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 uscd 
and significant cstimates made by management, and cvaluating the overall financial statement presentation. 
We believe that our audit provides a reasonable basis for the opinion expressed above. The financial state
ments ofthc Company for the period from August 13, 1994 to December 31, 1994 were audited by other 
independent accountants whose report dated February 28, 1995 expressed an unqualified opinion on those 
statements. 



MANAGEMENT'S REPORT ON RESPONSIBILITY FOR FINANGIAL REPORTING 

To the Board of Directors 
and Stockholders of 
MBS Clearing Corporation 
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February 16, 1996 

MBS Clearing Corporation (MBSCC) maintains a system of internal control over financial reporting which 
is desiglled to provide reasonable assurance regarding the preparation of reliable published financial state
ments. The system contains self~moni(Qring mechanisms, and actions are taken to corrcct deficiencies as 
they are identified. Even an efiective internal control system, no matter how well dcsigned, has inhcrcnt limi
tations - including the possibility of thc circumvention or ovcrriding of controls - and therefore can provide 
only reasonable assurancc with respect (Q financial statement prcparation. Furthcr, because of changcs in 
conditions, internal control system effectiveness may vary over time. 

MBSCC's managcment assessed its internal control over financial reporting as of December 31, 1995, in 
relation (Q criteria for effective intcrnal control described in "internal Control-Integrated Framework" issued 
by the Committcc of Sponsoring Organizations of the Treadway Commission. Based on this assessment, 
MBSCC believes that, as of December 31, 1995, its system of internal control over financial reporting met 
those criteria. 

Ronald A. Stcwart Marvin B. Koehler 
President and Chief Executive Officer ChicfFinancial Officer and Treasurer 

Price fflaterhouse LLP 

REPORT OF INDEPENDENT ACCOUNTANTS ON INTERNAL CONTROL OVER FINANCIAL REPORTING 

To the Board of Directors 
and Stockholdcrs of 
MBS Clearing Corporation 

Fcbruary 16, 1996 

We have examined management's assertion that, as of December 31, 1995, MBS Clearing Corporation's 
(MBSCC's) internal control over financial reporting met the criteria for effective internal control described in 
"Internal Control-Integrated Framework." Management's assertion is included in the accompanying 
Management's Report on Rcsponsibility for Financial Reporting. 

Our examination was made in accordance vvith standards established by thc American institute of Certified 
Public Accountants and, accordingly, included obtaining an understanding of the internal control structure 
over financial reporting, testing and evaluating the design and operating effectiveness of the internal control 
structure, and such other procedures as we considered necessary in the circumstances. We believe that our 
examination provides a reasonable basis for our opinion. 

Because of inherent limitations in any internal contTOI structure, errors or irregularities may occur and not 
be detccted. Also, projections of any evaluation of the intcrnal control structure over financial reporting to 

future periods are subject to the risk that the intcrnal control structure may become inadequate because of 
changes in conditions, or that the dcgree of compliance with the policies or procedures may deteriorate. 

In our opinion, management's assertion that, as of December 31, 1995, MBSCC's system of internal con
trol over financial reporting met the criteria for effective intcrnal control establishcd by the Committcc of 
Sponsoring Organizations ofthe Treadway Commission is fairly statcd, in all material rcspects, based upon 
criteria established in "Intcrnal Control-Integratcd Framework." 
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MBS CLEARING CORPORATION 

PARTICIPANTS 

Alex Brown & Sons, Inc. 

Anchor National Life Insurance 
Co. 

BA Sccuritics Inc. 

Bankers Trust (Delaware) 

Bankers Trust Company 

Barclays De Zocte Wedd 
Securitics Inc. 

1:::. Bear Stearns & Company. Inc. 

1:::. BT Securities Corporation 

Cantor Fitzgerald & Co. 

1:::. Cantor Fitzgerald Securities 
Corporation 

Chase Manhattan BankN.A. 

Chasc Manhattan Mortgage 
Corporation 

Chase Securities. Inc. 

Chemical Bank 

Chemical Residential Mortgage 
Corporation 

1:::. Chemical Securities, 
Incorporatcd 

Citibank, N.A. 

Citicorp Mortgage, Inc. 

1:::. Citicorp Securities, Inc. 

CNA Financial 
Corporation/FAO 

Continental Casualty 
Corporation 

Countrywide Funding 
Corporation 

1:::. CS First Boston Corporation 

1:::. Daiwa Securities Amcrica, T nco 

1:::. Shareholders 

Dean Witter Reynolds Inc. 

Deutsche Morgan 
Grenfell/C.J. Lawrence 

1:::. Donaldson Lufkin & Jenrette 
Securities Corporation 

l:::. EVEREN Clearing 
Corporation 

1:::. Federal Home Loan Mortgage 
Corporation 

First Union Corp'/FAO 
First Union Capital Markets 
Corporation 

1:::. GarbanLLC 

1:::. Goldman Sachs & Company 

Greenwich Capital Markets, 
Inc. 

Gruntal & Company, Inc. 

1:::. Hilliard Farber & Company, 
Inc. 

1:::. HSBC Securities. Tnc. 

1:::. J.P. Morgan Securities Inc. 

1:::. Lehman Brothers Inc. 

1:::. Liberty Brokerage Inc. FAO 
Patriot Securities, L.P. 

1:::. Long Term Capital 
Portfolio LP 

1:::. Mabon Securities Corporation 

Mark Twain Bank 

McDonald & Company 
Securities, Inc. 

1:::. Merrill Lynch GSI 

Morgan Guaranty Trust Co. 
of New York 

Morgan Keegan & Company, 
Inc. 

1:::. Morgan Stanley Markct 
Products, Inc. 

Nationsbanc Capital Markets, 
Inc. 

Nationsbank, N.A. (Carolinas) 

1:::. NatwestBankN.A. 

New York Life Insurance & 
Annuity Corp. 

New York Life Insurance Co. 

Nikko Sccurities Co. 
International, Inc. 

1:::. Nomura Securities 
International, Inc. 

Oppenheimer & Co., Inc. 

1:::. PaineWebber, Inc. 

1:::. Prudential Securities. Inc. 

Rauschcr Pierce Refsnes, Inc. 

Residential Funding 
Corporation 

1:::. RMJ Securities Corporation 

1:::. Salomon Brothers Tnc. 

Sanwa Securities 
(USA) Co., LP 

1:::. Smith Barney, Inc. 

Spear Leeds & Kellogg 

Stephens Inc. 

SunAmerica, Inc. 

SunAmerica Life Insurance 
Co. 

1:::. UBS Securities, Inc. 

1:::. Yamaichi International 
(America), Inc. 

MBSCC Participants as of 12/95 
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Managing Director 
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Patricia Dodson 

Vice President 
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James Dooley 

Managing Director 

Lehman Brothers, Inc. 

Ronald G. Keenan 

Managing Director 

Chemical Securities, Inc. 

David M. Kelly 

President & CEO, 

National Securities 
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Eric N. Miller 

Vice President 
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John G. Moran 
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President 

Liberty Brokerage, Inc. 
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Senior Vice President 
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Officer 

Lynn Douglas 
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Chief Operating Officer 
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