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For example, Commission Settlement, 

an easy- to-use product that standardizes 

and automates the payment of sales 

commissions, gained steady acceptance in 

1999, handling over 43 million commission 

payments - more than double the prior 

period. The value of these payments 

reached $2.3 billion. 

As interest in mutual funds continues 

to grow, mutual fund companies have 

increasingly looked to expand their 

distribution channels. Licensed financial 

planners, independent broker/dealers and 

smaller banks have emerged as major 

sources of mutual fund sales. However, 

the manual procedures that these 

organizations typically employ to 

administer orders drive up industry 

processing costs. To serve this sector, 

the clearing corporation is exploring new 

ways to deliver its value-added services. 

One alternative is through a new 

affiliate established in 1999: the Mutual 

Fund Processing Corporation (MFPC). 

While fund companies are eager for 

the business generated by a network of 

over 150,000 financial planners, they are 

not eager to deal with the mountains of 

paperwork, fax messages and clerical 

time currently involved in processing 

applications and maintaining accounts. 

MFPC will offer a Web-based platform 

to automate mutual fund processing for 

the thousands of financial planners selling 

mutual funds, consequently holding 

down expenses associated with servicing 

this distribution channel. 
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For financial planners, the MFPCs 

Web-based service will also provide 

the same broad access to mutual fund 

companies available to other distributors 

through FundiSERV Planners will have 

whole families of fund data at their finger­

tips to serve their clients. For the fund 

companies, the new processing corporation 

offers an inexpensive way to automate sales 

and maintain a competitive edge. 

In addition to serving the investment 

community in the United States, DTCC 

recognizes the growing opportunities that 

extend beyond national borders. Clobally, 

mutual funds assets now stand well above 

$8 trillion and continue to climb. In Italy 

alone, $35 billion poured into mutual funds 

in 1998, and in Spain the total was more 

than $10 billion. Cross-border sales of 

mutual funds across the European Union 

are booming, and new tax laws are 

expected to encourage even stronger 

growth. However, for many fund 

companies, setting up distribution networks 

and automating the processing of fund 

orders remain a challenge. 

DTCC has begun to examine the 

feasibility, issues and opportunities 

associated with expanding its mutual fund 

product line into overseas markets. This 

activity reHects the expanding interest of 

investors in pursuing mutual fund invest­

ments as well as equity investments in the 

UK, Europe and other maturing markets. 

We are confident that based on our 

experience-and the power of our ideas­

we can bring greater efficiency and con­

nectivity to help U.s. companies who wish 

to distribute funds overseas and among 

overseas companies seeking to expand 

their distribution channels cross-border. 



Creating new market opportunities for insurance products 

S ales of annuities and life insurance products 

in the United States co ntinued to expa nd 

during 1999, reAecting the growing desire 

of baby boomers to save for retirement and 

protect thei r famili es. Insurance company 

variable annui ty sa les alone exceeded 

$ 134 billion during the year, and life 

insurance sales topped $250 billion . 

This sa les growth for insurance 

carriers Alters throug h a diverse distribution 

chan nel of some 4,000 banks, hun dreds of 

broker/dealers, thousands of indepe nde nt 

insurance age nts and an army of certiAed 

Anancial planners The repeal in 1999 of 

depression-era pro hibiti o ns o n the merger of 

banking, brokerage and insura nce activiti es is 

like ly to prompt the entry of additional dis­

tributors , even as o nline insurance sales ope n 

yet another distribution route via the Internet. 

In this competitive and expa nding 

marke t, processi ng and distribution costs 

remain hi g h . It's est imated that 
Working closely with insurance carriers , . h II $ 00 b'II ' u s 

111 t e overa 5 I Io n .. 

IPS has autol11ated 1I1surance market, 20<1: of every 
1I1surance dollar IS spe nt o n 

the process.-ng of ad mini st rati o n and distribution. 

To help the industry 

rationalize and ho ld down its 
policy applications and premiums as well . hi ' 

processing costs, t e c ean ng 

.. corporatio n, late in 1997, 
as the distribution of commissions. 

launched a new busi ness: 

Insura nce Processing Services (IPS) Ini tially, 

the business was focused o n the processing of 

variab le annui ties-a task that historically 

lacked sta ndard izatio n and was manua lly 

intensi ve . In 1999 , the business was broade ned 

substa ntia lly to include li fe insurance products, 

part icularly variab le life products, whi ch 

th e industry identi Aed as hav ing simil ar 

processing requirements. 

Working closely with insurance carri e rs, 

IPS has automated the processing o f po li cy 

appli catio ns and premiums as well as the 

distribution of commissions, e liminat in g a 
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virtual moun ta in of paperwork. IPS also 

provides timely account status reports and 

va luatio ns of underlyi ng investments. 

During 1999, IPS processed 79 million 

position records, up 79% , and 6 milli o n pric­

ing records , up mo re than six-fold over last 

year's vo lume. Comm issio ns sett led in 1999 

reached almost $223 million compared with 

$6 1 million in 1998 , represen ting 1.8 million 

and 82 I ,000 transactions respectively 

By year-e nd 1999, the busi ness was 

main ta in ing 230 trading relationships-up 

fro m 37 the year before- for I I service 

providers, 37 broker/dealer distributors , and 

27 insurance ca rri ers. Insura nce carriers using 

IPS sell and serv ice about 75 % percent of 

the va ri abl e life in surance business in the 

Un ited States. 

During 1999, IPS continued its effort 

to "mainstrea m" insurance products. By 

mak in g insura nce product valuat io ns and 

informat io n ava il able o n the b roker/planner's 

desktop workstati o n as well as tim ely 

updates o n the statements sent to clients, 

IPS has added va lue to both the ca rri e r 

a nd its d istr ibutor. The timely payment 

of com miss ions, coup led with the speed 

of processing through IPS, also make 

insurance a more attrac tive and competi ti ve 

Anancial product to sell. 

Ano ther initiative begun in 1999, 

in conju nction with an industry advisory 

group , is an effort to establish an electro nic 

excha nge between distributors and 

insurance ca rr iers cove rin g critical 

data on licens in g and insuran ce agent 

appointments in all 50 states. 

While IPS has o nl y begun to grow in 

the U S market, conso lidation of Anancial 

service o rgani zat io ns globa ll y may create a 

w indow for IPS to expa nd its process in g 

business and eve ntually bring its cost -saving 

efAc iencies to the g loba l market 
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M i c h a e I Hie k s Vice President & Chief Information Officer, Lincoln Life Annuities (L) 

B r end anD , Boy I e Senior Vice President, Private Client Group, PaineWebber Incorporated 



, 'DiSCOvery consists of seeing 
what everybody has seen 
and thinking what nobody 

Christopher has thought." 
Columbus 

The Admiral who 
changed the world 



lilhis. first, vo.yage across. the 
Atlantic, th. Italian sailor with 
the Spanis'lcharter kept two 
sets of· journals. In one, Admiral 
Christophe'1 Columbus recorded the 
distance traveled each 'day. In the 
other, he. wrote down much smaller 

\ 

numbers So that his crew would 
not be frigh~ened by how far they 
had sailed. Jfe was a man of vision; 
they were";ot. 

We don't know if 
Carthagihian sailors or St. Brendan 
or Japanese fishermen ever 
feached North America. We do 
know that Norse navigators arrived. 
But none of,these landfalls meant 
anything uhtil Columbus set foot on 
an island in the Caribbean~ No, he 
was not the. first. He w;:ts, however, 
the first to matter. Only Columbus 
linked theqld World and the New 
w~h commerce that quickly became 
permanent and rapidly grew in 
scale. He never did find. J.apan, and 
later discoverers laOghed at him. 
But the New World he dIscovered 
cbanged .th~ Old World .;..and .all 
the wotlld -forever. 



Broadening the range of technology solutions 

In a yea r when techn ology continued 

to in fl uence the long U S economi c 

expansio n, DT CCs techn ology and 

ex pertise aga in sustained the growth and 

expansio n of the securities industry. 

C ui ded by our commi tment to 

techn ology excell ence, DT CC has wo rked 

hard to offer practica l techn ology so lut ions 

sca led to industry problems-and to 

encourage innovation. 

In 1999, the impact of the In ternet 

was inescapable. The o nline economy 

generated an estimated $500 billi o n in 

U .S. revenue, and Ceneral Motors found 

itself selling o ne of every ten ca rs it 

manufac tures via the Web . In th is context, 

DTCC pushed force full y ahead with the 

expansion of its ow n Web- based capac ity 

to communicate with customers, de li ver 

products and provi de support. 

D riving ou r increasing use of the 

In ternet are three objectives. O ne involves 

scal e: increasing th e scope of tra nsac ti ons 

we handl e and the quali ty of our customer 

support while reduc ing costs. The second 

invo lves di stribu tio n: getting our products 

and services out, mo re Wide ly and efRcien tl y, 

while reduc ing both the dependency and 

load o n our main prop rie tary networks. 

And the third involves entry: co nsolidat ing, 

sim pli fy ing and standardi zing parti c ipa nt 

access to our products, serv ices and cus ­

tomer support teams . We are doing thi s by 

creating a single, secure po rta l o r "desktop" 

that harn esses the power of the In ternet 

and uses the now wide ly famili ar In ternet 

browser fo rmat to guide customers in their 

use of DT CC produc ts and services. 

Overl ay ing this entire effort is our 

lo ng-standing commi tment to main ta in 

tota ll y secure systems and appli ca ti o ns. 

Intern ally, we have redi stributed our clata , 

redesigned our computer-to -computer 

communicatio ns and constructed a new 
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array of "Arewall s." Externall y, we are 

enh ancing our security by buil d ing o n 

the clearing corporation's encou ragi ng 

ex peri ence with d igital cert iAcation. In 

N ovember 1999, we bega n to im plement 

a coll aborat ive d igi tal cert iAcate program 

across our entire customer base, g iving 

our customers shared responsib ili ty fo r 

selecting those at the ir o rga ni zatio ns who 

ca n access our systems and what fu nctions 

they ca n perform . By h illne li ng entry to 

our systems ent irely through our In ternet 

Customer Desktop , we have an addi tio nal 

po in t of co ntrol fo r main ta ining security. 

A key step in adapt in g our systems 

to a Web interface is the modernizatio n of 

our Participa nt Terminal System Set fo r 

completion in 200 1, the project will make 

all di vidend , reorgani zation, settlement, 

underwri t in g and physica l process ing 

appli ca tions ava il able in ou r new desktop 

fo rm at. O ur newly enh anced data serv ices 

business will also be accessed th rough thi s 

interface. Mutual fund services fo r banks 

and independent broker/dea lers , incl udin g 

FundiSERV, Networking and the Mutual 

Fu nd ProR le Serv ice, will similarl y become 

ava il ab le in b rowse r format on our PCWeb 

D irec t system in 2000. All these products 

and services will eve ntuall y be ava il able 

on our C ustomer Desktop Mea nwhil e , 

we have already made ava il able via the 

Web our tax products and tax fo rm s, our 

proxy products and our li bralY of legal 

opinions o n vari ous aspects of securi ties 

issuance and process ing. 

T he power and flex ib ili ty of the 

In tern et is also inva luable in customer 

relati onsh ip management and product 

support , and in prese nt ing techn ical 

publi ca ti ons, training mate ri als and 

industry not ices fo r o ur custo mers. 

We a lready make many of these 

avail able on our DT CC and subsidiary 
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Jam e s M c Gill Managing Director, Morgan Stanley Dean Witter (L) 

Ric hard P a leo g 0 s First Vice President, Information Technology, Salomon Smith Barney 

Web sites, and we plan to 

accelerate the li st ing of 

othe rs during 2000. 

We may soon face 

a more direct impact 

from e lectro ni c trading. 

A Significantl y larger and 

growing percentage of all 

reta il trades in the Us. 

market are now entered 

over the Web. As a result, 

we are actively working 

on new ways to develop 

hi gh capacity, reliable 

communications with , 

and data feeds from , 

the g rowing number o f alternative trading 

systems and ECNs. 

Meanwhile, in conjunctio n with 

Andersen Consu lting, we launched a 

top-to-bottom review during 1999 of our 

entire systems arch itecture. We are also 

developing plans to replace our 20-year-old 

Continuous Net Settlement (CNS) system. 

In view of rapidl y risin g volume, extended 

hours , decimali za ti on, electroni c trad ing 

and the expected move to T + 1 settlement, 

we need to beg in deta iled pl anning now 

for a system that not o nl y provides 

. rea l-t im e access so 
One overarchlng technology , . 

our customers can view 

I f 2000
' t and manage the ir own 

goa or IS 0 
positi ons, but also settles 

begin paring down the number of on a next-day basis .. 
Because any changes In 

COin m u n ications our processing and ri sk 
management necessanl y 

Protocols we support. reverberate throughout 
the industry, we look 

forward to sharin g our proposals with the 

industry during 2000. 

Preparatio n for st rai ght -through 

processing is also stimulating the 

substantia l re -enginee rin g we have now 
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begun on TradeSuite , our Ragship product 

for institutional trades. Our current plan 

is to use TradeSu ite as the ent ryway 

into whatever transacti on Row model is 

adopted - domesticall y and internationally. 

We recorded progress in 1999 in the 

redeSign of other systems as well. We have 

initi ated a conso lidat ion and reworking of 

the master fi les for both the depository and 

the cl ea rin g corporatio n. The goa l in thi s 

case is to eliminate the ex pense and poten­

tial for erro r in maintaining redundant data. 

One overa rching technology goa l for 

2000 is to begin paring down the number 

of communications protocols we support. 

At today's transacti on volume levels, and 

in preparation fo r growing cross-border vo l­

um e, we can no longer afford the luxury of 

supporting unusual o r rarely used protocols. 

In the future, we expect to limit our support 

to four communicati ons approaches: 

Transmi ss io n Control Protocol/Internet 

Protocol (T C P/ IP), File Transfer Protocol 

(FTP), Network Data Mover (NOM ) and 

Messaging and Q ueuing Protocol (MQ 

series) To promote ease of communication 

throughout the industlY, we are also 

planning to focus our support on onl y 

three industly-sta ndard messaging formats: 

ISO 15022 , ISITC and FIX. 

For the year 2000, we look fo rward 

to leveraging our technology ex perti se 

ac ross a wide spec trum of industry 

issues and initi at ives. By institutin g 

In ternet business models, we are further 

strength ening our customers' ability to 

compete in today's fa st-moving business 

environment. And by re-thinking and 

re-e ngineering our base systems, we are 

preparing cost- effic ient soluti ons to guide 

the securiti es industry in the transition to 

a world of strai ght-through process ing and 

next-day settlement. 
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Consolidated Balance Sheet 

Assets 

Cash and cash eq uiva lents 

U S Treasury securiti es 

Accounts rece ivable 

Participants' funds 

Fixed assets , less accumulated dep rec iatio n and amortization of $186,393 ,000 

Intangib le assets, less accumulated amo rti za ti o n of $39,537,000 

Other assets 

Total assets 

Liabilities and Shareholders' Equity 

li abiliti es: 

Accounts paya bl e and o ther liabiliti es 

Payable to participants 

Notes paya ble 

Participants' funds : 

Cash depos its 

Other depos its 

Total liabiliti es 

Commitments and contingent liabi liti es (N ote 10) 

Shareho lders' eq uity : 

Preferred stock: 

Series A, $ .50 par va lue - 10 ,000 shares authori zed , issued and outstanding 

Series B, $.50 par va lue - 10,000 shares authorized , issued and outstanding 

Commo n stock, $ 100 par va lue - 18,500 shares authorized , issued and outstanding 

Pa id -in ca pital 

Re tained ea rnin gs: 

Appropriated 

Unappropriated 

Total shareho lde rs' equity 

Total liabiliti es and shareholders' eq uity 

The accoHlpallyilig IIotes are all illtegmi part oj this stateHl flll. 
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Decem her 3 'I , 1 q ()!) 

(D o llars in thousands) 

$3 .+.+2 ,7()5 

78 ,633 

I 12 ,569 

')8'+ ,260 

135 ,972 

17,77 .+ 

229583 

$5 OU I 556 

7H5 ,815 

6H ,.+() I 

7 0.+ (Il)( 1 

lJH.+ 2()() 

-1 ,<)-11 556 

'lO() 

3()U 

85() 

'J5() 

}9 ,-l()O 

27,20() 

60 ,OO() 

$500 I ,556 
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Notes to Consolidated Balance Sheet l 

1 Business and Ownership: 

The Depository Trust & Clearing Corporation (DTCC) 

was established in 1999. On November 4 , 1999, the 

shareho lders of The Depository Trust Company (DTC) 

exchanged their ow nership interest in DTC for comm on 

shares issued by DTCC, and the shareholders of National 

Securities Clearing Corporation (NSCC) exchan ged their 

ow nership interest in NSCC for preferred shares issued 

by DTCC The co nsolidated balance sheet includes the 

combined hnancia l position of DTC and NSCC (the 

Companies) at book va lue. This business combination 

qua li hed as a tax-free exchange. 

DTC is a reg istered clearing agency with the U.s. 

Securities and Exchange Commiss ion (SEC), a member 

of the Federal Reserve System and a limited-purpose trust 

company under New York State banking law. DTC is the 

world's largest securiti es de posito ry and a clearinghouse 

fo r the set tl ement of securiti es trading activity. NSCC, 

also a c learing agency registered with the SEC, provides 

va ri ous serv ices to the hnancial com munity, consisting 

principally of securiti es trade compariso n, recording, 

clearance and settlement. 

2 Summary of Significant 

Accounting Policies: 

Basis of Presentation: The co nso lidated ba lance sheet 

includes the accounts of DTCC and its who ll y ow ned 

subsidiaries. Intercompany accounts are eliminated in 

conso lidatio n. Inte rnati o nal Securiti es C learin g Corporation 

(ISCC), a wholl y owned subsidiary of NSCC, ceased 

operatio ns o n December 3 1, 1999, and its remaining assets 

and li abiliti es, which were not signihca nt, were assumed 

by NSCC 

NSCCs ow nership in Covernment Securities C lea ring 

Corpo ratio n (CSCC) of approx imate ly 24% is included in 

other assets o n the co nso lidated balance shee t at a ca rry ing 

va lue of $2.4 milli on at December 3 1, 1999. The equity 

method is used to account for this investment, limi ted 

to management's estim ate of its reali za ble va lue. At 

December 3 1, 1999, NSCC also owns approx im ately a 

10% interest in MI.lS Clea ring Corporati on (MI.lSCC) and 

a 14% interes t (o n a full y diluted basis) in Emergi ng Markets 

Clearing Corporatio n (EMCC) These investments, which 

are carri ed at their respective costs of $432,000 and 

$495,000 , are also included in other asse ts. 
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O n August 3 1, 1998 , DTC acq uired Participants Trust 

Company wh ich now operates as the MBS Div ision of DTC 

with sepa rate participants' fund requirements (see Note 3) 

and credit facilities (see N ote 8) 

Cash equivalents: The Companies invest funds in 

overni ght reverse repurchase agreements and mon ey market 

accounts which are conside red cash equivalents Reverse 

repurchase agreements provide for the Companies' delivery of 

cash in exchange for securit ies havi ng a market va lue which is 

at least 102 % o f the amount of the agreement. Independent 

custodians designated by the Compan ies take possession of 

the secu riti es. Overnight reverse repurchase agreements are 

recorded at the contract amounts and to taled $3 , 128,464,000. 

The cou nterparti es to these agreements were six major 

hnancial institutions. 

Overnight investments made in the commercial paper 

of two major U.s. bank ho ld in g companies tota ling 

$5 1,628 ,000 are also included in cash equivalents. 

U .S. Treasury securities: U.s. Treasury securiti es are 

recorded at amortized cost. The market va lue of these secur­

iti es, which are due in less than o ne yea r, is $78 ,440,000. 

These securiti es were held in an accou nt for the excl usi ve 

beneht of participants to faci li tate partic ipants' compliance 

with customer protection ru les of the SEC 

Accounts Receivable: Accou nts receivable co nsist of 

the followin g: 

Due from the Companies' participants for services 

Cash di vidends, interest and related receivables 

Other 

Tota l 

$ 5 1,85S ,()()O 

59,595 ,O()O 

1, 116()OO 

$1 12,56'),000 

Cash dividends , interest and rela ted receivables are 

presented net o f an allowance for possible losses of $500,000. 

Stock dividends receivable are not recorded in the conso li ­

dated hnancial statements. 

Fixed assets: Fixed assets co nsist of the following: 

Furn itu re and equipment 

Leasehold improvement 

Software 

Leased property under capita l leases 

Total cost 

$ 165 , 15H ,OOO 

I,O,792 ,()()() 

19 ,4 'l2 ,()OU 

6 ,'IH' ,(I()() 

Furniture and equipm ent are depreciated ove r es timated 

useful li ves rang ing fro m three to seven years, principa ll y 

usin g accelerated methods . Leaseho ld improvements are 

amorti zed usin g the strai ght-line method over the lives of 



Notes to Consolidated Balance Sheet 

the rel ated leases or the useful lives of the improvements, 

whichever is less. Software is primaril y amortized usin g 

the straight-line method over an est imated use ful life of 

three yea rs 

The AICPA Statement of Position No 98- 1, "Accounting 

for the Costs of Computer Software Developed o r Obtained 

for In ternal Use," effective for fisca l years beginning after 

December 15, 1998 , requires that certain costs incurred in 

th e develo pment of softwa re be ca pitalized . During 1999, 

the Companies capitali zed $ 14,308 ,000, whi ch is net of 

amortization o f $2,3 30,000 

Intangible assets: The Compani es entered into agree­

ments with the Philadelphia Stock Exchange, Inc. and 

certain of its subsidiari es in 1997 and the Chicago Stock 

Exchange , Inc. and certain of its subsidiari es in 1996 in 

whi ch these corporations signed covenants not to compete 

with the Companies. The amounts paid for these covenants 

are being amo rtized over five yea rs, their esti mated benefit 

periods. 

Income taxes: Deferred tax assets and li ab ilities repre­

sent the expected future tax conseq uence of temporary 

differences between the carry ing amount and tax basis of 

assets and liabiliti es. Defe rred tax assets re late principally 

to amortiza ti o n of intangible assets , employee benefi t costs 

and the accrual o f rent expense o n a straight- line basis over 

th e lease term for financial repo rting purposes, partiall y 

offset by the capitalization of software developed for internal 

use. The deferred tax asset of $60,907,000, included in o th er 

asse ts at December 3 1, 1999, is expected to be fully rea li zed 

and, accordingly, no va luation reserve has been esta bli shed . 

Discounts and other refunds to participants : The 

Companies provide discounts o n the ir billing to parti cipants 

based upo n the amount of ea rnings to be retained in a g ive n 

yea r with due rega rd to current and anticipated needs, as 

determined by the ir independent user Boards of Directors. 

Further, th ere is a poli cy to provide DTC participants a 

monthl y refund of net income earned from th e overnight 

investment of unallocated cash divide nds, interest and 

reorganization funds payable to participants. 

Securities on deposit : Securities held in custody by 

DTC fo r partic ipants are not reported in the conso lidated 

financial statements. Cash di vidends and interest rece ived 

by DTC or due on such securities and in the process of 

distributi o n o r awaiti ng claim are included in payable to 

participants . Short posi ti ons occasionally exist in partici­

pants' securities balances. Such short positions are valued 

and collateralized dail y by participants' cash , US Treasury 

secu riti es and/or municipal bonds rated AA or better aggre-
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gating 130% of the short position. DTC's obligati o n to 

return such amounts to partic ipants is also reRected in 

payable to participants. 

Financial instruments: Management beli eves that the 

carrying va lue of all financia l instruments approximates 

market va lue. 

Estimates: The prepa rati o n of finan cial statements in 

conformity with genera ll y accepted accounting principles 

requires management to make estimates and assumptio ns 

that affect the reported amounts of asse ts and liabiliti es 

and discl osure o f contingent assets and li abilities at the 

date of the financial statements. Actual resu lts could di ffe r 

from those estimates. 

3 Participants' Funds: 

The Companies' rul es req uire most participants to 

maintain deposits related to their ac ti vit ies at the clearing 

agencies. The depos its are avai lable to secure partic ipants' 

obl igati o ns and certain li abiliti es of the Companies , should 

they occur. 

The DTC parti ci pants' fund consi sts of deposits of cash 

and short-te rm U S Covernment secu riti es. The ca lculated 

requirements are used to record the NSCC parti c ipants' 

fund . Deposits to this fund are made in cash, short -te rm 

U S Covernment securiti es and letters of c red it issued by 

autho ri zed banks. 

A summ ary of the deposits held , including depos its in 

excess of calcul ated requirements, fo ll ows: 

Cash , 

Ml:lS divis ion 

Other 

Securities issued o r guaranteed by 

the U .S. Government, at market 

Letters of credit issued by 

authorized banks 

I)TC 

$ 5~ 361 ()(J(J 

7~5 'IF(I[)(J 

22 1 ,'l07 ()(J(I 

4 Transactions with Related Parties: 

NSCC 

lJm7,)O ,ll()() 

530.5'J5 ,(I(1(1 

~2 I ,H55 ,(l(lO 

SIAC: Under the terms of an agreement, the Securities 

Industry Automation Corporation (SIAC), an enti ty owned 

by New York Stock Exchange , Inc. (NYSE ) and Nation al 

Assoc iatio n of Securities Dealers, Inc. (NASD ), provides 

compute r facilities , personnel and serv ices in suppo rt of 

NSCC's operations. NYSE and NASD are shareholders of 



DTCC SIAC charges NSCC for these services based 

on its direct and overhead costs arising from providing 

such services. The agreement continues in effect unl ess 

cancell ed by e ither party upon prior written noti ce. The 

amount payable to SIAC at December 3 1, 1999, was 

$2 ,046,000. If this agreement is cancell ed, NSCC is 

contingently liable for the cost of certain SIAC office and 

equipment leases through December 3 1, 2004, aggrega t­

ing approximately $ 12,003 ,000 at December 31 , 1999. 

NYSE and NASO : NSCC co ll ec ts certain regula tory 

fees o n behalf of NYSE and NASD . At December 3 1, 

1999, no amounts were due the NYSE or NASD. 

EMCC: Through a who lly owned subsidiary, NSCC 

has entered into an agreement with EMCC to provide 

certain system development and operating services to 

EMCC The agreement expires in 2002. At December 31 , 

1999, the receivable from EMCC amounted to $257,000. 

NSCC assumed direct responsibili ty for providing these 

services o n December 31 , 1999. 

GSCC: NSCC has entered into an agreement with 

GSCC to provide various computer and other support 

services and office facilit ies. The agreement continues in 

effect unless cancelled by e ither party upon prior written 

notice. At December 3 1, 1999, the net payable to CSCC 

total ed approximate ly $12 ,000. 

MBSCC: NSCC has entered into an agreement with 

MBSCC to provi de vari ous support services and office 

faci li ties. The agreement continues in effect unless cance ll ed 

by either party upon prior written notice. At December 3 1, 

1999, the receivable from MBSCC amounted to $ 198,000. 

5 Payable to Participants: 

DTC receives cash and stock dividends, interest and 

reorga ni zation and redemption proceeds on securities 

registered in the name of its nominee and interest and 

redemp tion proceeds on bearer securit ies which it distributes 

to its partic ipants. Amounts received o n registered secu rities 

withdrawn before the record date but not transferred from 

the name of DTCs nominee cannot be distributed unless 

claimed by the owners of the securities through a participant 

o r other fi nanc ial in stituti on. Cash dividends, interest , 

reorga ni za tion and redemptio n payables of $ 1 ,552 ,082 ,000 

are included in payable to participants on the conso lidated 

45 

balance sheet. Approximately, $1 , 139,404 ,000 represents 

payments due Ja nuary 3, 2000, that were received from 

issuers prior to December 31, 1999, and invested in 

reverse repurchase agreements as part of DTCs Year 2000 

contingency plan. Unclaimed balances are remitted to 

the appropriate authority when required by abandoned 

property laws. Stock dividends payable and unclaimed are 

no t reported on the consolidated financial statements. 

Payable to participants also includes settlement accou nts 

payab le of $ 178,084,000 which primarily represent deposits 

received from NSCC parti cipants to fac il itate participants' 

compliance with customer protecti on rules of the SEC 

6 Pension and Other Postretirement Benefits: 

The Companies have noncontributory defined benefit 

pension plans covering substantially all full-tim e employees 

of the Companies and certain affi li ated companies. The 

pensio n plans are qualified under section 401 (a) of the 

In terna l Revenue Code. Pension benefits under the plans 

are generally de termined on the basis of an employee's 

length of service and earnings. The funding policy is to 

make contributio ns under the plans that meet or exceed 

the minimum fu nding standards under the Employee 

Retirement Income Security Act of 1974 and the Inte rnal 

Revenue Code of 1986, as amended. 

Effective January 1, 2000, DTC amended its defi ned 

benefit pension plan covering all eli g ible non-bargaining 

unit employees. The impact of pl an ame ndments was to 

increase the benefit obligati on as of December 31 , 1999, 

by approxi mately $ 17.6 million . 

Retirement benefits are also provided under supplemen­

ta l non-quali fied pension plans for certain officers of the 

Companies upo n retirement. The cost of no n-qualified 

defined benefi ts is determined based o n substantially the 

same actuarial methods and economic assumptio ns as those 

for the qualified pension plans. The Companies mai ntain 

certa in assets in trusts to meet their non -qualified retirement 

benefi t obligations 

The Companies also provide unfunded health care and 

life insurance benefits to their eli gible retired employees and 

the eli g ible retired employees of certain affiliated companies. 

DTCC intends to combine the Compani es' benefit plans . 
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The funded status and re lated components of th e plans foll ow: 

Benefit ob li gat ion at end of yeaL 

Q ualified plans 

Other plans 

Fair value o f plans' assets at end o f year 

Funded status 

Net acc rued benefit cost recogni zed at year-end 

Weighted-average assumptio ns as of December 3 I : 

D iscount rate 

Expected lo ng-term rate of return on plan assets 

Rate of compensation inc rease 

For measurement purposes, a 9.3 % pre-65 and a 8. 1% 

post-65 annual rate of increase in the per ca pita cost of the 

covered hea lth ca re be neAts was assu med for 1999. The rate 

was assumed to decrease graduall y to 5% for 2007 and 

remain at that level thereafter. 

7 Income Taxes: 

DTCC, DTC and NSCC will Al e a co nso lidated 

federa l income tax re turn fo r the period commenc ing o n 

N ovember 4, 1999. Separate sta te and loca l returns will 

continue to be Aled by DTC; DTCC and NSCC will 

Ale combined N ew Yo rk State and New Yo rk City income 

tax re turn s. 

8 Notes Payable and Lines of Credit: 

N otes payable consists of unsecured borrowin gs with 

severa l domestic banks. The notes have a weighted-average 

interest rate of 6.78% and mature in va ly ing amounts 

through 2007. 

DTC maintains $3 billio n ($2 bi lli o n fo r the MBS 

Division) of com mi tted co ll ate rali zed lines of credit to effect 

sett lement. In ad diti o n, to sup port process in g of princ ipa l 

and income payments, DTC main ta ins a $200 milli o n 

commit ted line o f cred it and a $700 mill ion uncommitted 

line of cred it fo r its MBS Divisio n DTC also maintai ns a 

line of credit of $ 10 million to support potentia l short-term 

operating cash requirements. NSCC mainta ins a $1 .2 billio n 

committed co ll ate rali zed line of credit agreement with 10 

majo r US banks to provide for potential liquidity needs At 

December 3 1, 1999, there were no outstanding borrowings 

un der these credit fa c ili ties. 
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Pensio n BencAts Othe r BeneAts 

$ 17()()R4509 $ 

,0 .2 12.-+57 25 , 11 5,-16-1 

2()6 2'J6 'i6() 25 , 115,-16 -1 

17527456! 

$ ( 3 1.022)'!')) $125, 11 5.-16-1 1 

$ ( -1 ' .50620-1 ) $122,-1H4 ,27 1 ) 

1 .75()/o TiSOn 

900 

4 .50 

9 Shareholders' Equity: 

Appropriated retained ea rnin gs represe nt an amount 

equa l to the reta ined earnin gs o f NSCC at December 3 1, 

1999 . Such re tained ea rnin gs are ava ila ble for th e sa ti sfaction 

o f losses ari sin g out of the clea rance and set tl ement of 

transacti o ns at NSCC (see N o te 10 ). Such amount o f 

retained ea rnin gs is excluded from the calculatio n of book 

va lue per share for purposes of capital stock transacti ons 

of DTCC 

10 Commitments and Contingent Liabilities: 

The Continuous Net Settlement (CNS) system inter­

poses NSCC between participants in securiti es c lea rance and 

sett lement. CNS transac tions are guaranteed as of midni ght 

o n the day they are reported to the membership as compared! 

recorded . The fa ilure of partici pants to deliver securiti es to 

NSCC on settl ement date, and the co rrespo ndin g fai lure of 

NSCC to rede li ver the securit ies, results in open positio ns. 

Open positions are marked-to -market dail y. Such marks 

are deb ited o r c redited to the invo lved participants 

through the settlement process. At the cl ose of business on 

December 31, 1999, open positions due NSCC approx imated 

$2,273,661,000, and open positions due by NSCC to partic i­

pants approxi mated $ 1,4 10,839,000 for unsettl ed positions 

and $862 ,822,000 for securiti es bo rrowed through NSCCs 

Stock Borrow Program . 

During 1995 , a SIPC trustee was appointed to li qu idate 

the business of Ad ler Coleman Clea rin g Corporation 

(ACCC) , a fo rm er NSCC partic ipant. NSCC and the SIPC 

trustee entered into an agreement in connection with the 

settlement of certa in pos itions he ld by ACCC at NSCC 



NSCC would be li able to the trustee if ce rta in co ndi tions 

occur fo r amou nts whi ch manageme nt estima tes could be 

up to $ 17,000 ,000. At present , manageme nt is unable to 

dete rmin e w ith certa in ty NSCC's ultimate obliga ti o n. At 

December 3 1, 1999, the accrual for est im ated li q uidat io n 

losses inc luded in accou nts paya ble and other li abiliti es is 

$ 14 ,074 ,000 whi c h inc ludes est imated interest. 

The Companies lease o f Ace space and data processing 

and othe r equi pment . The leases fo r o rAce space prov ide fo r 

re nt esca lat io ns subseque nt to 1999. 

At D ecembe r 3 1, 1999, future minimum annu al re ntal 

payme nts unde r all no nca nce labl e operat ing leases fo ll ow: 

Year 

2000 

200 1 

2002 

2003 

2004 

T hereafter 

Tota l future min imum annual renta l payme nts 

Amount 

$ 39,75 1,000 

34,287,000 

3 1,406,000 

3 1,270,000 

3 1,052 ,000 

256,562,000 

$424,328,000 

The Compani es are in vo lved in lega l proceed ings 

and liti ga ti o n ar ising in the ord inary course o f business. 

In the o pini o n of management, th e o utcome of such 

proceed in gs and liti ga tion will no t have a mate ri al effect 

o n the co nso lida ted balance sheet 

11 Off-Balance-Sheet Risk and 

Concentrations of Credit Risk: 

In the normal course of busi ness , NSCC guara ntees 

ce rta in ob li gatio ns o f its part ic ipants unde r speciAed 

circumstances (see Note 10 ). If a participant fail s to fulAII 

its ob ligat io ns, NSCC could be exposed to risk in amounts 

in excess o f that recorded in N SCCs balance sheet . 

NSCC mi tiga tes its ex posure to ri sk by req uirin g 

partic ipants to meet NSCC establi shed Ananc ial standards 

fo r membership , monitoring comp li ance w ith other Anancial 

sta ndards es tabli shed by NSCC and by req uirin g partici ­

pa nts to provide parti c ipa nts' fund deposits in the form of 

cash , marke tabl e securiti es o r acceptab le le tters o f c redit 

(see N ote 3) 
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If a participant fail s to fulAII its se tt leme nt obli gat io ns 

wi th NSCC and NSCC ceases to act o n be hal f o f the parti c­

ipant, NSCC wou ld li qu idate that pa rtic ipant's guaranteed 

security rece ive and de liver obligatio ns and apply the 

de faulting parti c ipant's fund deposit received to sa ti sfy any 

net outs tand ing o bliga tion and/o r loss. 

N SCC has entered into a ne tting co ntract and limited 

cross-guaranty agreeme nt with DTC under whi ch DTC has 

agreed to make payme nt to NSCC for any rema ining unsat­

isAed o bligatio ns o f the defaul ting participant to th e ex tent 

that DTC has excess resources be longin g to th e defaulting 

part ic ipant; in a sim ilar manner, NSCC has agreed to make 

paymen t to DTC for any remaining unsati sAed o bliga ti o ns 

o f the defaultin g partic ipant to the ex te nt that NSCC has 

excess resources be lo ng ing to the defaul ting parti c ipant. 

NSCC has also e ntered in to limi ted cross-guaranty agree­

me nts separate ly with EMCC, CSCC, MBSCC and The 

O ptio ns Clearing Corporation (OCC) whi ch provide for 

payme nts unde r simil ar circum sta nces. NSCC and OCC 

have also e ntered in to an o pti o ns se ttl eme nt agreement 

providing for the moveme nt o f unde rl y ing securiti es in 

sa ti sfacti on o f op tions exerc ised and ass ig ned at OCe. Such 

agreeme nt provides certain limi ted guarantees by OCC to 

NSCC to the exte nt NSCC experie nces a default prior to 

the Arst set tl eme nt day possibl e fo r the secu ri ties; NSCC 

prov ides certain guara ntees to OCC as well . 

In the event that a deAcie ncy still ex ists after the appli ­

ca tion of the DTC pay me nt and/or payme nts from o ther 

clea ring agenc ies, befo re NSCC may assess the membership, 

NSCC is req uired to appl y aga inst the deAc ie ncy at least 

25% of its re tain ed ea rnings o r such grea ter amo unt to be 

determ ined by its Board of Directors. NSCC may assess the 

balance needed o n a pro -rata basis to the remaining partici ­

pants based upon th eir required pa rti c ipants' fund depos its 

As d iscussed in Note I , NSCC provides va ri ous serv ices 

to membe rs of the Ana nc ial community who partic ipate in 

securi ties trade compari so n, clea rance and settle me nt. As 

such , NSCC has a sig niAca nt group co ncentrati o n of credit 

ri sk since its parti c ipants may be impac ted by eco no mi c 

co nditi o ns affecting the securiti es industry As described 

above , such risk is mi tigated in a num ber o f ways. 
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12 Combined Proforma Results of Operations (Unaudited): 

The combined proforma results of the operations of DTC and NSCC, giving effect to the combination as of 

January 1, 1998, follows: 

Revenues: 

Trading services 

C ustody services 

Network services 

Other services 

Interest income 

Total revenues 

Discounts and other refunds to participants* 

Net revenues 

Expenses: 

Employee compensatio n and re lated benefits 

For the Year Ended December 31 , 

J99Q 1998 

(Dollars in thousands) 

$39 1,390 

157,750 

$340,934 

154,934 

57,016 51 ,304 

106,367 74, 11 9 

58 ,751 43 , 112 
------

77 1,274 664,403 

1152 , 119 ) ( 102 ,620) 

619, 155 56 1,783 

308 ,278 284,4 14 

Computer equ ipment depreciat ion , licences, software amorti za ti o n, 

processing and maintenance costs 

Professional fees 

Occupancy 

Amortization of intangible asse ts 

I nterest expense 

Other general and admini strati ve 

Tota l expenses 

Income before income taxes 

Provision for income taxes 
---

Net income $ 

125,974 

67,072 

50 ,368 

13,580 

12,321 

22 ,392 

599,985 
- -
19, 170 

(9,320 ) 

9,850 

115,934 

54,897 

46,960 

13,580 

11 , 18 1 

26,086 

553 ,052 
-------

8,73 1 

(3, 174) 

$ 5,557 

*Discotlnts amounted to $120, 406,000 in 1999 and $87, 103,000 in 1998. Other reJ!lI1ds amollnted to $31,713 ,000 in 1999 and $15, 517,000 in 1998 

----l 
Report of Independent Accountants 

f'R/cEWA1fRHOUsE@JPERS ,. 
To the Board of Directors and Shareholders of 

The Depository Trust & Clearing Corporation 

In our op inio n, the accompanying consolidated balance 

sheet presents fairly, in all material respects, the fi nancial 

position of The Depository Trust & C learing Corporation 

and its subsidiaries at December 3 I , 1999 in confo rmi ty with 

accounting princip les ge nerally accepted in the United 

States. This financial statement is the responsibili ty of the 

Company's management; our responsibility is to express an 

opinion on this financial sta tement based on our audi t. We 

conducted our audit of thi s statement in accorda nce with 

auditing standards ge nerally accepted in the United States 

which require that we plan and perform the audit to obtain 
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reasonable assurance about whether the fi nancia l sta tement is 

free o f material misstatement. An audit includes examining, 

on a test basis, evidence supporting the amounts and discl o­

sures in the fi nancial statements, assessing the accounting 

principles used an d signi fica nt estimates made by manage­

ment, and eva luat ing the overall financial statement presenta­

tion. We be li eve that our audit provides a reasonable basis 

for the opi ni on expressed above. 

~~2~LL(J 
PricewaterhouseCoopers LLP 

New York, NY 

February 9, 2000 



Information Available from DTCC 

We're pleased to offer a wide range of information to help you learn more about our activities: 

www.dtcc.com For press releases, facts and statistics, products and services information, 
newsletter articles, speeches, and links to the clearing corporation and 
depository. The site also contains some contact information for DTCC. 

@dtcc The DTCC monthly newsletter, providing news and information on new 
services, enhancements, operations and other issues of interest to our customers. 
A subscription to the newsletter is available on request. 

Capabilities and DTCC Capabilities Brochure: How We Serve The Financial Services Industry­
Services An introduction to the clearing corporation and depository and a look 

To inquire or order 

at all the services we offer our customers. 

Clearing Corporation Capabilities Brochure: An Introduction to the Clearing 
Corporation - A high-level description of the clearing corporation, how it 
works and what it does. 

Clearing Corporation Services Fact Sheet Brochure - A collection of fact sheets 
detailing the key products and services offered by the clearing corporation. 

DTC TradeSuitesm Brochure - A detailed look at the depository's institutional 
trade processing family of services. 

DTC TaxVantagesm Brochure - A description of the depository's family of 
international tax management services and tools. 

Mutual Fund Services Brochure - Details of the services offered by the 
clearing corporation for mutual funds and those organizations that 
distribute mutual funds. 

Insurance Processing Services Marketing Folder - A package describing the 
clearing corporation's insurance processing services and features. 

Mail: DTCC 
55 Water Street, 51 st Floor 
New York, NY 10041-0099 
Attn: Corporate Communications 

Phone: 212.855.5471 

e-mail: info@dtcc.com 
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John Plunkett, Director of Mutual Fund MarkLting, Julie Pendergast, Managing Director, 
International, Tom Joyce, Director, New York Window, Lou Panico, Director, Securities 
Processing, Gulshan Chawla, Director, Applications Development, Carl Urist, Managing 
Director & Senior Special Counsel, John Santo, Operations Coordinator, Tanya Stackhouse, 
First Associate, Terry Smith-McPherson, Custody Associate, Bob Green, Vice President; 
Robert Dunn, Managing Director, Participant Seroices; Jim Murphy, Vice President. Finance; 
Gary LaCara, Vice President & Treasurer, Carol McDonough, Participant Seroices 
Representative; Glenn Mangold, Managing Director, Operations; Bill Kapogiannis, Director, 
Marketing; Donna Pryce, Account Relationship Manager; Michael Vellecca, Director, 
Participant Services; Carl FranCia, Senior Programmer! Analyst; Gerardine Marotta, 
Account Relationship Manager, Chris Breen, Account Relationship Manager 
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