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SECURITIES DEPOSITORIES GO WAY BACK

We often associate the idea of securities depositories with the last
quarter of this century. However, national securities depositories
had existed in Europe since before World War II with the earliest—
Germany’s—operating since BismarcK’s time. In the United States,
the Federal Reserve began operating a book-entry system for

Treasuries in 1968.

Prior to the 1960s, the concept of a depository in the United States
was explored only sporadically. In one instance, a New York Stock
Exchange representative, sent to Germany to study its system, found
himself detained upon the outbreak of World War I. A second
attempt in 1937 was more successful. In a report to the Exchange,
Haskins & Sells prophetically recommended the development of a
trust institution depository interfacing with the NYSE’s Stock -
Clearing Corporation (SCC) to clear and settle trades in New York
City. However, with the beginning of the Second World War, the

study was set aside for nearly three decades.



THE 196 O s

For the securities industry, the 1960s was a decade that

began with great promise but ended in crisis.

As the decade began, the securities industry was enjoying

the prosperity of an economic resurgence. Capital needs of
American business were growing, public participation in the
market was increasing, and institutional trading was becom-
ing a major force in the stock market. Average daily trade
volume on the NYSE reflected this, growing from 3 million
shares per day in 1960 to 12 million in 1970.

Concurrent with the growth in trade volume came an
increase in the pressure on brokers” back offices. Transaction
processing—always labor intensive—became a serious

threat to market efficiency as the decade progressed. On
April 1, 1968 trading on the NYSE broke the previous record
of October 29, 1929—nearly four decades earlier. Before

the year ended, the record was broken an additional 24 times
and the expression “paperwork crisis” had entered the
nation’s lexicon.

These record volumes, while dramatic, did not catch the
industry wholly unprepared. Brokerage leaders had long
recognized the difficulties that increased trading volumes
would pose to the Street. Accordingly, while a number of
temporary measures were undertaken—closing the market
on Wednesdays, shortened trading days, and extending
settlement from four to five days—work on more permanent

solutions was accelerated.

“Future historians of the

securities industry will
doubtless analyze in great
detail everything that has
taken place in this industry
during the past three years.
They will be able to step
back and view the events of
1968-1970 more or less
dispassionately—free from the
trauma of personal involve-
ment to which every one of us
bas been subject during the
period of crisis... In a sense,
we have come to an end

of an era.”

Robert W, Haack,
President, NYSE
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In mid-1961 the NYSE, together with Bankers Trust Company;,

The Chase Manhattan Bank, N.A., and First National City Bank of
New York initiated the “Pilot Operation for Central Handling of
Securities.” Beginning with 15 securities and 31 firms, deliveries were

made between members by book-entry and without the physical

movement of certificates. Over the course of the pilot, which ended
For each transaction, a in early 1962, 14 million shares were delivered demonstrating

stock certificate passed book—entry delivery’s practicality.

through as many as 100 /

e of hands Before a certificate processing and safekeeping service could be
palr: of nandas.

initiated, it was necessary to secure amendments to Article 8 of the
The paperwork crisis made

Uniform Commercial Code (UCC) that would sanction the transfer

clear that security transac-

of ownership or pledge of securities by depository book-entry in lieu of
rrons could no longer be delivering physical certificates. That effort began in 1962 and the last
processed manually state’s amendment was obtained in 1970. However, by the mid-1960s
enough states had passed enabling legislation to encourage the New
York Stock Exchange, together with a core of New York Clearing
House (NYCH) banks, to proceed to work out the details of the

proposed service.



Frequent meetings of the Ad Hoc Committee on Office Operations with officers of the New York and

American Stock Exchanges and the National Association of Securities Dealers were a major factor in

determining an industry-wide app;’oacla to the paperwork problem.

Committee members (seated, left to right) are: James E. Thomson, Merrill Lynch, Pierce, Fenner & Smith, Inc.;
Frank C. Grabam, Jr, Purcell; Graham & Co.; Committee Chairman Solomon Litt, Asiel & Co.; Harold A.
Rousselot, Francis 1. duPont & Co.; Jobn H. Schwieger, Paine, Webber, Jackson & Curtis; and Avery Rockefeller,
Jr., Dominick & Dominick, Inc. Standing (left to right): Lee D. Arning, VP-Operations, NYSE; Paul
Kolton, EVE ASE; Ralph S. Saul, President, ASE; Robert W, Haack, President, NYSE; Gustave L. Levy,
Chairman, NYSE; R. John Cunningham, EVR NYSE; Lee Monett, Director, Department of Uniform

Practices, NASD. (Not present for photo, John . Flanagan, Josephthal & Co.)

Plans called for immobilizing in a vault the millions of certificates

held in “street name” by NYSE member firms. Transfer of ownership
among members could then be accomplished with accounting
entries— “book-entry”—eliminating physical certificate movement and
the mushrooming paperwork needed to transfer them.

Using this approach, the Central Certificate Service (CCS) was activated
on a limited basis in June 1968. By late 1969, initial systems and operating
problems had been sufficiently resolved to allow expansion, and by
yearend broker/dealers had 464 million shares on deposit with CCS.

The foundation of a national depository system had begun to take form.

By the end of 19605

Wall Street firms were
spending an estimated
one hundred million
dollars per year on
automation equipment,
considered a massive sum

at the time.
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THE I9 7 0s

BASIC and the evolution of CCS to DTC

By the beginning of 1970, numerous studies of the problems
of the U.S. securities industry were under way. These prob-
lems generated a deep concern within Congress and the
Securities and Exchange Commission (SEC), suggesting the
need for a federal solution. A common conclusion in the
private sector was that long-term solutions would require
inter-industry efforts, especially with the growing significance
of institutional trading. Recognizing this, senior industry
executives representing the New York banks and the stock
markets met early in 1970 to discuss the creation of an inter-
industry organization to provide this direction. From these
discussions the Banking and Securities Industry Committee
(BASIC) was formed, comprised of the CEOs of those
organizations. BASIC, chaired by J.P. Morgan’s Chairman
and CEO, John M. Meyer, Jr., soon added an Executive
Director, the recendy retired Price Waterhouse Senior
Partner, Herman W. Bevis, and a small task force to investi-
gate specific problem areas and to evaluate the myriad

solutions offered.

<]
Throughout 1970 and much of 1971, BASIC acted on 14
projects designed to reduce the costs and improve the process
of securities operations. The most significant of these was

the establishment of a Comprehensive Securities Depository

John M. Meyer, Jr. was the
Chairman of BASIC at its
inception in 1970, when he
was Chairman & CEO of

J P Morgan & Co. After
retiring from the bank,

he continued as BASIC
Chairman until 1974. He died
July 4, 1996, a few days shy of
his goth birthday.

Herman W, Bevis, retired

Senior Parmer of Price
Waterhouse & Co., was the
Executive Director of BASIC
during its existence from 1970
to 1975 and an advisor

to the management of DTC
throughout its formative
years. He died May s, 1989,
at the age of 8o.
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System (CSDS) expanding upon the NYSE’s Central Certificate
Service. In September of 1971, BASIC announced the signing of a
Memorandum of Understanding among the New York and
American Stock Exchanges, the National Association of
Securities Dealers, and the eleven member banks of the New
York Clearing House Association, toward this end. Regional
markets and banks soon joined in the process and a National
Coordinating Group (NCG) was formed. The planning to
implement the elements of the Memorandum of
Understanding was begun immediately, but in an atmosphere
of uncertainty due to events unfolding at the Federal level.

Beginning in 1970, a series of hearings were conducted by

Plans for establishing CSDS were

outlined to House Subcommittee on
Commerce and Finance by
FExchange Executive Vice Presudent
Richard B. Howland

among other panelists taking

part in the October 1971 hearings.

U.S. Senate and House of Representatives sub-commirtees, and the
SEC. Until their conclusion almost five years later, with the passage of
the Securities Acts Amendments of 1975, there was intense discussion
and debate over the vision of a National Securities Market System for
the clearance and settlement of securities transactions and their regula-
tion. Accordingly, the industry, led by BASIC, and spurred on by
Congtess, proceeded with its work to develop the CSDS knowing that
its efforts might be preempted by Federal law.

Developing the CSDS involved resolving several key issues. These
included a formal determination of the depository’s characteristics;
creation of an acceptable corporate structure and management;
commitments to finance the costs of staff, computer equipment and

facilities; and the passage of enabling legislation.



Plans called for a two-stage evolution of the existing CCS into an
expanded depository system. In the first stage, CCS was to move
from a division of the Stock Clearing Corporation to a trust company
chartered under New York State banking law and with Federal Reserve
membership. As an interim step, CCS was incorporated as a wholly
owned subsidiary of the NYSE, CCS, Inc., with representation of the
Amex, NASD and NYCH banks on its board. In the second stage of
the expansion, ownership of the depository would be shared by its
users—a step which would require enabling state legislation.

Among the issues to be immediately addressed were the applicability
of the New York State stock transfer tax to book-entry deliveries; the
fiduciary laws of many states limiting the form and means of holding
securities in certain capacities; and a revisiting of Article 8 of the UCC
which then effectively limited ownership of depositories to securities
exchanges and associations. The latter two issues were of particular
concern as they would substantially limit the full participation of banks.
Work on these issues was undertaken by BASIC with considerable
support from virtually all segments of the securities industry. By mid-
1972, discussions with New York State and City tax and finance
officials resulted in supportive amendment of the stock transfer tax law.
During the same period, a separate effort resulted in the introduction
and passage of amendments to the New York State fiduciary law which,
in turn became a model for other states. By yearend 1973, an additional
15 states had made necessary amendments to their fiduciary laws.

Concurrent progress was made in working with states to pass

CCS maintained an

extenstve tape library
of Participants’
positions and

securities inventory.
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William T. Dentzer, Jr.
DTC founding
Chairman &

Chief Executive Officer,

1972-1994.
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enabling amendments to Article 8 of the UCC
into law. By mid-1972, seven states had adopted
necessary amendments, and by yearend 1973,
31 states had acted. Taken in sum, these
legislative accomplishments cleared the way for
expanding the depository program.

At the same time that the legislative issues were

being addressed, a parallel and equally vigorous

effort was under way to complete the many
organizational, administrative and legal tasks

needed to evolve CCS into a trust company.

B
The question of whether or not a securities
depository could obtain a trust company
charter needed to be determined early in the
process. In late 1971, BASIC initiated discus-

sions with officials of the New York State

Banking Department on this point. The
Department concluded that securities deposi-
tories could be granted limited purpose trust
company charters and issued an amendment
to its Supervisory Policy, CB1, permitting the
State Banking Board to accept and consider
such applications.

Subsequent to the State’s action, informal dis-
cussions with officials of the Federal Reserve
System, regarding membership of a depository
trust company, indicated no significant difficulties.
Having determined that a trust company
charter could be obtained, NYSE began the
preliminary steps in March 1972, starting a
year-long process with the submission of a for-
mal charter application on December 28, 1972.
William T. Dentzer, Jr., who had recently left
the post of Superintendent of the New York
State Banking Department, was engaged
effective June 1, 1972 as Chairman and Chief
Executive Officer.

The remaining significant task was that of

obtaining the Securities and Exchange



Commission’s approval of the depository’s Ownership and Governance

articles of incorporation, by-laws and rules. One of the fundamental principles behind

Drafts were completed in mid-1972 and sub- the development of DTC was that it should
mitted to the SEC on September 15th. be owned by its users. Therefore, the New
Following a period of public comment and York Stock Exchange which held 100% of its
numerous discussions with the Commission subsidiary’s stock began developing a plan to
staff, a final draft was cleared in early May, 1973. “spin off” a portion of its ownership soon
The approval was conditional on certain after DTC became operational. Still, until

changes, particularly with respect to the 1975, the extent of bank usage and

qualifications for membership in the new therefore the
depository. While this portion of the
rules would continue under review for
months to follow, it was agreed to ‘
proceed with the plan.
Having previously received
approval of its trust company
charter on February 27th
and of its application for
membership in the

Federal Reserve System

on April 23rd, the final

step was taken. The

transfer of operations to

The Depository Trust Company

was completed on May 11,1973. -~
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Original Stockholders

Agreement distributed to

Participants in 1975.
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field of potential user/owner “Participants” was modest due
to continued concern over possible Federal legislation,
regulatory interpretation, and a residual number of states
without enabling amendments to Article 8 of the Uniform
Commercial Code. However, by early 1975, events were
beginning to unfold which encouraged the NYSE to submit

a plan of sale to the Securities and Exchange Commission.

l

In February 1975, the U.S. Attorney General issued a news release
encouraging all financial institutions to use central depositories and
book-entry system to reduce theft and loss; in March, the American
Bankers Association strongly endorsed depositories at its annual Trust
Operations and Automation Workshop; in May, the SEC released a
letter making clear that an investment company’s direct or indirect
participation in a depository would conform to the Commission’s
rules; and in June the Securities Acts Amendments of 1975 was signed
into law. The legislation’s regulatory provisions established the SEC
as the primary regulator of securities depositories but provided for
shared regulatory authority with the Federal Reserve for Fed members
such as DTC. The 1975 legislation combined federal regulation and
private sector self-regulation, representing a well-balanced compro-
mise between the public and private sectors which fostered signifi-
cant growth in the industry for the next 25 years. This was due in
large part to the industry’s ability to work closely, primarily through

BASIC, with Congress and the SEC, commencing in 1970.



The NYSE’s plan was approved on October 9th and the sale of
approximately 39% of DTC capital stock took place on October
31st. For the initial distribution, each Participant that was not a
member of the NYSE, Amex or NASD was offered a portion of
DTC stock based proportionately on its DTC use during the last
quarter of 1974. Stock representing the use by broker/dealers was
offered to their respective organizations. Thus, Amex and NASD
were each offered 8% while the NYSE held approximately 61%
including depository stock not bought by eligible purchasers.

In October 1976, the NYSE further broadened the stockholder base
by giving broker/dealers the right, at their own election, to own
DTC capital stock directly. By the end of the decade, the number of
organizations purchasing their share entitlement rose from 24 to 5,
comprising 28 broker/dealers, 22 banks and five self regulatory

organizations and clearing agencies.

The Senate Subcommittee on

Securities gets a _full-scale
briefing from officials

of the Exchange, Depository
Trust Company, and
Securities Industry

Automation Corporation.

13
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In March 1973, the

depository moved to new,
specially designed quarters

i lower Manbattan,
concurrent with a conversion

to new computer equipment.

Service and growth in the’70s

Throughout the period of transition from CCS to DTC, and for the
remainder of the 1970s, the depository embarked on a program to
attract increased membership and participation. Setting the pattern for
the future, it immediately set out to expand issue eligibility, establish
mutually beneficial interfaces with other depositories and clearing
agencies, develop cost effective services for the growing number of users,

and apply technology solutions to the industry’s operations problems.
Eligibility over the dec;lde increased from approximately 1,200 issues
to more than 13,000. From an initial base of NYSE-listed equity
issues, the depository first extended eligibility to Amex-listed and
NASD over-the-counter issues, in response to Participants’ wishes.
By the close of 1979, the list of eligible issues included most publicly
traded domestic common and preferred stock, corporate bonds,
American Depositary Receipts, U.S. Treasury notes and bonds, and
some interchangeable municipal bonds.

To extend its Participants’ ability to effectively use other industry
utilicies, DTC collaborated with the regional exchanges and their
clearing corporations and depositories to build the necessary inter-
faces. At the end of the decade, these interfaces included: the
Midwest Securities Trust Company in Chicago, the New England
Securities Depository Trust Company in Boston, the Pacific Securities
Depository Trust Company in San Francisco, and The Philadelphia

Depository Trust Company. Since its inception, DTC had been



closely linked to the clearing corporations of the NYSE,
Amex and NASD and had collaborated in the imple-
mentation of the Continuous Net Settlement System
(CNS) developed for their members. The three clearing
corporations combined in 1977 to form the National
Securities Clearing Corporation (NSCC), with which

DTC continues to work in close partnership.

In response to the proliferation of failed
trades in the institutional market, DTC’s
staff worked with the NYCH Securities
Committee, chaired by William Powers of
Chase Manhattan, to develop an automated
process to connect the three principal parties
to such trades—broker/dealers, investment
managers, and custodian banks. The result

was the Institutional Delivery (ID) system

introduced in 1973.

As harbingers of more futuristic technologies to follow, the depository
piloted the Participant Terminal System (PTS) in 1974 and the
Computer-to-Computer Facility (CCF) in 1979, eliminating an

average of more than 90,000 paper transactions per day by 1980.

Using an average of 64

certificates per pound,
Operations managers could
quickly estimate the days
work. This scale was still

n use in 1998.

15



= LN S TEAT rvivty
; m‘! pegtu bua'vmv TOLLARE, (3};;3 g
% 21tha office ofthe Naw Yok Cacrrat ang Hudspr R o ¥
"BRallmad Company.sn tha Dty of Naw York sanz ¥

e monthy intereat then due 20 *s Firgt Morigage  190™

) B -;ﬂF FT AR I 1’5"-5‘&“? 7 " gﬂ- I TS
bog § Aty 10 08 LT TWENTY, DOLLATS ém A & . 4 wllpay i “Tea nrm@nﬂq,o %ﬁ; ‘!‘
o offize o e Naw Yook Dentoe! and Hudear Hiver stthe offiea o7 ins Naw Yok Cantra and Hideon

B
: ,Pu i piilnmonmyin tna Uty of Kae York bew g Rarroeg Canpzny in the Gay of NewYork baing %
Nty ettt # endug ob *sr*mﬁonna;e gixmonths winraet tiren dop gn et rsﬂls"gan lﬂﬁ
3 8

AT
et eyt e g Arsiericy
Ve R e M i o

"EED m‘ﬁsf‘ -3 ,
L EILE e GOy e - I 0N,
heria g@lﬂﬂw, ) TR
; will pig 10 D ar s WERGE DAOSNSRSS ~@D}, mﬂpuam"ﬂa'nrm&mm
ver v

wm nay 1o heararvig " OSSR Py .
sitre uikea ofhe New York Gentrai and Hudson Huve? 2 Hattne office ot ihe NewYork Dentrs! and Hudson attha offics n‘fﬁa New“arkLmtul +nd Hucsor Rvsr
Fairoed Gompany,m the ity of KewYoik.being i AHaibme 2 Comogry 1 the Girg of NewYerk baing
R s munthyintarest then dus on 116 Famildmﬂqa.xs 195 sM )HW nizestthedue cn s 5;‘”0”039; 1{}1\
Bord PR N ond

/Vwc Aor et

R

j»‘,’/’\%’w At A R

3 - P LA s
C Al AR RS X s 7w o e v 3

va xsm '7

ks "
Ew Py 10 DeEer TWEAIY OMLA {e&\
sttne nffice of the New York Centra’ and r‘(.m.,x:ﬁn X 'i—

gl 30 Compeny 0 tha O, o’ Bew Yurk veing ¢
B exmarthe intaragi then due o7 isFret Mongage 198 5%

b"“““““' M‘!&

S 9he New Yok Ea atrai arvd Hudson Ve
i ang n the Uty of NewYark bamg

anry, vun‘m rte Gatthap dus ca %r;ﬁ‘ ngaga

Dey

: mm office a'?ﬁe hsw\“-xr*k Carary' und Hudvmh

H Rauroad Company i the Sty of Rew Yerk baing

gvmonthe ateresttien Gue an reTust Mutgege  TEE
H "

o Beno - g o R ?,
S A /f LIy 15 eé
- i n de SETU TR LY X b 3 - s R R

1580 :

“ AUVE" gres

' JAK"!BBU %

gﬁ the oFcg n"he New Yor tz(}tm'at and Hudson Rver

Hadroud Sempan § w ne Ly of New York being

exmgnr s ntyretthar g on as firgt Mortga e 1@4«
B

S i pay 17 ssw'mqﬂ}@@

wil oy ta hea’er
attha office of the NawYork Cantal and Hucson Fre 1*}

L3
;n.em 2
3l 6 offica o Fthe New Yok Lenral md Hudsor Haw: 1
é}’a'l va1Uoripany.n e Gty of NewVark haing
L
3
H

Raitrond Company « the Oty of New York duiny
BRRONHS DT E Y fdP QLB L on Frit Hoﬁ;\:ge HhE

oot
s s
1%&»4—7' i #

st nosths avsreerthen dus on ashrstMongage {003 L

«%@’mmvz.pv . ¥a ; .-
N 1979 5 , 1078 § ‘
g ‘?} MJ ,@l!l_lnﬁx}}-a ,r-‘ Bt “ﬂﬂ!‘ﬁ’&g ‘L% Y - ‘
wnnm-;m SR TWRNTY, DOAANS; m ¥ ;w.f'mh.qm <) m . i
w1k cfico ofthe Maw fark Canteal and Hugaon B s hﬁm tha officn of the haw Yok ueﬂmﬂ #nd Hydgan Rivar . o
Reiireadt Company in tha Cy of NewYars be g % & Baire 3100 9 sty 0% tha Liy of hawYosk batng ! '
st umtscaenhendueMv‘swusﬁgz"a {08 25 gumunths irtatest $sn du oo s Fiest Mogege 3K [ j
1 c e
¥ ' 3 " W e '
Pl MaiFarag i’ 0y ot M”!‘“%’“z‘:v,
oo TR S, 3 Y SN TN 3 S, ¥e: ,
S Rt oo B T i ..
_— oy &
A) a1 : 3 Dol B S S S
Dh [ ; JHU!E?M PRI - A A TR ,
5 g xﬁw DOMey . a - 1r 9’:’»‘{ o BN sy R T : '
gt n Do arer YNGEIID0 BOSLAGS. m} ;‘ é Will £3y 16 berrur VROENEW OISR, Qb o . S : )
% 5 o uf the NewYork Tanra! anc Hugent 1 /el atths cFice of she Nvem Yack Gannal and Hudson Ry« o RS ' ;
Hhsdemad & Cumneny.in tha 1y of RewYark pwny, S Paginad Tampany i ing Sy of NewYork baing ) I T
brruc nontts interasrtan dus on ta Fest Moitgepe 15 . Wumrrh: retarest then dus onns«?ﬂ&or‘gags ! (RS RSTUE S L '
% ﬁ nong Lo B B . ) ,
,JJ‘ ” . ~ " )“ T
A N ~

R RANE" e
ﬁigwm w ﬂ"m’r-z:yfrv.v :‘ ; o ¥ ; 7»;}7 ";‘H T . -:’, - FER ,
(e ST SH O N0l (s T H O RE e I |
L i Ak * .k ﬁ ¥ T e
3 W m}i ! — S Bt ‘K\‘B—g} { G, ! - R \
. mdpuum B80T CMYENEY, OORLARS m %\ i‘é Ty w,(,.a (0L 600 INESY, DOALSC P 1 . i g \ ﬁ
% attne oo of the NewYark Lenirar end Hungar Ayee oo A ‘,;5 Gt uﬁ“w af o New Yo, b Dentra, an g4 1 te [PREST SEEE| [SEU !
3 ztroed Company i tha Gty o lewYork rop if’ Y P vandarwgay e s Cilynl NewYa Ly e ‘ {
jowworthsintgrestban due 0. s et Mortgan e 19098 0 g”x.' orihs interagt er due an ds gt p fi
“onu ; & R R Jf

R g e et

T i el
ol “mm&z Qﬁmm = ,m,ammm wom, :
igmﬂpuum Boarer ey, DO mﬁ‘ 3 ﬁ 3 Wit pay o Hine e ety 2oL - ‘z d
21 ine « e rivhe New York uamralanc r’ur‘mnP ¥ atthe off se of e NewYork Darval ot o -
S 1800024 Company.in tne Ciy of NewYork bateg 3; Renercae Lar ndng irthe ,ngu TRew ™ |
?{, iunarxhsy..rmmhandue on ﬁshmurmgage 105 . : ﬁmmmmmrvm sthap s amits firs it i
Bond P A T . //’ [ .
'f é'7/7 e Catotts Yo, R 3 u,,;,f I ‘%”‘““”“’V 1
: e Tl i e e s A M e 2oy, .
xwammrmg.t,ﬂ # g BT N..wmu Sy O ‘
ST HHOAE g3 EST unma:

" ok h .
it pag to hearar M mggg L} wu‘pe& 16, baarary oo . - — ,
a e ifoe of tha Now Yook Gentral and Hudson R e, %3’ the 0% a8 0f *ha New York Canteal grg o A - oL R 1
HEYIREY fiempany i tha Sity of HewYork berg ﬁa:l road Campany -n e Oy of New¥erkbe ¢ B P 1%
20 oty intarest then dus unusvmvtvmahe F8) 2] B inonmes itere 5 e g i g rmb!m‘ga . t B (IR SV !

[ rm‘ .. /" . oL L .- .
/Mé“%*“f 5 O A A R |
ik yie: CaNen : Wv«»—rw vE BT T Ak R . o .
. [P }
D T ﬁwfﬁ.fmifxﬂﬁmmjx} =, : - - i e §
v 3 o I ™oL

F wil ey a

B 1 thia offion oﬂhs New York Eemr 1 gnd

By




THE 198O0:s

While the previous decade had been one of establishing the

depository concept, the 1980s brought the system to maturity.

The growth of institutional use

During the 1980s, securities on deposit grew from $305 billion
to $4 trillion, due mainly to DTC becoming conventional wisdom
for bank Participants and their institutional customers. The last
regulatory barriers to institutional use were removed and the use of

the Institutional Delivery system became mandatory.

2]
At the start of the decade, state and municipal retirement system
assets and insurance company assets were still subject to restrictive
statutes and regulations in various states. Typically, such assets were
required to be physically domiciled within the state or to be kept
certificated wherever domiciled. In 1980, 23 states had such restrictions.
With the support of the SEC, the National Association of Insurance
Commissioners, and others, DTC worked with public officials to
lift the restrictions. By 1989, 49 states and the District of Columbia
had taken amendatory action with respect to insurance company
assets, and all 5o states and the District of Columbia had lifted the
barriers with respect to pension fund and investment company assets.
In early 1980, industry forecasters were predicting the arrival of
100 million share days and were becoming concerned with the rising
number of COD-DK (Don't Know) rejected deliveries. Recognizing
the relief that DTC’s ID system could bring to this problem, the

industry and DTC accelerated ID participation. Strong backing
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came from leading firms and industry groups. Most notable was

the Securities Industry Association’s Operations Committee which,
through a subcommittee chaired by Morgan Stanley’s Gerard P
Lynch, proposed an amendment to NYSE Rule 387 that would
essentially require the settlement of most institutional trades through
ID. The NYSE adopted the change in late 1981 and, following a
period of public comment, ‘tl.le SEC a[;proved it in November 1982

to become effective January 1, 1983. Similar rules in other markets,

The growth of instirutional such as amendments to Section 64 of the NASD’s Uniform. Practice
use and municipal bond Code, and the Municipal Securities Rulemaking Board’s (MSRB)
eligibility spurred high Rule G-15, followed.

2}

deposit activity which ‘ ]
DTC responded by forming two special groups. The first was a

increased the value of
Rule 387 Implementation Committee of executives from the SIA,

securities on deposit from . .. .
posis i American Bankers Association, Investment Company Institute,

8305 bullion 1o §4 rrillion. Investment Counsel Association of America, and other industry

groups to shepherd the process of the conversion to mandatory

ID use. The second group was a special task forée, fc;rmed with the
cooperation of the Securities Operations Division of the
Securities Industry Association, comprised of some 30 DTC
employees and broker-loaned personnel assigned for a year

to the project, to assist new ID users.

Other incentives to ID use included the development

of the Standard Letter of Agreement, which was



designed by the Ad Hoc Committee of Custodian
Bankers in 1983 and which eliminated the need for
Investment Managers to send instructions to their
custodians, and the Broker Mailed Confirmation
Elimination Agreement, introduced in 1989.

[}
ID’s rapidly growing appeal increased the number of
ID users from 667 in 1980 to nearly 7,400 in 1989,
and the number of transactions processed (confirmations,

affirmations and deliveries) from 3.5 million to 39 million.

The municipal bond program

A small number of interchangeable (bearer to registered) issues had
been made eligible in the 1970s. By 1980, Participants urged the
depository to broaden its program to include the estimated 1.5 mil-
lion CUSIP, multi—hundred..t;ﬂlion dollar market—the great bulk of
which was in bearer form. Iﬁ August 1981, DTC inaugurated a
program to make most municipal bonds eligible and to distribute as
many new issues as possible by DTC book-entry.

The program called for adding 1,000 issues per month during 1982
and to reach a minimum of 100,000 eligible issues by 1985, under
plans which anticipated the use of regional bank custodians as the
project expanded. However, unanticipated Federal legislation altered

the direction of the program.

In 1986, DTC cut and

presented some 35 million
municipal bond coupons to
obtain interest due to

Participants.
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The U.S. Congress legislated, effective July 1, 1983, a requirement that
municipal bonds with maturities of more than one year be in registered rather

than bearer form to retain their tax-exempt status. This action, part of the Tax

Equity and Fiscal Responsibility Act (TEFRA), came at a fortuitous stage in the

municipal bond program. Now there would be a transition period for the
1 Framing the ) )
municipal bond industry in which book-entry processing and certificate
Garden Ciry facility.

2. Pouring 9,000 tons /Q

of concrete. 4

transfer procedures would increasingly replace certificates in bearer form.

Ll RS T s SR S S

New plans were laid in which DTC would act as its own custodian

3. The result inside.
and a decision was made to build a dedicated processing facility to

4. The result outside
meet the expected rush of activity. The facility, located in Garden
City, Long Island, was occupied in mid-1984; it included a huge
top-of-the-line 40,000 square foot vault with 14 foot ceilings, and
was designed to custody 40 million certificates. By the end of the decade,
20.6 million bearer and 6.9 million registered municipal certificates
valued at $750 billion were on deposit there.

As much as TEFRA, the sharp drop in bond interest rates in the
latter half of the decade, hastened refinancing and the resulting
transition of the municipal bond market from bearer to registered,
fueling dramatic increases in redemption activity and

in underwritings. Between 1983 and 1989, full and
partial calls, redemptions and maturities increased from

fewer than 1,500 to nearly 67000 annually. Municipal

bond underwritings for the same period rose from

[
:
3
i,
g

fewer than 500 (about 6,500 CUSIPS) to nearly 6,500

Tead

(80,000 CUSIPS).
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Book-Entry-Only

While various automated systems were being designed or enhanced
to deal with the high municipal bond transaction volumes, a more
fundamental change was occurring. In 1982, the Book-Entry-Only
(BEO) program, in which there are no certificates for investors, was
introduced.

<]
BEO was strongly endorsed by the Securities and Exchange
Commission. In 1985, in letters to state governments and a number
of securities industry executives, SEC Chairman John S.R. Shad
sought support for the national effort to accelerate the immobiliza-
tion of securities certificates and increase the use of cost-saving,
book-entry procedures,
Under the leadership of Delaware State Treasurer Janet Rzewnicki,
and others, the program gained broad acceptance and by the end of

the decade 25% (47% as measured by principal amount) of all new,

long-term, municipal debt in the U.S. was being issued in this form.

BEO issuances helped fund
each of these four diverse
projects:

1. Anchorage International
Airport, Alaska ($38 million),
2. Modesto Irrigation Project,
California ($161 million),

3. Salt River Project, Arizona
($100 mullion),

4. Bernstein Pavilion,

Beth Israel Medical Center,

New York ($28 million).
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Other developments of the "Sos

Technology development played a key role
in DTC’s expansion throughout the 1980s.
Telecommunication vehicles, such as the
1970’s Computer-to-Computer Facility
(CCF) and the Participant Terminal System
(PTS) expanded, while new real-time com-
munication links and PTS Jt, a personal
computer-based dial-up, low volume ver-
sion of PTS, were implemented.

DTC’s systems capacity was put to the test
in the market break of October 1987. New
York Stock Exchange daily trading volume

twice exceeded 600 million shares and

book-entry deliveries for trade settlement
reached a single day high of $92 billion
and, for the first time, DTC’s systems
processed over one million Participant
updates in a single day. During the hectic
week of October 19th, a daily average of
17 billion shares were delivered through DTC
to settle trades made in various markets.

.

Several classes of securities were made DTC

_eligible, including Units, Warrants, Unit

Investment Trusts, Collateralized Mortgage
Obligations, and Certificates of Deposit,

among others.

B
With the review of its regulators, especially
Gerald Corrigan and Ernest Patrikis of
the Federal Reserve Bank of New York
(FRBNY), DTC inaug-urated a Same-Day
Funds Settlement (SDFES) system in mid-
1987 to process issues that settle in such
funds, beginning with municipal notes and
zero coupon bonds backed by U.S. Govern-
ment securities. DTC installed a computer
connection with the Federal Reserve System
—Fedwire Link—enabling automatic
crediting of SDFS Participant accounts for
payments received over Fedwire into DTC’s

account at the FRBNY.



DTC broadened its link with NSCC to
include bearer municipal issues and to
support clearance and settlement of interna-
tional trades through NSCC's International
Securities Clearing Corporation subsidiary.

The interface with the Options Clearing

Corporation was enhanced and a link with -

the Federal Reserve Bank of New York was
established to assist Participaints wishing to
make book-entry pledges to'the Fed for
their Treasury, Tax and Loan accounts.

A link was also established with the Canadian
Depository for Securities Limited (CDS).
DTCs interfaces with the New England
Securities Depository. Trust Company and
the Pacific Securities Depository Trust
Company ended in.1981 and 1987, respec-
tively, when their exchanges elected to
discontinue their depository functions and
DTC absorbed their businesses.

In mid-198s, the depository experienced

a 14-day strike and work stoppage by
some of its bargaining unit employees.
DTC had prepared for such a contingency
and, with extra effort from management
and other non-striking personnel and with

support from Participants, superior service

LOCAL 153 MEMBERS
EMPLOYED BY

o HYSEMYFE

was maintained. AND S.1AL.

SUPPORT OUR
- BROTHERS AND SISTERS -

ON STRIKE
_DIG.

reduced any remaining risk in this area.

Subsequent additional
automation of work

processes and other evolu-

tionary changes sharply

<]
Other challenges in the decade included a
series of Wall Street area power outages during
which DTC relied on standby generators—
in one instance for three days, and the out-
break of a mysterious flu-like illness, called
Pontiac Fever, that affected a number of vault
employees working in a temporary facility.
While DTC worked with environmental
agencies to determine and correct the cause,

volunteer staff members continued to

perform necessary vault furi¢tions while

. . [EIPOEY
wearing protective gear. f'*}k
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The 1990s, still a “work in progress” as DTC completes its silver
anniversary, has been a decade of re-engineering for both the

depository and the securities industry.
Since the market break of October 1987, the industry had been
under pressure to improve clearance and settlement, especially
increasing safety through better risk management. This led to a
March 1989 Group of Thirty (G-30) study that made nine recom-
mendations, including a reduction in the settlement cycle from five
to three business days (T+3) and the adoption of same-day funds
settlement (SDFS) for all securities. The recommendations received
further support from the Securities and Exchange Commission
following the May 1992 release of its report on clearance and settle-
ment reform by a task force chaired by John W. Bachmann, of
Edward D. Jones & Co.

/'
Thus encouraged, the induétry, through the efforts of many groups,
most notably the U.S. G-30 Working Committee, co-chaired by
Marshall N. Carter of State Street Bank and Alex. Brown’s Ronald W.

Readmond, worked on these recommendations leading to their

eventual adoption in the 1990s.
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Handbeld scanners

transmitting, by radio
Srequency, large quantities
of data, enabled operations
staff to efficiently process
nearly 4.4 million
deposits—almost

11 mullion certificates—

in 1996.
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From T+sto T3

By the beginning of the 1990s, DTC was in the process of redesigning
the ID system, originally conceived as an end-of-day batch system, to
an interactive “near real-time” system. Under mandate from the SEC and
its Chairman Arthur Levitt, Jr., to move to T+3 settlement in June 1995,
DTG, in 1994, unveiled interactive ID replacing both the “old” ID
and International ID systems with one that would meet the needs of
global trading, By yearend, the new system was processing an average
of 157,000 transactions a day for Participants and foreign users.
Toward the end of 1994, DTC again assembled a task force of

11 middle management employees borrowed for up to one year from
Participant banks and brokers, at DTC's expense. Their assignment
was to help orient 10,000 ID users across the nation to take full
advantage of interactive ID in time for the June arrival of T+3 settle-
ment. The conversion, which took place over a three day period of
heavier-than-normal settlement volume (nearly 3 billion shares),

occurred smoothly.

Moving to same-day fiunds

At the time that the G-30 and SEC reports were being circulated,
DTC was several years into an optional same-day funds system for
money market instruments and was, with the NSCC, developing a
model for same-day ﬁmdg payment for all securities. With broad
industry input, includiné input from staff of the FRBNY, the model

was iteratively presented by DTC and NSCC from 1992 to 1994



with ever-improving risk management controls, inter-deposi-

tory and clearing corporation interfaces, and system recovery
approaches.

A key concern was the need to receive timely, accurate princi-

pal and interest payments in automated form from issuers and their
agents. To address this issue, a U.S. G-30 subcommittee, chaired by
Jeremiah E O’Leary of Chemical Bank, was commissioned to develop
a set of recommended payment practices. The practices, ultimately
endorsed by the SEC and industry groups, marked an important
step in SDES implementation.

A year prior to SDFS, DTC and NSCC embarked on a massive
nationwide education and training campaign and held “town hall”
meetings for issuers and their agents to ensure a smooth February
1996 conversion. The SDFS conversion, like T+3’s the prior year,

was seamless.

International Developments

Early in 1990, DTC began studying its future role in international settle-
ment as cross-border trading surged. Accordingly, the depository began
exploratory discussions with foreign national depositories and others, in
major markets, to evaluate alternative approaches to settlement.

In 1993, Deutscher Kassenverein (DKV)—the German depository—

became DTCs first international Participant. A DTC office opened

oyl y,

Robotic arms housed in
tape silos aid their human
counterparts in providing
masstve data storage—over
I5 terabytes, or Is trillion

characters.
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DTC’s London office,
opened in 1995 and trans-
ferred 10 IDC 1n 1996,
became a focal point of
information exchange on
Participants’ European

operations and needs.

IDC’s presence at the 1997

SW/ILET International
Banking Operations
Seminar (Sibos) in Sydney,
Australia promoted interest
in its white paper on

straight-through processing.

in London in 1995 to provide better DTC service to Participants’
European operations and to gain information on their needs, and in
1997, the Brussels-based Society for Worldwide Interbank Financial
Telecommunication (SW.LET.) approved DTC as an electronic
trade confirmation (ETC) provider, expanding the reach of the ID
system’s 10,000 users to SW.ILETs 6,000 members in 151 countries.
In 1994, after more than five years of effort by securities and banking
lawyers, industry organizations and regulators, a major revision of
Article 8 of the UCC was developed and referred to the states for
enactment. The revision would enable DTC to extend depository
service to more foreign securities, as well as, other financial instru-
ments such as bankers’ acceptances. It would also permit the deposi-
tory to use foreign custodians. By the end of 1997, 44 states,
including New York, had enacted the revision.

Recognizing the need to provide a single American focus for interna-
tional clearance and settlement, DTC and NSCC formed in 1996,
the International Depository & Clearing LLC (IDC), a jointly owned
subsidiary to concentrate on cross-border settlement issues from a
research, marketing and development standpoint. In 1997, IDC had
begun promoting international industry discussion through its white
paper on straight-through processing (STP) which provides for seamless
automated processing from trade execution to settlement completion.
Twice during the decade, DTC provided a venue for multi-national

gatherings of Central Securities Depositories and other members of



the securities community. In 1993, DTC hosted the Second Conference

of Central Securities Depositories (CSDs), attended by representatives

of national organizations from 30 countries and two international
CSDs, Cedei and Euroclear. In 1997, DTC organized, and jointly
sponsored with NSCC and IDC, the first U.S. Depository Clearance
and Settlement Conference. The two week conference drew 39 staff

members from 19 CSDs in 17 countries (photo above).

Other developments of the 9os

In 1993, DTC embarked on a large, formal, multifaceted
Continuous Improvement Program (CIP) to direct
the company toward a more customer-focused
approach to doing business. A cross-departmental

steering committee directed projects to improve

EFFICIENT SYSTEMS t L

service quality and efficiency. These programs have
< R . ] ) The CIP “Service Triangle”

resulted in multi-million dollar savings and highly satisfactory

Participant responses.

Advisory boards comprised of product experts in the securities

industry were formed in 1996 to guide DTC’s enhancement of

important business lines including; Operations, Corporate Actions,

Settlement, Dividends and Institutional Delivery, all under the

direction of a 12-executive Operations Advisory Committee.
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The System Command Center
displays the status of DTC’s
communications and process-
ing systems to ensure theyre
operating at peak efficiency.
Simultaneously, the staff keeps
track of sophisticated recovery
systems that, in the event the
primary data center fails, can
bhelp recover all DTC systems

within one hour.

1.ONDON

Issue eligibility increased over the decade by more than 600,000 issues
to L4 million. In 1993, DTC formed eligibility task forces of employees
and Participants to bring into the depository securities without
CUSIP numbers, fractional shares, dollar-and-cent-denominated
securities, Small Business Administration issues, State of Israel bonds,
restricted securities, and other types requiring exception processing in
an effort to extend depository service to as many issues as possible.
Additional growth resulted from increased eligibility of various types
of money market instruments.

Technology developments paralleled depository growth during the
1990s. “Hardcopy” output was increasingly replaced by PTS and

CCEF facility files while bar-code use and imaging reduced or elimi-

HONG KONG ~ SAN FRANCISC™  DENVER CHICAGO NEW YORK

nated many labor intensive functions. DTC allowed Participants to
connect a broader variety of devices to PTS including Participants’

own local area networks (LANS). Programs began to bring forward
more browser-like navigation, graphical user interfaces, and other

user-oriented technology.



System security and the ability to rapidly recover from any potential

disaster became increasingly more important with the implementa-
tion of SDFS. In 1992, DTC established a state-of-the-art backup
facility mirroring its main site computer and communications
capabilities; this permitted recovery within three hours in the event
that the primary site became inoperable. By second quarter 1998,
DTC moved to a new business recovery facility located outside of
Manhattan which, in addition to providing 1-hour computer and
communications backup, accommodated a staff of more than 8oo,
ready to provide critical operations support.

DTC expanded work with other depositories and clearing agencies
during the 1990s. Also, DTC developed a program to enable
Participants and non-Participants to pledge securities to Federal
Reserve banks for certain purposes. In 1994, DTC and the
Participants Trust Company (PTC) completed an agreement under
which DTC’s vault and physical securities-processing capabilities

would be used to process and safekeep PTC’s inventory of

Government National Mortgage Association (Ginnie Mae) securities,

and in early 1998 plans were being completed for DTC to absorb
PTC. In 1996, DTC and NSCC agreed to coordinate in handling
physical securities transactions. The arrangement permitted

Participants using DTC’s custody services to access NSCC's

The people in the Customer
Support Center use state-of-
the-art systems and software
to track and respond to
inqurtes. Calls often exceed
800 a day, reﬂecting the huge
volumes processed through the
over 17,200 online devices

connected to DTC' systems.
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New York Window, through systems and communications interfaces
developed by DTG, to arrange for any physical deliveries needed to
complete settlement. In mid-1998 DTC accepted responsibility for
operating the Window function from NSCC.

4]
DTC:s interfaces with the Midwest Depository Trust Company and
The Philadelphia Depository Trust Company ended in 1995 and
1997, respectively, when their exchanges elected to discontinue their

depository functions and DTC absorbed their businesses.



A FINAL NOTE...

This digest of DTC’S history illustrates the pioneering and
often tortuous path that its development necessarily
followed. All concerned, Participants, employees, regula-
tors and others contributing to its success wished it could
have been accomplished faster, notwithstanding the
circumstances over which they had little control.

Yet, as the "9os were drawing to a close, they could look
back on the progress of the last quarter century taking
considerable pride in the depository they created with its
world-wide reputation for integrity, competence and
objectivity in meeting the expectations of the American

capital markets.



