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The Emerging Markets 
Clearing Corporation 

The Emerging Markets Clearing Corporation (EMCC), the first clearing corporation to guarantee 

cross-border trading activity, serves the financial community as the central resource for the auto-

mated trade comparison, settlement and risk management of a variety of emerging markets debt 

transactions, including Brady bonds, sovereign debt and quasi-sovereign debt. 

To the member firms, and to the correspondent firms that clear through these members, EMCC 

offers highly sophisticated, automated trade comparison, netting and settlement processing systems 

that guarantee trades will be settled efficiently, accurately and cost-effectively. Underlying these 

systems is a risk management policy that proactively evaluates and manages risk to appropriate 

levels in a volatile environment. 

In 2001, the corporation was governed by a board of directors that reflected the organization'S 

membership; it included representatives from the growing community of interdealer brokers, 

clearing agents, broker-dealers and banks that trade in or clear emerging markets debt instruments. 

Founded and financed by firms worldwide that trade emerging markets debt instruments, EMCC 

was developed in 1997 by the National Securities Clearing Corporation (NSCC), a subsidiary of 

The Depository Trust &: Clearing Corporation (DTCC), in coordination with the Emerging Markets 

Traders Association (now EMTA Inc.). On January 1, 2002, EMCC became an operating subsidiary 

ofDTCC. 

EMCC is registered with and regulated by the U.S. Securities and Exchange Commission, and 

is a clearing house recognized for the purposes of the U.K. Financial Services Authority's Interim 

Prudential Sourcebook: Investment Business. 
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To Our Members: 
The year 2001 marked a milestone in EMCCs history, with the approval of a plan for EMCC 

and its sister clearing organizations, Government Securities Clearing Corporation and MBS Clearing 

Corporation, to become operating subsidiaries of The Depository Trust & Clearing Corporation 

(DTCC). Created in 1999, DTCC is the holding company overseeing two other subsidiary firms, 

The Depository Trust Company and the National Securities Clearing Corporation. The integration 

of the newest DTCC subsidiaries, which took effect officially on January 1, 2002, is part of a larger 

effort by the industry to bring greater synergies and efficiencies to post-trade processing, with the 

vision of creating a truly global central counterparty solution for many types of securities. 

For our customers, we anticipate this integration will mean greater effectiveness and economies 

of scale in service delivery and technology development from EMCC and the other subsidiaries. 

To DTCC, the subsidiaries each bring exceptional capabilities; at EMCC, we bring our own technol­

ogy solutions to enhance service delivery and, as the first clearing corporation to guarantee cross­

border trading activity, we also bring our own unique experiences in cross-border membership, 

risk management and settlement. 

As the theme of this annual report states, we are combining our strengths in a shared direction. 

There is power in our collective efforts, and by combining our ideas, knowledge and resources, 

we will have a larger impact on the issues facing our customers and the industry. From where we 

stand today, EMCC and the integrated subsidiaries of DTCC are now better positioned to face future 

industry challenges and chart new directions together. 
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Strength of Our 
Operational Performance 

While working to integrate our own clearing capabilities with the other subsidiaries of DTCC, 

we will continue to maintain the high-quality levels of service our members have come to expect. 

Since EMCC was launched on April 6, 1998, we have remained steadfast in our delivery of reliable 

service, maintaining a solid comparison rate of over 85% on trade date, reaching 99% prior to 

settlement date. This is particularly significant because prior to EMCC, fewer than 40% of trades 

compared on trade date. 

A look back over the past four years demonstrates the significant growth in EMCCs business 

and membership in a very short period of time: 

• Between 1998 and 2001, the average daily value of Emerging Markets securities trades guaranteed 

for members increased by almost 65%, to $1.3 billion from $790 million. 

• In 1998, EMCC matched and settled 132,000 sides worth $197 billion; by 2001, the number 

of transactions had jumped 83% to over 241,000 sides, and the value of those trades increased 

64% to $323 billion. 

• In the same timeframe, we have more than doubled our membership, and increased the number 

of securities eligible at EMCC by 176% to 340 from 123, representing issues from 45 countries. 

• EMCCs success is also evident in the performance of our systems, particularly on peak trading 

days. While volume throughout the year averaged almost 1,000 sides per day, EMCC set a new 

record on July 16, 2001, by settling more than 2,716 bond and warrant sides in one day, a 43% 

increase over last year's peak day. 

• In 2001, EMCC recorded its second year of profitability. 
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Enhanced Products and Services 
To manage this rising volume and the increased demand for services, EMCC has completed a 

number of key initiatives over these first four years that have expanded risk reduction and opera­

tional efficiency benefits for members, such as the development of EMCCs Central Comparison 

System, which accepts, processes and reports trade information in a variety of formats selected by 

members - and also handles direct trade input from members using the S.WI.ET network or a 

proprietary communications network. Through our Central Comparison System, members are able 

to trade with each other, submit their trade sides in a variety of formats and a variety of communi­

cations channels, and have their trades guaranteed and processed by EMCC. 

A further beneficial service EMCC initiated for members is the reduction of fails in Value Recovery 

Rights (VRRs). By instituting warrant fail pair-offs, which match failed deliveries and receives 

between each member and EMCC, we have been able to eliminate many aged fails. In 2001, we 

continued with our regular series of scheduled fail pair-offs, helping members reduce gross exposure 

while simultaneously improving operational efficiency, significantly minimizing outstanding fails on 

members' books by eliminating almost 1,400 VRR fails. 

Managing Market Volatility 
Events in the U.S. in September increased investor uncertainty and risk aversion at a time 

when concerns were already high about the potential for events in Argentina. Throughout 

Argentina's slow slide into bankruptcy and default in 2001, and the eventual devaluation of 

the peso in early 2002, investors also worried about contagion - the fear that this economic 

crisis in Argentina would carry across borders and affect investments in other emerging mar-

kets. While some emerging market economies may be affected by the Argentine bankruptcy, 

this default, the biggest in history, is unlikely to affect markets like the emerging markets 

ts of 1997-98, as most international lenders and investors anticipated this deepening 



crisis and, in response, have moved to limit their exposure in Argentina during the past year. 

While contained within Argentina's borders, this crisis also had the effect that certain Argentine 

bonds have become scarce relative to trading volume, creating a backlog of settlement fails in the 

market and at EMCC. As the fails accumulated, EMCC Participant Services initiated a bond fail 

pair-off process, eliminating almost $2 billion in accumulated fails on members' books. 

By pairing off and eliminating these fails, EMCC has helped members manage their administrative 

operations and improve efficiency, while at the same time, reducing members' regulatory capital 

charges associated with these aged fails. EMCC will continue these pair-offs until settlement liquid-

ity in the Argentine bonds returns to the market. 

Global Solutions 
EMCC has also responded to our members needs by expanding our list of eligible securities to 

include all eligible, dollar-denominated emerging markets sovereign debt as well as Brady bonds. 

This past year, we expanded eligibility to include quasi-sovereign issues. We recently filed 

a Rule Change with the U.S. Securities and Exchange Commission to further expand our offerings 

to include emerging markets corporate debt. This expanded offering will provide our members with 

the benefits of EMCC's risk reduction and operational efficiency for this new category of eligible 

instruments, as well as drive more volume through EMCC. 

Protection from Changing 
Market Conditions 

Trading of emerging markets investment instruments in the interdealer market occurs predomi-

nantly through an over-the-counter market composed of dealers and interdealer brokers, located 

worldwide, linked informally through price-disclosure screens and telecommunications channels. 
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EMCC's mission from the beginning has been to work closely with our members to support this 

trading activity and to address concerns about related counterparty risk, delivering cost-effective 

clearance and settlement services and reduCing risk to facilitate market growth. 

Critical to EMCC's unique service of guaranteeing cross-border trading activity for members is 

the ongoing process of understanding and effectively managing risk. Through continued monitoring 

and market surveillance of changing market conditions, EMCC's Risk Management team works 

proactively to evaluate, reduce and manage risk to appropriate levels in a volatile environment. 

This volatility could come from foreign exchange fluctuations and restrictions, potential currency 

devaluations and changes in government, as well as counterparty exposure and settlement risk, 

resulting in rapid changes in prices, trading volumes and market exposures. 

In 2001, our unique global market experienced several events and economic crises that caused 

periods of great volatility and increased volume. Through all these changes, EMCC worked to 

provide safe and reliable services to members, bringing greater liquidity, safety and soundness to 

the trading of emerging markets debt and ensuring orderly global settlement for our members in 

the emerging markets debt marketplace. 

Events of September 11 
The marketplace for emerging markets debt instruments demonstrated great resiliency as it 

reopened qUickly and functioned remarkably smoothly in the aftermath of the tragic attack on the 

World Trade Center. Throughout the serious trading and communications disruptions, EMCC's 

systems remained 100% online, continuing to clear and settle trade obligations for our members 

each day. With many firms displaced from lower Manhattan, much of our members' trading and 

processing activity was redirected to London or to other backup sites. In the days after the attack, 

CC cleared and settled outstanding transactions, helped customers re-establish connectivity, 

support and maintained close liaison with DTCC, EMTA and our members. 
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Effective Risk Management 
At the time of trade guarantee, EMCC becomes the counterparty to the trade, eliminating the 

concentration of risk for members with correspondent clearers and reducing members' exposure 

to interdealer brokers. This ensures that members are protected at all times from counterparty risk, 

even in the face of changing market conditions. EMCCs clearing fund is based on a sophisticated 

daily mark-to-market and price volatility margining process to protect EMCC and its members in 

the event of a member failure. We are pleased that in our four years of operations, there have been 

no such failures. 

Growth in Membership 
While maintaining high standards for current and future membership, we have worked closely with 

our Risk Management and Membership teams to extend membership to a broader range of partici­

pants and activities. In 2001, we were pleased to welcome ING Bank, N.V, as an operational mem­

ber of EMCC, further reflecting both the cross-border characteristic of our market and the clearing 

corporation. An additional firm, Salomon Brothers International Limited, was recently approved 

for membership and became active in early 2002. We value the solid relationships we have built 

over the years with our members; their continuing commitment to EMCC has helped us get to 

where we are today. 

Building on Our Momentum 
EMCC has been fortunate to have the leadership and guidance from a board whose directors have 

distinguished themselves as both business and community leaders, and we wish to thank them -

and the member firms they represent - for their vision and direction during EMCCs early forma­

tive years. This year, we were pleased to welcome Katrina Arnold from Bank of America as a new 

member of our board. Our board has played a key role in guiding the integration of EMCC into 
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DTCC, and we have particularly valued its guidance and support during this year of transition 

and integration. 

Investing in Our Future 
It's important to recognize our accomplishments in 2001, but it's even more important to under-

stand that this is just the beginning: each and every day, it is our performance that sets the founda-

tion for our continued success in 2002 and beyond. 

In just four years, our members have come to rely on us as the central resource for the automated 

trade comparison, settlement and risk management of emerging markets debt products. It is a 

responsibility we do not take lightly. As we further explore the exciting new possibilities and oppor-

tunities afforded by integration with DTCC, and build on the progress of 2001, we look to the 

future with confidence, working together to develop products and services that will help us meet 

the challenges of this dynamic marketplace. 

Chairman 

~Q-~ 
Vice Chairman 
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Board of Directors 
a 5 of Dec e m b e r 31, 2 a 01 

Katrina I.M. Arnold 
Vice President, 
Bank of America 

Dennis]. Dirks 
Chief Operating Officer, 
The Depository Trust & Clearing 
Corporation 

Keith C. Kanaga 
Managing Director, 
Emerging Markets 
Clearing Corporation 

Jeffrey C. Bernstein 
Senior Managing Director, 
Bear, Stearns 
Securities Corp. 

Valerie A. Gavora 
Vice Chairman of the Board; 
Vice President, 
Goldman, Sachs & Co. 

Paul A. Masco 
Chairman of the Board; 
Managing Director, 
Salomon Smith Barney Inc. 
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Michael M. 
Chamberlin 
Executive Director, 
EMTAlnc. 

Fred Gonfiantini 
Principal, 
Morgan Stanley Dean Witter 

Neal H. Ullman 
Vice President, 
Lehman Brothers Inc. 

Thomas S. Dillon 
Executive Vice President. 
Wexford Clearing 
Services Corporation 

Jean-Patrick Kaiser 
Head, 
BNP Paribas 

Rachelle Keller 
Managing Director, 
Chase Securities Inc. 

John L. Langton 
Chief Executive and 
Secretary General, 
International Securities 
Market Association 

Neil Martin 
Director, 
Credit Suisse First Boston 
(Europe) Limited 

Angel M. Rios 
Vice President, 
J.P. Morgan Securities Inc. 

Marie Russo 
Director, 
Merrill Lynch, 
Pierce, Fenner & Smith Inc. 



EMCC Active Members: As oJ Dcccmbcdl, 2001 

Bank of America, National Association 

Bear, Stearns Securities Corp. 

BNP Paribas 

Chase Manhattan International Limited 

jPMorgan Chase Bank 

Credit Suisse First Boston 

(Europe) Limited 

Goldman, Sachs &: Co. 

Goldman Sachs International 

ING Bank N.V 

Lehman Brothers International (Europe) 

Merrill Lynch, Pierce, Fenner 

&: Smith Incorporated 

Morgan Stanley &: Co. 

International Limited 

Prudential Securities Incorporated 

Salomon Smith Barney Inc. 

Standard Bank London Limited 

UBSAG 

EMCC eligible instruments 
are issued from: AsojDcccmlwr31,2001 

Argentina Ecuador Korea Russia 
Barbados Egypt Lebanon Slovakia 
Brazil El Salvador Lithuania South Africa 
Bulgaria Greece Macedonia Thailand 
Chile Guatemala Malaysia Trinidad 
China Hungary Mexico and Tobago 
Colombia Indonesia Nigeria Tunisia 
Costa Rica Israel Panama Turkey 
Croatia Ivory Coast Peru Uruguay 
Czechoslovakia jamaica Philippines Venezuela 
Dominican jordan Poland Vietnam 

Republic Kazakhstan Qatar 
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Balance Sheets 
December 3:1, (U.S. $ in thousands) 

2001 2000 

ASSETS 

410 

Other assets 

Total assets $548,750 $417,872 

LIABILITIES AND SHAREHOLDERS' EQUITY 

liabilities: 

Accounts payable and 

Payable to affiliates 

fund: 

Members' cash deposits 

Other member deposits 

Deferred revenue 

liabilities $11.1 

648 

11.7,611. 

426,8:10 

492 

$220 

246 

78,103 

336,770 

453 

Total liabilities 545,672 415,792 

Commitments and contingent liabilities (Note 7) 

Shareholders' equity: 

Common stock: 

Class A, no par value - 2,000 shares authorized, 

1,668 and 1.,487 shares issued and outstanding 

at December 31, 200:1 and 2000, respectively 

Class 8, no par value 4,000 shares authorized, 

462 shares issued and outstanding 

at December 31, 2001 and 2000 

Paid in capital 

Accumulated deficit 

Total shareholders' equity 

5,165 

462 

5 

(2,554) 

3,078 

4,260 

462 

9:10 

(3,552) 

2,080 

Total liabilities and shareholders' equity $548,750 $417,872 

The accompanying notes are an integral part of these statements. 
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\ 
Statements of Income and Accumulated Deficit 

2001 2000 

Revenue: 

Total revenue 4,764 5,072 

Expense: 

Total expense 3,756 3,392 

Accumulated deficit, end of year ($2,554) ($3,552) 

Statements of Cash Flows 

2001 2000 

Net cash provided by operating activities 1,833 2,102 

Cash flows from financing activities - issuance of Class A common stock - 55 

Cash and cash equivalents, end of year $4,107 $2,274 
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\ 
Notes to Financial Statements 

1 organization and operations: 2001 2000 

2 summary of significant accounting policies: 

4 transactions with related parties: 

principally 

5 income taxes: 
(see Note 4), 

Estimates: The n"'M,,~tin," 

3 members' clearing fund deposits: 
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Notes to Financial Statements 

6 shareholders' equity: 

7 commitments and contingent liabilities: 

guarantee of the 

potential liability 

to EMCC. Guaranteed positions thal have settled 

marked to the ""0"''''''',',, received in 
In accordance 

pledges a portion of these deposits. December 31. 

2001, the market value the deposits pledged totaled 

approximately $5,444.000. At the close of business on 

December 31, 2001, guaranteed positions due EMCC from 
members and guaranteed positions due by EMCC to 
",,'mil"'" approximated $980.932.000 ($978.754,000 at 

De,eernb€!r 31, 2000). 

8 off-balance-sheet risk and concentrations 
of credit risk: 
In the course of business, 

settlement obligations of its members (see Note 7), 

EMCC could be EMCC mitigates its 

14 EMERGING MARKETS CLEARING CORPORATION 

1 

\ 

EMCC Rules. 

""";ll"""m in Note 1, EMGC provides automated 

trade comparison, settlement and risk management 

services for emerging marl<ets debt. As such, EMCC has 

a significant group concentration of credit risk since its 

members may be impacted by economic conditions 

affecting the debt-issuing countries and the securities 

As described above. such risk is mitigated in 

a number of ways. 

9 subsequent event: 
Effective January 1, 2002, the shareholders of EMCC's 

Class A common stock exchanged their ownership inter­

ests in EMCC for common stock issued by DTCG. Under 

the terms of the related agreement, at that date EMCC 

repurchased 500 shares of Class A common stock and 

132 shares of Class B common stock from certain share­

holders, which are trade associations and are not users 

of EMCC's services or facilities. The Class A shares were 

,,,,,u,,,rh,,"'''' at the adjusted book value of these shares at 
Decemtler 31, 2001; at the original issuance price. 

ownership interests for 



report of independent accountants 

Board 

111 our 

deficit and 

Clearing Corporation at 

the years 

States of 

bility 

these "t,n<"m,~m'" in 

require 

are free 

and disclosures 

made by m",n""PAm<"nt_ evaluating the overall nn,,,,,,,,,,,,, statement n.,,.,,,,,,t,,,1-'n,, 

provide a reasonable basis for opinion. 

As discussed in Note 4 to the financial statements, the 

Securities Clearing CllrOllraitilJ,1'I Because of this 

as those which would result from transactions between IlI'IlrPI:;!fl"iI 

February 8, 2002 

management's report on 
internal control over financial reporting 

To the Board 

designed to 

Such internal 

are identified. EVen <>"",,,",,,,,,,,, 
the possibility of the circumvention or overriding 

anca with to 

of internal control may 

EMCC's m;..,,,,<,pm.,,,t as:;;e~,seil its 

to criteria 

Committee 

believes that, as 

Organizations of the Treadway 
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report of independent accountants 
on internal control over financial reporting 

Pricewaterilol.lseCoopers lLP 

Avenue of the Americas 

New York, NY 10036 

Board of Directors and Shareholders of Emerging Markets Clearing Corporation 

examined management's assertion, included in the accompanying Management's Report on 

Internal Control Over Financial Reporting, that IO .... ,.",dir.d Markets Clearing Corporation (EMCC) main-

effective internal control over financial reporting as of December 31, 2001. The Company's 

management is responsible for m<.inlt"';'rtjnd effective internal control over financial reporting. Our 

responsibility is to express an opinion on management's assertion based on our examination. 

Our examination was made in accordance with attestation standards established by the American 

Institute of Certified Public Accountants and, accordingly, included obtaining an understanding of the 

internal control over financial reporting, testing, and evaluating the design and operating effectiveness 

of the internal control, and such other procedures as we considered necessary in the 

circumstances. We believe that our examination provides a reasonable basis for our opinion. 

Because of inherent limitations in any internal control, errors or irregularities may occur and not be 

detected, Also, projections of any evaluation of the internal control over financial reporting to future 

periods are subject to the risk that the internal control may become inadequate because of changes in 

conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

In our opinion, assertion that EMCC maintained effective internal control over 

financial reporting as December 31, 2001 is fairly stated, in all material respects, based upon 

criteria established in "Internal Control-Integrated Framework" issued by the Committee of 

"'",,,,,,,,,.,,,,'" nr'P':li1i7:~ti.nn<; of the Treadway Commission (COSO). 

February 8, 2002 
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