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urance

n 2004, sales of insurance products remained steady,
particularly in annuities. Overall annuity sales reached about
$220 billion in 2004 compared to roughly $86 billion ten
years ago.
Partially attributable to baby boomers intent on securing
their financial future for retirement, sales have also been aided
by the 1999 passage of the Gramm-Leach-Bliley Financial Services
Modernization Act, which enabled financial institutions to expand their
traditional offerings to include insurance products. The law opened a
wider distribution channel for these products, which were previously
sold primarily through career or independent insurance agents. Today,
almost 60% of annuity sales come from third-party channels such as
banks, broker/dealers and financial advisors.

However, while the 1999 law substantially expanded the
industry’s sales network, it also led to a more fragmented
distribution system. Insurance today is sold, and serviced, through
numerous channels. For the industry, which has tended to rely on
costly and time-consuming manual processing methods, the
immense task of modernizing its practices is a huge challenge.

Against this backdrop, DTCC's Insurance Services has taken
a lead role in helping to mainstream the sales and servicing of
insurance. Since 1997, in collaboration with the industry, it has
brought to market a number of services that provide the benefits of
automation and straight-through processing to its clients. Through
these products, DTCC is helping its customers successfully
compete in a fast-paced, high-service, ever-evolving financial
marketplace — and is acting as a partner in spurring meaningful

revenue growth for the insurance sector.

Growing Usage and Transaction Volume
In 2004, trading relationships in Insurance Services between
distributors and insurance carriers rose to nearly 4,000 versus just
over 3,000 the previous year, an increase of 31%. Total customers
increased to 253 insurance carriers and distributors, reflecting an
addition of 14 new carriers and 26 new distributors from 2003.
Usage of Insurance Services core products continued its
strong growth in 2004. Transaction volume for Commissions,
Applications and Subsequent Premiums rose 19% to approxi-

mately 36.1 million transactions for the year, compared to about

Extending ACATS

Drawing on DTCC’s experience with its
Automated Customer Account Transfer
System (ACATS), which automates the
transfer of customer accounts from
one financial institution to another, Insurance
Services is working to adapt this capability
for the insurance market with ACATS/IPS.

In 2004, ACATS/IPS, which automates the
change in broker/dealers of record for
annuity assets when clients move from one
brokerage firm to another, began pilot testing.
Upon completion of the testing phase and
subject to regulatory approval, Insurance
Services is targeting mid-2005

to have ACATS/IPS available for
general industry use. With annuity assets
traditionally housed within carriers’ records,
ACATS/IPS will add value by providing
broker/dealers with timely access to important
information about their customers’ portfolios.



30.4 million records the previous year. These services, which
transmit information on commissions and compensation dollars,
and on annuity applications and premiums from insurance carriers
to distributors, also provide same-day money settlement. The total
value of money settled in 2004 was nearly $11.3 billion, 18%
higher than the $9.5 billion settled in 2003.

Licensing & Appointments (L&A), which automates the infor-
mation flow between insurance carriers and their distributors on the
licensing or appointment of new agents, increased 69% in 2004,
climbing to 4.4 milion transactions versus 2.6 milion in 2003.
Volume for Positions and Valuations, which enables insurance
carriers to send their distributors contract information on a daily,
weekly, monthly or other customized basis, grew 40% to about

1.8 billion from approximately 1.3 billion in 2003.

Leveraging FAR’s Capabilities

to Today’s Environment

Under a more highly scrutinized regulatory environment, volume in
Financial Activity Reporting (FAR) jumped 83% in 2004. One of
Insurance Services fastest growing products, FAR processed more
than 15.4 million records for the year versus about 8.4 million in
2003 and three times the nearly 5 million records in 2002. First
introduced in 1999, FAR quickly grew in prominence following the
2001 enactment of the USA PATRIOT Act. Because of its ability to
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track daily transaction information on annuity and life insurance
products, FAR enables compliance officers to monitor for any
unusual activity — making it an important resource in meeting the
“Know Your Customer” provision of the law. FAR’s applications
continue to gain momentum with recent industry events resulting in
calls for greater transparency, disclosure and suitability require-

ments around customer transactions.

Enhancing and Expanding on Existing Products

As part of DTCC’s ongoing effort to foster standards within the indus-
try, in 2004, Insurance Services provided the insurance industry with
free and open access to its record layouts for all current products.
Another service enhancement expanded the functionality of Positions
and Valuations by adding a new feature, Positions for New Business,

which provides users with daily information for new contracts.

FAR’s ability to track daily transactions
on annuity and life insurance products

helps compliance officers to SPOt

unusual activity.

Insurance Services is also continuing to move towards
its goal of providing the insurance industry with a complete,
straight-through process for all insurance products through all
stages of the sales processing lifecycle. Further expanding its core
services beyond its legacy applications for the post-sale process-
ing of annuity products, Insurance Services is leveraging these
capabilities to the pre-sales process, particularly for life insurance
through InsurExpress.

InsurExpress is a Web-based, desktop solution, planned for
introduction mid-2005 that aims to seamlessly integrate all the steps
that are necessary to issue a life insurance policy by automating and
streamlining what has historically been a manual and fragmented
process. InsurExpress’ goal is to shorten the time between the
initial sale and issuance of a life insurance contract by increasing

the efficiency of the pre-sale stage process.
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What's a quadrillion?

You would need

about 7 times the B
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ny organization’s bottom line is affected by
how well its information technology group
delivers core products and services. In the
business of DTCC’s Network Services and
Technology, delivering these core products
and services to customers also means

responding to a changing business and
technology environment with innovative, reliable and highly
flexible systems.

in 2004, DTCC’s technology initiatives particularly focused on
strengthening telecommunications resilience, eliminating expen-
sive and redundant legacy technclogies in favor of standardized,
modern systems, and rolling out “self-service” styled applications
that enable customers to better manage technology relationships
with DTCC.

Today, DTCC's network community links virtually all trading
parties, providing low-cost access to a wide range of services
via its Securely Managed and Reliable Technology (SMART)
network. Furthermore, DTCC has reinforced this network with a
solid business continuity strategy, ensuring resiliency and access
without disruption.

In 2004, DTCC extended the SMART network infrastructure
to include all clearing products and services. This upgrade also
offered customers opportunities to consolidate out-of-date

telecommunications networks into a smaller number of efficient,

rk Services and Technology

higher-bandwidth SMART connections, improving overall sys-
tems performance and service, and enabling access to clearing,
settlement and depository services with Internet-based browsers,
XML and ISO messages.

Insourcing Across the Organization

While “outsourcing” was the technology buzzwoerd that captured
the industry's imagination in 2004, at DTCGC, it was “insourcing.”
For DTCC, this meant bringing NSCC's clearing applications from
the Securities Industry Automation Corporation (SIAC) data center

in-house to DTCC’s own data centers. Once insourced, these

Serving customers means responding
to a changing business and technology
environment with innovative,
reliable and highiy flexible
systems.

applications could be hosted and managed from DTCC'’s multiple
operating facilities and seamlessly connected to customers with
the SMART network, ensuring consistent business continuity
planning capabilities across all DTCC products and services.



With all NSCC appilications successfully insourced in 2004,
attention has now turmed to bringing the FICC applications into
DTCC’s data complex. The FICC insourcing project, which began
in mid-2004, will be accomplished in a series of incremental steps
targeted for compiletion in 2005. Moving FICC's applications will
complete the project to insource all applications hosted by SIAC.

Enhancing Information Delivery and Access
By upgrading customers to consolidated, secure SMART con-
nections, DTCC has alsc been able to complete the network
preparations needed for the conversion of the legacy Participant
Terminal System (PTS) interface to the browser-accessible Web
pages of its Participant Browser System (PBS). PBS, the successor
to the depository’s proprietary “green screen” PTS interface,
allows customers access to DTCC'’s depository and settlement
functions and applications with clear, streamlined navigation and
graphical menus. Eliminating the former complicated codes and
mainframe acronyms will ease the training burden for customers.
Finally, in 2004, DTCC launched a new e-billing system for
DTC and NSCQC, further leveraging the investment in standardized
self-service registration and Web-based delivery. With much more
user-friendly formats and accompanying fee schedule documen-
tation, customers are now able to receive invoices in various
printable formats and downloadable spreadsheets. In 2005, the
biling system will expand to other business units and become
further integrated with SMART/Search, enabling customers to

research archives of their past invoices.
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A SMART New Product

The business of information technology at DTCC
is understanding customers: who they are, how
they work, and the information they need to
perform their own day-to-day activities. One key
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piece of information customers often require
from DTCC is transaction history, such as
activity, positions and settlement detail.

SMART/Search for Archived
Reports, launched in 2004 for all customers,
offers a streamlined and cost-effective
solution. Through SMART/Search, customers
are granted Secure, direct access —
via a simple browser-based
system - to reports stored on DTCC’s optical
disk and tape. On any given day, 5,300
SMART/Search customers are regularly logging
in and retrieving information quickly and easily,
managing their own research and accessing
seven years of archived transactions.
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s the global leader in institutional post-trade
processing, Omgeo is helping the securities
industry achieve straight-through processing
(STP) with flexible solutions that leverage cus-
tomers’ existing technology infrastructure.
In 2004, Omgeo delivered enhance-
ments to existing services, new interfaces and more connectivity
options. Results of the 2004 customer survey show 85% of
respondents were highly satisfied or satisfied with Omgeo overall.

Growing the Customer Community for Matching
By end-2004, more than 200 buy-side institutions were live on the
company’s cross-border and U.S.-domestic central matching
services. Omgeo Central Trade Manager (Omgeo CTM), which
handles cross-border and non-U.S. domestic trades, now has 48
customers. With an average match rate of 93% and average
same-day affirmation (SDA) rates of 80%, this service matched its
one-millionth allocation in 2004.

In 2004, Omgeo upgraded the Omgeo CTM technology
platform and introduced more options for connecting to it. And, in
partnership with several leading brokers, the company launched
a specialized Web interface to Omgeo CTM, enabling smaller
fund managers to autcmate allocations to their broker/dealers

without incurring up-front costs.

Omgeo OASYS-TradeMatch, which provides real-time
central matching for U.S.-domestic transactions, increased the
number of customers to 161 in 2004, an 82% increase over 2003.
Today, SDA rates average 85%, dramatically higher than the

industry average of 18%.

Taking Aim at Fixed Income

For Omgeo, a joint venture between DTCC and Thomson
Financial, partnering is key to business strategy. The company’s
STP Partners Program has more than 80 certified interfaces with
60 partners.

Through a groundbreaking partnership with Bloomberg,
Omgeo now offers an interface for the fixed income market that
integrates Bloomberg’s front-office trading platform with Omgeo
OASYS, the market leader in electronic trade allocation and
acceptance service for U.S. trades.

To further drive automation in the U.S. fixed income market,
Omgeo partnered with buy- and sell-side firms in 2004, doubling
the number of fixed income investment managers on OASYS to
108 and increasing fixed income allocations by 130% to nearly

one million.

A groundtzreaking partnership now
offers an Interface for the
fixed income market ta

integrates Bloomberg’s trading platform
with Omgeo OASYS.
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Iready an established industry leader in busi-
ness continuity planning, DTCC continued to
push ahead on resiliency planning and testing
during 2004. Early in the year, DTCC issued
a white paper — Safe, Secure, Setting
New Standards — outlining sweeping
changes in its continuity planning and
strategy. By the end of 2004, DTCC had completed building,
testing and deploying a business continuity strategy designed
to handle all critical functions through multiple, redundant
operating and data centers dispersed thousands of miles
apart across the U.S.

DTCC interconnects all its data processing resources
through a command center system that allows remote command
and control of any DTCC capability from any center. This entire
system runs “hot” at all times — there are, in effect, no primary or
secondary centers in this system — and DTCC continuously routes
customer data and telecommunications through each of the cen-
ters. To further ensure the security of DTCC’s operations, the data
centers and the operating centers are not housed together, and
the locations of DTCC’s remote data centers are not disclosed.

A major component of DTCC's processing complex is
DTCC’s newest operating center in Tampa, Florida. DTCC
acquired, equipped and began staffing the site during 2004. The
center, which now provides for complete redundant capabilities
for all supported business functions, including settlement, for all
the U.S. markets DTCC serves, is expected to house some 400
employees by year-end 2005.

Meanwhile, in 2004, DTCC won a prestigious
Computerworld Honors 21st Century Achievement Award for its

ing Business Continuity

business continuity technology innovations in developing the
long-distance, asynchronous data replication method used to
move vast volumes of data quickly to all the remote complexes in
the system.

During 2004, DTCC also gradually brought into production
at its remote data sites almost all the processing functions for its
depository and clearing corporation subsidiaries, including the

Real-Time Trade Matching system for government securities.

DTCC has co_mplete'd a business
continuity strategy to

handle all critical functions through
multiple operating and data centers.

Previously hosted at the Securities Industry Automation
Corporation data center, DTCC’s strategy to “insource” all
clearance and settlement applications will ensure consistent
business continuity planning capabilities across business lines. By
late 2005, DTCC anticipates it will complete insourcing and
backup for all Fixed Income Clearing Corporation functions.

As always, the goal is for DTCC to be able to sustain,
despite disruptions to the financial services industry, its critical
functions, which the industry and regulators alike have deemed
“essential to sustaining the safety and soundness of U.S.
financial markets.”



he globalization of financial markets, the trading
of more complex instruments and the application
of new technologies all make the management
of risk more critical — and more challenging. In
2004, DTCC further enhanced its enterprise risk

management activities.

Focusing on Operational Risk

DTCC expanded its Operational Risk Management program,
which identifies, manages and mitigates the potential risk
resulting from inadequate or failed internal processes and
systems, and from external events, any of which could have an
impact on DTCC’s reputation.

At DTCC, a key tool in managing operational risk is the Risk
and Control Self-Assessment program, whereby employees and
their business managers evaluate the risks in their areas and the
effectiveness of the programs in place to mitigate those risks. In
2004, DTCC finished conducting these assessments for every
“high-risk” area in the depository and several other key areas of
the organization. The company also distributed a how-to guide to

DTCC regularly conducts stress and

back tests to monitor market

and credit risk.

provide employees with additional tools to help identify risk in
their own areas, and a case study book drawing from nine real
DTCC experiences where employees identified risk in their area
and took steps 1o resolve the issue.

Quantifying Risk to Manage It

To help DTCC assess and manage new categories of risk, the
Risk Management group uses advanced quantitative analytical
methodologies. These include ongoing stress and back tests that
monitor market and credit risks for DTCC’s subsidiaries. Stress
tests assess losses to which the subsidiaries could be exposed
under extreme market conditions, while back tests allow the
organization to assess the quality and accuracy of its risk
management systems.

In 2004, Risk Management completed a series of these
tests by subsidiary, and more are slated for 2005. In addition,
the company acquired a new super-computer that will further
strengthen its ability to conduct test simulations and do
mathematical modeling.

Other 2004 milestones in reducing risk for the industry
include implementing one of our alternate sites to back up
FICC’s applications for the Government Securities Division and
completing risk-based revisions to the Money Market Instruments
system. DTCC also finished restructuring its Internal Audit unit
during 2004, aligning it more directly with business units, their
functions and their operational risk factors.
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A Stephen J. Smith
Principal
Securities Operations
Banc of America Securities

¥ Michael J. Alexander
Senior Vice President
Schwab Operations
Charles Schwab & Co., Inc.

<« John J. Wagner
Director
Morgan Stanley

Godfrey S. Moore P
Technical Director
Settlement Operations
Charles Schwab

¥ Kathryn J. Sevcik
Vice President/Manager of Operations
Wells Fargo Shareowner Services

4 George Wehbe

Senior Vice President
Citigroup

¥ Ernest A. Pittarelli
Managing Director
Head of Operations.
The Americas
UBS Investment Bank

A Kenneth F. Judkowitz
Vice President
AIG SunAmerica
Retirement Markets, Inc.

4 Michae! R. Hicks
Vice President
Investment Product Services
The Hartford

V¥ Giancario Battaglia
Senior Vice President
BNY Brokerage

A Janice Morris-Hatch
Executive Vice
President
Fidelity Investments

4 Charles V. Rossi
Division President
EquiServe
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A Richard A. Bommer
Assistant Vice President & Director
Operations
Securities Industry Association

Stuart Bowers P
Senior Vice President
Legg Mason

V¥ Kerry S. Pope, CFA
Managing Director
Office of the Treasurer
State Street

<« Joseph M. Liguori
Vice President
Investment Bank
JP Morgan Securities, Inc.

Lawrence Morillo »
Managing Director
Pershing LLC

A subsidiary of

The Bank of New York

V¥ Deborah Seabury
First Vice President
Relationship Management
Prudential Annuities

A G. Desiree Davis
Senior Vice President
Operations
Brown Brothers Harriman & Co.

« Stewart Macbeth
Managing Director, Operations
UBS AG
London

¥ Richard Ingram
Executive Director
Fixed Income Operations
Morgan Stanley & Co.
International Ltd.
London

A John Cusumano
Senior Vice President
Citigroup Private Bank
Global Operations

4 Murray C. Pozmanter
Managing Director
Operations
Nomura Securities International, Inc.

V¥ Christopher L. Davis
Executive Director
The Money Management Institute
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A Peter Krishnan
Operations Manager,
Europe-Middle East-Africa
Corporate Actions and
Dividends
Merrill Lynch, London

« Joseph N. Caggiano
Vice President
Morgan Stanley




What's next’/

quadrillion 1,OOO,OOO,OOO,OOO,OOO
quntiion  1,000,000,000,000,000,000

octiion  1,000,000,000,000,000,000,
onion  1,000,000,000,000,000,000,

duodecillion 1,000,000,000,000,000,000,
tredecillion 1,000,000,000,000,000,000,




Markets will continue to change and grow, and what is thought
unlikely today is tomorrow’s next opportunity. Whether a
quadrillion or quintillion, anticipating and staying ahead of the
curve of change requires an organization that is experienced,
resourceful, thinks outside the box and at the same time

is nimble and quick to market. Most importantly, it’s about
recognizing that for customers, one size doesn't fit all and that
we must ensure our solutions not only help to mitigate risk and
lower cost, but spur growth as well. In the rapidly changing

world of financial services, DTCC's most valued asset is its

unrelenting commitment to serving customers.

000,000,000
000,000,000,000

000,000,000,000,000,000,000
000,000,000,000,000,000,000,000
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Catherine R. Kinney Michael C. Bodson
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Douglas H. Shulman James Palermo Ronald A. Purpora

George Hrabovsky

Thompson M. Swayne Stephen S. Casper

DTCC’s Board is made up of 18 directors who also serve as directors of the company’s operating subsidiaries. Fourteen are from participants
including international broker/dealers, correspondent and clearing banks, mutual fund companies and investment banks. Two directors are designated
by DTCC’s preferred shareholders: NASD and the New York Stock Exchange. The remaining two are the chairman and chief operating officer of
DTCC itself. Individuals are nominated for election as directors based on their ability to represent participants of each of DTCC's operating subsidiaries,
and Board committees are specifically structured to help achieve this objective. In addition, to ensure broad industry representation and expertise on
key industry subjects, non-Board members serve on a number of DTCC Board committees as full voting members.



Paul F. Costello

Jonathan E. Beyman

Donald F. Donahue

Jill M. Considine

Alan D. Greene

Norman Eaker

John W. Cummings

Frank J. Bisignano

Not pictured

Arthur Certosimo

Eileen K. Murray
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Consolidated Balance Sheets

December 31,

2004

2003

(in thousands; except share data)
Assets
Cashandcashequivalents. . .. ... .ot e e $ 4,617,158 $ 4,745,054
Investments in marketable secunitieS . . .. .. o e e 191,703 144,744
Accounts recaivable . . . .. .. e 205,189 166,187
Participants’ fUndS . .. .o oo e e e e 10,653,286 10,114,465
Fixed assets, less accumulated depreciation
and amortization of $338,080 and $357,723
at December 31, 2004 and 2003, respectively ... .. .. ... .o oL 209,553 179,250
Deferred INCOMB TAXES . . o o v o i e et e e s 94,643 83,517
(@)1= == ¢ 400,801 391,462
~ Totalassets....... e $16,372,333 $15,814,669 |
Liabilities and Shareholders’ Equity
Liabilities:
Accounts payable and other liabilities ... ....... ... .. o il o $ 468,740 $ 423,885
Payable to participants . . ... ... ..o e e s 1,095,564 1,258,654
Long-term debt and other borrowings. . . .. ... oo i i s 347,317 307,150
Participants” funds:
Cash deposits. . . .o oo e e e 3,659,116 3,494,092
Other deposits .. .. .. T 10,653,286 10,114,465
Total liabilities . .« .« v v e 16,122,023 15,598,246
Minority interests (Note 1) . ... ...... o 75,330 75,330
Commitmen{s and contingent liabilities (Note 10) o
Shareholders’ equity:
Preferred stock:
Series A, $.50 par value —
10,000 shares authorized, issued and outstanding. ... ....... ... 300 300
Series B, $.50 par value —
10,000 shares authaorized, issued and outstanding. .. ........... 300 300
Common stock, $100 par value —
23,655 shares authotized, issued and outstanding . . .. ... ..ol 2,366 2,366
Paid iN CAPIAL . . o vt vs i i e e e e 11,649 11,649
Retained earnings:
APDIOPHALEA . + .« v v e e e e 102,657 72,930
Unappropriated. . . .. oo e e 85,018 80,670
TrEASUNY SIOCK &+ o\ o) v et e e e e (3,327) (8,327)
e R, L 198,963 164,888
*Acciumulated other comprehensive (loss) income, net of tax:
Minimum pension liability adjustment . . ... oo (24,168) (22,900)
DTCC's share of Omgeo LLC's net unrealized loss on
derivative iNStrumentS « . . v v v et v i s (219 (1,059)
DTCC's share of Omgeo LLC’s foreign currency
translation adjustment. . .. .. .. 404 164
* Accumulated other comprehensive netloss. .. ............ e (23,983) (23,795)
 Total Shareholdars” BUILY. « . .+« v e e ettt e 174,980 141,003
Total liabilities and shareholders’ equity. . ... .. .ot iii i e cnn s $16,372,333 $15,814,669

The accormparlying notes are an integral part of these consolidated financial statements.




Consolidated Statements of Income

Fof the Yedr Ended December 31,

j

s

2004 20083

lm@reaimmmg s v v e s m . .
EqultymnatimamegeﬁLLC,m..«,..,v._.,w......,.,.g ......

YO el 1BNuoy 5510

$ 548,521

88 166,848 !
80,878 68,938 f
88,674 66,744
87,720 76,479
33,256 29,798

Total revenugs.,
Discounts and mherr&m%m;a@rmfpanm

1,064,792 947,128
(219,043) (251,889]

NeLrevenUBSs. ... v vv crn v vmns s

836,749 695.239

Expenses:
Employee compensation and related benefits . . . .
Information 1eChROIOEY « . « «o v vun s cas e fws s s s eas nua
Professional and other services :
lntemtsxpense

Rembumtﬁnm&l’ﬁﬁat&s

- ——

405,316 873,540
208,631 151,851
96,420 81,137
68,793 60,372 |
22,010 21,302 1;
16,266 17,683

(83,580) (35,620)
777,776 | 679,965 ‘

[hmmebefammmmetaxesand mmﬁrrtyintarests e mme e v ey
Provision for oome tases. . . . v cxs v as

57,073 15,274
28223 | 3,164

Income before minority interegts, . ... ..
Minority Interests — preferred stock dividend . . . .

84,750 12110
(675) 553)

Net ingorme. . B e ey mme s b e e ek ko m kA ke ko x

84,075 11,547

Other cc;mpmhans ve (loss) incorme; net of tax:
Minimur persion labfiity adiustmeat, . ... cuvrias s ous RN B Bae s
DTEC s share of Omgeo LLCs net unrealized gain E;, s} ion
derivative instruments A

DTCCs share of Omgea LLOs fare@n cynency
transanmaﬂiustmeﬂt AR T ey

(1,268) (2,823
840 (1,059) \

240 116

Qﬂwer@smﬁrehensa%neﬂms...,....J,,,,7“4,,..{, .....

(188) 8,768}

Comprehsrisive incormi

$ Sﬁ? § 7.8

Thé accampanying rnotes are ar integral part of these consaiidated financial staterments.
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Consolidated Statements of Cash Flows

For the Year Ended December 31, 2004 2003
(in thousands)
Cash flows from operating activities:
NEL INCOME & v e e e e $ 34,075 $ 11,547
Adjusiments to reconcile net income to net cash used in
operating activities:
DTCC’s share of Omgec LLC's earnings. . . . ..o oo ivii oo ve e (81,5692) (24,905)
Depreciation and amortization of fixed assets . . . .................. 53,705 52,522
Loss on fixed assets disposals. . ... .o v vt 4,257 2,035
Net premium amortized on investmentsowned . .................. 809 1,769
Deferred income taxes (accrued) realized . ........... o (10,465) 9,601
Changes in operating assets and ligbilities:
Increase inaccountsreceivable. . ... ... ... e (49,002) (5,806)
Increaseinotherassets .. ... (13,167) (29,796)
Increase in accounts payable and other liabilities .. ............. 40,926 13,134
(Decrease) increase in payable to participants . ................ (163,090} 14,850
Increase (decrease) in participants' fund cash deposits. . .. .. ... .. 65,024 (393,534)
Net cash used in operating activities. . . ... ........ .. ... ... .. ... (68,520) (348,58({
Cash flows from investing activities:
Maturities of investments in marketable securities .. ........... ... ..., 112,000 107,000
Purchases of investments in marketable securities. . .. ................. (159,768) (136,705)
Purchases of fixed @ssetS . . .o . ittt e e (88,265) (46,968)
Distributions received from Omgeo LLC. .. ... ... .o i 36,250 30,000
Net cash used in investing activities . . .. ...... ... ... o (99,783) (46,673) |
Cash flows from financing activities:
Proceeds from sale-leaseback transaction. . .. ........ oo — 63,400
Proceeds from notes payableissuance . . ... ... ... oo 30,000 —
Principal payments on debt and capital lease obligations . ... ............ (12,244) (18,307)
Capitalized 18ases. . . . . o« ot 22,411 3,662
Net cash provided by financing activities. . . . ..................... 40,167 | 48,755
@aot of foreign exchange rate changesoncash . ........................ 240 116
Net decrease in cash and cash equivalents . . ....... .. ... ... . o (127,896) (346,385)
Cash and cash equivalents, beginningofyear . ............ ... ... ... ..., 4,745,054 5,091,439
Cash and cash equivalents, endofyear. . ....... ... ... ... o $4,617,158 | $4,745,064
Suppiemental disclosures:
Income taxes paid, netofrefunds . . . ...... ... e $ 26,355 $ 5,862
INEErEST PAIA. .+ o v e e ettt e e e e $ 23283 | $ 19,608

The accompanying notes are an integral part of these consolidated financial statements.



Notes to Consolidated Financial Statements

December 31, 2004
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1 Business and Ownership:

The Depository Trust & Clearing Corporation (DTCC) is a holding
company that supports six principal subsidiaries, The Depository Trust
Company (DTC), National Securities Clearing Corporation (NSCC),
Fixed Income Clearing Corporation (FICC), Emerging Markets Clearing
Corporation (EMCC), DTCC Deriv/SERV LLC and Global Asset Solu-
tions LLC. On December 31, 2002, the Securities and Exchange
Commission (SEC) approved the merger of MBS Clearing Corporation
(MBSCC) into Government Securities Clearing Corporation (GSCC) to
form FICC, which commenced operations on January 1, 2003. FICC
was formed to achieve greater efficiencies in the post-trade process-
ing of fixed income securities. FICC consists of the Government
Securities (GSD) and Mortgage-Backed Securities (MBSD) divisions.

The persons elected to serve on the Board of Directors of DTCC
also serve as directors on the Boards of each of its subsidiaries.

DTC provides central securities depository and related services
to members of the securities, banking and other financial industries.
NSCC provides various services to members of the financial commu-
nity, consisting principally of securities trade comparison, clearance,
settlement and risk management services. FICC provides various
services to members of the government and mortgage-backed secu-
rities markets, consisting principally of automated real-time trade
comparison, netting, settlement, trade confirmation, risk manage-
ment and electronic pool notification. EMCC provides automated
trade comparison, settlement and risk management services for
emerging markets debt to members of the securities industry. DTCC
Deriv/SERV LLC provides an automated post-trade matching service
for participants in the over-the-counter derivatives market. Global
Asset Solutions LLC provides sophisticated technology services that
help financial institutions manage the rapid growth, high risk and
mounting costs of corporate action transactions. DTC, NSCC, FICC
and EMCC are registered clearing agencies with the SEC. DTC is also
a member of the Federal Reserve System and a limited-purpose trust
company under New York State banking law. The members of
DTCC’s subsidiaries are collectively referred to as participants.

Omgeo LLC (Omgeo), a joint venture with Thomson Corporation,
uses the institutional trade-processing infrastructures of DTCC and
Thomson to provide for seamless global trade management and a
securities industry solution for straight-through processing.

On October 20, 2000, DTC issued 750,000 shares of Series A
preferred stock at the par value of $100 per share, increasing its
capital by $75 million under a plan adopted by the Board of Directors.
Pursuant to this plan, which does not reduce the funds available in
the event of a participant’s failure to settle, each participant was
required to purchase shares of the preferred stock. Dividends are paid
quarterly based on the earnings of those funds. In addition, EMCC
has 330 shares of Class B common stock issued and outstanding
which are held by certain EMCC participants. The participants’
ownership in DTC and EMCC, respectively, are recorded as minority
interests on the consolidated balance sheets.
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2 Summary of Significant
Accounting Policies:

Basis of Presentation: The consolidated financial statements
include the accounts of DTCC and its subsidiaries (the Companies).
Intercompany accounts are eliminated in consolidation.

The carrying value of DTCC's investment in Omgeo included in
other assets totaling $33,353,000 and $36,931,000 at December 31,
2004 and 2003, respectively, represents 50% of Omgeo’s net worth
adjusted for the difference in the book value of the assets contributed
by the partners. DTCC's share of Omgeo’s net income, adjusted for
the impact of the amortization of the above difference, is included
in revenue.

Omgeo’s total revenue and net income in 2004 are
$225,0098,000 and $62,929,000, respectively. The comparable
amounts in 2003 were $207,323,000 and $49,865,000, respectively.
In addition, DTCC recognized its share of Omgeo’s net unrealized
gain (loss) on derivative instruments totaling $840,000 in 2004 and
($1,059,000) in 2003 included in other comprehensive net loss.
Omgeo has elected to be treated in a manner similar to a partnership
for federal and state income tax purposes. As a result of this election,
Omgeo’s federal and state taxable income is allocated proportionately
to DTCC and Thomson.

At December 31, 2001, NSCC had ownership interests in
GSCC, MBSCC and EMCC. Effective January 1, 2002, the share-
holders of GSCC, MBSCC and EMCC exchanged their ownership
interests in these respective corporations for common stock issued by
DTCC. As a result of these exchanges, NSCC became a shareholder
of DTCQC, its parent, which for financial statement purposes was
reflected as treasury stock, valued on a historical basis. In March
2004, DTCC repurchased its common shares from NSCC at the
historical value and no gain or loss was recognized.

Cash Equivalents: The Companies invest funds in overnight reverse
repurchase agreements, commercial paper and money market
accounts, which are considered cash equivalents. Reverse repur-
chase agreements provide for the Companies’ delivery of cash in
exchange for securities having a market value which is at least 102%
of the amount of the agreements. Independent custodians designated
by the Companies take possession of the securities. Overnight
reverse repurchase agreements are recorded at the contract amounts
and totaled $3,861,919,000 and $4,414,937,000 at December 31,
2004 and 2003, respectively. At December 31, 2004, the counter-
parties to these agreements were five major financial institutions that
are also participants.

Overnight investments made in commercial paper totaling
$24,630,000 and $20,004,000 are also included in cash equivalents
at December 31, 2004 and 2003, respectively. At December 31,
2004, the issuer of the commercial paper was a major U.S. bank
holding company that is also a participant. Money market accounts
with participants are used to sweep any remaining funds available.
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Investments in Marketable Securities: These investments, which held-to-maturity securities. The contractual maturities, carrying value
include U.S. Treasury securities and investment grade corporate and market value of these securities are as follows:
notes, are recorded at amortized cost and are considered to be

Carrying Value L - 7 Market Value
U.S. Treasury Corporate U.S. Treasury Corporate
(Dollars in thousandi Securities Notes Total i Se@es - Notes - ToLaI
2004
Dueinonevyearorless ......... $174,871 $ — $174,871 $174,426 $ — $174,426
Die inonetotwovyears ........ 15,798 1,034 L 16,832 15,737 1,027 16,764
Total ..o $190,669 $1,034 $191,703 $190,163 $1,027 $191,190
2003
Dueinoneyearorless ......... $111,693 $1,013 $112,706 $111,707 $1,020 $112,727
Dueinonetotwoyears ........ 32,038 — 32,038 32,077 — 32,077
Total ..o $143,731 $1,013 $144,744 $143,784 $1,020 $144,804
Accounts Receivable: Accounts receivable consist of the following | Fixed Assets: Fixed assets consist of the following at December 31,
at December 31, 2004 and 2003: 2004 and 2003:
(Dollars in thousands) 2004 2008 1 (Dollars in thousands) B o004 2003
Due from the Companies’ ' Leasehold improvements . .. ..... $182,927 $171,320
participants for services ... . .. $ 70,921 $ 58,695 Furniture and equipment ... ... .. 191,993 243,231
Cash dividends, interest and | Software ... 125,555 106,090
related receivables ... ....... 97,572 78,629 i
Leased property under
Other ............ e 36,696 18,863 capital leases . ... .......... 19,802 7,072
Total ........ . ... . . ... ... .. $205,1 89 $1 56, 187 ‘ Buildings and improvements ..... 24,736 8,560
Cash dividends, interest and related receivables are presented Ea}nd RELELIL LA 2,600 — . 700
net of an allowance for possible losses of $500,000 at December 31, Total cost ... 547,613 536,973
2004 and 2003. Other receivables are presented net of an allowance Less accumullate.d depreciation
. and amortizaton ........... 338,060 357,723
for possible losses of $273,000 and $252,000 at December 31, 2004 — - - - - —
Net bookvalug ............... $209,553 $179,250

and 2003, respectively. Stock dividends receivable are not recorded in

the consolidated financial statements. Leasehold improvements are amortized using the straight-line

method over their useful fives or the remaining term of the related

lease, whichever is shorter. Furniture and equipment are depreciated

‘ over estimated useful lives ranging from three to eight years, princi-
pally using accelerated methods. Software is amortized using the
straight-line method over an estimated useful life of three years.

| Buildings and improvements are primarily amortized over 39 years

‘ using the straight-line method.

| DTCC capitalized software developed for internal use or pur-

i chased totaling $19,872,000 and $18,860,000 in 2004 and 2003,

| respectively. The amortization of capitalized software costs was

$18,078,000 in 2004 and $20,148,000 in 2003.



During 2004, fixed asset disposals resuited in a charge of
$4,257,000 and the removal of $77,625,000 and $73,368,000,
respectively, from the related cost and accumulated depreciation
and amortization accounts. The comparable amounts in 2003 were
$2,035,000, $3,567,000 and $1,532,000, respectively.

Income Taxes: Deferred tax assets and liabilities represent the
expected future tax conseguences of temporary differences between
the carrying amounts and tax bases of assets and liabilities. The net
deferred tax asset is expected to be fully realized and, accordingly,
no valuation allowance was established.

Discounts and Other Refunds to Participants: The Companies
provide discounts on their billing to participants based on the
amount of earnings to be retained in a given year with due regard

to current and anticipated needs, as approved by their Boards of
Directors. Such discounts amounted to $162,171,000 in 2004 and
$203,887,000 in 2003. DTC also has a policy to provide participants
a monthly refund of net income earned from the overnight investment
of unallocated cash dividends, interest and reorganization funds
payable to participants. Such monthly refunds totaled $4,230,000 in
2004 and $2,417,000 in 2003.

Securities on Deposit: Securities held in custody by DTC for partici-
pants are not reported in the consolidated financial statements. Cash
dividends and interest received by DTC or due on such securities and
in the process of distribution or awaiting claim are included in payable
to participants. Short positions occasionally exist in participants’
securities balances. Such short positions are valued and collateralized
daily by participants’ cash, aggregating 130% of the short position.
DTC's obligation to return such amounts to participants is reflected in
payable to participants. At December 31, 2004 and 2003, short posi-
tions amounted to $28,225,000 and $18,665,000, respectively.

Financial Instruments: Management believes that the carrying
value of all financial instruments approximates market value based
upon current rates of return on short-term investments and borrowing
rates available to companies with similar credit ratings.

Revenue Recognition: Revenue is recognized as services are ren-
dered. Activities are captured daily and billed on a monthly basis.

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

Reclassifications: Certain reclassifications of 2003 amounts have
been made in the accompanying consolidated financial statements to
conform to the 2004 presentation.

3 Participants’ Funds:

The Companies’ rules require most participants to maintain
deposits related to their respective activities based on calculated
requirements, which were $10,605,837,000 and $10,532,138,000,
at December 31, 2004 and 2003, respectively. The deposits are avail-
able to secure participants’ obligations and certain liabilities of the
Companies, should they occur. All deposits of cash and securities
are recorded on the consolidated balance sheet. A summary of the
total deposits held at December 31, 2004 and 2003, including
$4,711,245,000 and $4,376,649,000, respectively, in excess of the
calculated requirements follows:

(Dollars in thousands) 2004 2003
Cash .................... $ 3,559,116 $ 3,494,092
U.S. Treasury and Agency

securities, at market ... ... 10,653,286 10,114,465
Letters of credit issued by

authorized banks . ... ... .. 1,104,680 1,300,230
Total . ........... ... ... .. $15,317,082 $14,908,787

The Companies invest available participants’ fund cash deposits
principally in overnight reverse repurchase agreements. Certain earn-
ings on these investments are passed through to the applicable par-
ticipants and are included in interest income and discounts and other
refunds to participants. Such earnings totaled $52,642,000 and
$45,585,000 in 2004 and 2003, respectively.

4 Transactions with Related Parties:

SIAG: Under the terms of an agreement with NSCC, the Securities
Industry Automation Corporation (SIAC), an entity owned by the New
York Stock Exchange, Inc. (NYSE) and the National Association of
Securities Dealers, Inc. (NASD), provides computer facilities, person-
nel and services in support of the Companies’ operations. NYSE and
NASD are shareholders of DTCC. SIAC charges for these services
based on its direct and overhead costs arising from providing such
services. Charges under this agreement included in information
technology expenses totaled $51,314,000 in 2004 and $57,334,000
in 2008. Beginning in 2004, NSCC and SIAC agreed to migrate cer-
tain systems applications to DTCC. The insourcing of these applica-
tions was completed by year-end. As a result, in accordance with
Statement of Financial Accounting Standards No. 1486, “Accounting
for Costs Associated with Exit or Disposal Activities,” an accrual of
$32,751,000 was recorded to recognize contractual obligations for
real estate, severance pay, fixed asset abandonment, overhead and
related expenses under the terms of the agreement. In addition,
certain Voluntary Early Retirement Option costs totaling $10,451,000
were incurred. These charges are also included in information tech-
nology expenses. At December 31, 2004 and 2003, amounts payable

4]
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to SIAC included in accounts payable and other liabilities were
$35,763,000 and $745,000, respectively.

NYSE and NASD: NSCC collects certain regulatory fees on behalf of
NYSE and NASD. At December 31, 2004 and 2003, no amounts
were due to NYSE or NASD.

Omgeo: DTCC has an agreement with Omgeo to provide various
support services and office facilities. In addition, DTCC has an
agreement with Omgeo, whereby if Omgeo reduces or terminates
certain services it receives from DTCC or its affiliates, Omgeo will pay
certain extraction costs as specified in the agreement. Charges under
these agreements totaled $33,173,000 in 2004 and $35,082,000 in
2003 and are included in reimbursement from affiliates. Amounts
receivable from Omgeo at December 31, 2004 and 2003 were
$2,847,000 and $162,000, respectively.

The Options Clearing Corporation: DTCC has an agreement with
The Options Clearing Corporation (OCC) to provide office facilities and
support services. Charges under this agreement totaled $377,000

in 2004 and $538,000 in 2003 and are included in reimbursement
from affiliates.

5 Payable to Participants:

DTC receives cash and stock dividends, interest and reorganiza-
tion and redemption proceeds on securities registered in the name
of its nominee and interest and redemption proceeds on bearer
securities, which it distributes to its participants. Amounts received
on registered securities withdrawn before the record date but not
transferred from the name of DTC's nominee cannot be distributed
unless claimed by the owners of the securities. Cash dividends, inter-
est, reorganization and redemption payables of $725,5696,000 at
December 31, 2004 and $942,228,000 at December 31, 2003 are
included in payable to participants. Unclaimed balances are remitted
to the appropriate authority when required by abandoned property
laws. Stock dividends payable and unclaimed are not reported in the
consolidated financial statements.

Payable to participants also includes settlement accounts
payable of $264,203,000 at December 31, 2004 and $203,441,000
at December 31, 2003, which primarily represent deposits received
from NSCC participants to facilitate their compliance with customer
protection rules of the SEC.

6 Pension and Other
Post-Retirement Benefits:

DTCC has a non-contributory defined benefit pension plan cover-
ing substantially all full-time employees of the Companies. The pension
plan is qualified under section 401(a) of the Internal Revenue Code.
Pension benefits under the plan are determined on the basis of an
employee's length of service and earnings. The funding policy is to
make contributions to the plan that meet or exceed the minimum
funding standards under the Employee Retirement Income Security Act
of 1974 and the Internal Revenue Code of 1986, as amended. In 2003,
DTCC established a 401(h) account to fund the retiree medical plans.

Retirement benefits are also provided under supplemental non-
qualified pension plans for eligible officers of the Companies. The cost
of non-qualified defined benefits is determined based on substantially
the same actuarial methods and economic assumptions as those for
the qualified pension plan. The Companies maintain certain assets in
trust for non-qualified retirement benefit obligations. DTCC also provides
health care and life insurance benefits to eligible retired employees.

On December 31, 2004, the accumulated benefit obligation
related to DTCC's pension plans exceeded the fair value of the pen-
sion plan assets (such excess is referred to as an unfunded accumu-
lated benefit obligation). This difference is attributed to an increase in
the accumulated benefit obligation resulting from a reduction in the
interest rate used to discount the projected benefit obligation to its
present settlement amount from 6.00% to 5.75%, partially offset
by an increase in the fair value of the plan assets due to the actual
rate of return on plan assets exceeding the expected return on plan
assets in 2004. As a result, in accordance with Statement of Finan-
cial Accounting Standards No. 87, DTCC recognized an additional
minimum pension liability of $1,929,000 on a pre-tax basis offset
by a deferred tax asset of $661,000 resulting in a net charge of
$1,268,000 to other comprehensive loss thereby reducing sharehold-
ers’ equity. The charge to shareholders’ equity represents an amount
not yet recognized as pension expense. The equivalent amounts for
2003 were $4,225,000, $1,402,000 and $2,823,000, respectively.



The measurement date used for all plans was December 31, 2004.
The funded status and related components of the plans follow:

Pension Benefits

7 Other Benefits

(Pfol!ﬁ Ln jbqgsands) 2004 2003 2004 - 2003
Benefit obligation at end of year:
Qualified plan . ... ... $443,779 $392,311 $ — $ —
Otherplans . ... . 69,045 54,861 80,317 72,563
- 512,824 447172 80,317 72,563
Fair value of plan assets atend of year . ... .. ..... P 340,925 280,967 3,800 2,311
FUNGE STAMUS . . . . . oo ee et . ($171,899) ($166,205) (876,517) ($70,252)
Net accrued benefit cost recognized atyear-end . .. ............... ($ 25,899) ($ 31,932) ($49,549) ($42,959)
Amount recognized in the consolidated balance sheet consists of:
Accrued benefitcost . . ... .. ($ 79,288) ($ 85,223) ($49,549) ($42,959)
Intangible asset ... ... ... 13,096 14,927 — —
_ Accumulated other comprehensive loss . ... ... 40,293 38,364 — —
Net accrued benefit cost recognized atyear-end . .. ......... ... ... $ 25,899) ($ 31,932 ($49,549) ($42,959)
The accumulated benefit obligation for all defined benefit plans was $420,212,799 at December 31, 2004.
Weighted-average assumptions used to determine benefit obligations at December 31:
Discountrate . ........... .o 5.75% 6.00% 5.75% 6.00%
Rate of compensationincrease ............... ... .. ... ..... 4.25 4.25 — —
Weighted-average assumptions used to determine net periodic benefit cost for years ended December 31:
Discountrate . ....... ... . ... .. . 6.00% 6.75% 6.00% 6.75%
Expected long-term rate of return onplanassets . .............. 8.50 8.50 8.50 8.50
Rate of compensationincrease . ................... ... ..... 4.25 4.25 — —
Assumed health care cost trend rates at December 31:
Health care cost trend rate assumed for nextyear .............. 10.00% 11.00%
Rate to which the cost trend rate is assumed to decline
{the ulimatetrendrate) .......... ... .. ... .. .. ........ 5.00% 5.00%
Year that the rate reaches the ultimate trendrate . .............. 2010 2010

To develop the expected long-term rate of return on assets
assumption, DTCC considered actual historical returns and the future
expectations for returns in each asset class, as well as the target

asset allocation of the pension portfolio. This resulted in the selection

DTCC's actual pension plan weighted-average asset allocations at
December 31, 2004 and 2003, by asset category are as follows;

Plan assets at December 31,

of the 8.5% long-term rate of return on assets assumption. The actual | ————— 2004 _ 2008
historical rate of return achieved by these assets exceeded the - Equity securities .. ... 63% 63%
8.5% assumption. ‘ Debt securities . .. ............... 37% 28%

Based on DTCC's target asset allocation guidelines, 60% of the Guaranteed investment
plan assets are to be invested in equity securities and 40% in fixed _CONUACLS e — 9%
income securities (including guaranteed investment contracts). ‘ o ... ... 100% 100%
The components of pension and other benefits expenses follow:

,, 777777 7 ) - - Pension Benefits o Other Bengﬂjg o
(”Diollarrsr in thousands) - - 2004 2003 7 2004 2003
Netbenefitcost .. ... . $34,154 $25,109 $9,700 $8,370
Addttional loss recognized due to settlements ... ... .. L — 2,156 — =
e $34,154 $27,265 $9,700  $8,370
Employer contribution ... ... ... $35,600 $35,600 $3,199 $3,645
Benefits paid, net of employee contributions .. .. ......... ... ... ... $16,782 $20,564 $2,056 $1,590
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Settlements relate to the early retirement of executives who
elected lump sum and periodic payments.

DTCC expects to contribute $20.0 million to its pension plan
and $2.9 million to its retiree medical plan during 2005.

The following estimated future payments which reflect expected
future service, as appropriate, are expected to be paid in the years
indicated:

{Dollars in thousands)

7 Income Taxes:

DTCC and its subsidiaries file a consolidated federal income tax
return and combined New York State and New York City income tax
returns with the exception of DTC, which files separate state and
local returns. The provision for income taxes for the years ended
December 31, 2004 and 2003, consists of the following:

(Dollars in thousands) 2004 2003
Curm&)me taxesTaeneﬂt): B 7
Federal ................... $23,269 ($2,611)
Stateandlocal ........... ... 10,419 (3,826)
Deferred income taxes (benefit):
Federal ................... (8,103) 7,291
Stateandlocal .............. (2,362) 2,310
Provision for income taxes . . . . . . .. $23,223 $3,164

The 2004 effective tax rate is greater than the 35% federal
statutory rate primarily due to state and local taxes, partially offset
by permanent differences. The 2003 effective tax rate is lower than
the 34% federal statutory rate primarily due to tax benefits related
to net operating losses and permanent differences.

The major temporary differences that give rise to the deferred tax
assets (liabilities) at December 31, 2004 and 2003 are as follows:

(Dollars in thousands) 2004 L&B
Employee benefits .. ............ $82,585 $69,065
Rent ..., 11,860 13,964
Depreciation and amortization ... .. 10,187 8,072
Lease abandonment costs . ... .. .. 2,572 234
Capitalized software developed

forinternaluse .............. (8,786) (6,505)
Other ....... ...t (3,775) (1,313)
Net deferred income tax asset . . . . . $94,643 $83,517

Other Benefits
Employer Medicare
Benefit Subsidy
B ) Pg@'\ - Payments Receipts
................ $ 15,757 $ 2,810 $ —
................ 22,500 3,059 44
................ 14,950 3,462 46
................ 21,586 3,731 46
................ 19,540 4,139 47
................ 165,779 27,816 211

8 Long-Term Debt and
Lines Of Credit:

Long-term debt at December 31, 2004 and 2003 consists of
the following:

2004 2003

(Dollars in thousands) , 2004 )
Industrial Development Agency B

bonds ... .. e $205,302 $205,302
Sale-leaseback obligation . ...... 62,400 62,400
Notes payable ............... 57,100 34,800
Capital lease obligations . ....... 22,515 4,648
O e $347,317 $307,150

As of December 31, 2004 and 2003, DTC had a payable to the
New York City Industrial Development Agency (IDA) that was offset
by an equivalent investment in IDA bonds included in other assets.
Interest expense related to the IDA payable was $15,398,000 in 2004
and $15,381,000 in 2003.

In March 2003, DTC and NSCC entered into a sale-leaseback
transaction covering certain assets aggregating $63,400,000 with an
initial payment at closing. This transaction was treated as a financing
arrangement under generally accepted accounting principles and no
gain or loss was recognized. Accordingly, DTC and NSCC will continue
to depreciate the assets for accounting purposes using their normal
depreciation policy. Payments under this arrangement are due in
installments from 2004 to 2011. Payments over the next five years are
$8,065,000, $8,065,000, $8,365,000, $9,562,000, and $16,792,000,
respectively. The implicit interest rate on the obligation is 4.6%.

Notes payable at December 31, 2004 include an unsecured
borrowing totaling $13,500,000 with a domestic bank that is also a
participant, at a fixed rate of 6.85%. Principal and interest payments
are due quarterly each year through 2007. Interest expense related to
the borrowing totaled $1,136,000 in 2004 and $1,445,000 in 2003.
Notes payable also include secured borrowings totaling $13,600,000



from two insurance companies on September 15, 2002, at a fixed
rate of 4.62%. The notes are secured by property, plant and equip-
ment. Principal and interest payments are due semi-annually on
March 15 and September 15 of each year through 2012, beginning
in 20083. Interest expense related to these notes totaled $664,000
in 2004 and $743,000 in 2003. In addition, notes payable include
unsecured borrowings totaling $30,000,000 from an insurance com-
pany on November 22, 2004, at a fixed rate of 5.03%. Principal
payments are due annually on December 15 of each year through
2023, beginning in 2005. Interest payments are due semi-annually
on June 15 and December 15 of each year, through the same period.
Interest expense related to these notes totaled $160,000 in 2004.

Leased property meeting certain criteria is capitalized and the
present value of the related lease payments is recorded as a liability.
At December 31, 2004, future minimum payments including interest,
which are due through 2009, totaled $24,459,000. Payments over the
next five years are $6,587,000, $6,060,000, $5,823,000, $3,740,000
and $2,249,000, respectively.

At December 31, 2004, DTC maintained a committed line of
credit of $1,500,000,000 with 16 major banks, that are primarily

9 Shareholders’ Equity:

Preferred Stock
Common
(Do!a[s in thousands) SeriesA SeriesB  Stock
Balance at December 31, 2002 $300 $300 $2,366
Netincome 2003 ................. — — —
Minimum pension liability adjustment
(net of tax benefit of $1,402) .. ... .. — _ —

DTCC’s share of Omgeo’s net unrealized
loss on derivative instruments

DTCC’s share of Omgeo’s foreign currency

translation adjustment .. ......... — — —
Balance at December 31, 2003
Net income 2004

Minimum pension liability adjustment
(net of tax benefit of $661)

DTCC's share of Omgeo's net unrealized
gain on derivative instruments .. .. .. —

DTCC's share of Omgeo’s foreign currency
translation adjustment
Balance at December 31, 2004

$300

$300 $2,366

Paid in
Capital

$11,649

$11,649

participants, to support settlement. During 2004, there were no
borrowings under this credit facility. In addition, to support processing
of principal and income payments, DTC maintains a $50,000,000
committed line of credit. During 2004, there were occasional
overnight borrowings under this credit line to fund principal and
income payments at an average rate of 1.73%.

At December 31, 2004, NSCC maintained a committed line
of credit of $2,050,000,000 with 16 major banks, that are primarily
participants, to provide for potential liquidity needs. During 2004,
there were no borrowings under this credit facility.

Further, a $50,000,000 shared credit line between DTCC, DTC
and NSCC is maintained to support potential short-term operating
cash reguirements. In June 2004, $18,000,000 was borrowed under
this credit line to temporarily finance the acquisition of real estate at
an average rate of 1.84%. The temporary borrowing was repaid
when permanent long-term financing was completed in November.
The Company was in compliance with the covenants under its credit
facilities as of December 31, 2004 and 2003.

Accumulated?)tg; o
Comprehensive Income (Loss)

DTCC's

Share of DTCC's

Omgeo's Net Share of

Unrealized Omgeo's

Minimum Gain Foreign
. . Pension {Loss) on Currency Total
_ Retfa[ned Ea(nrqgs Treasury Liability Derivative  Translation  Shareholders’
Appropriated Unappropriated Stoplﬁ 75qj1175;tmerlt Instruments Adjustmentﬁ o Equity
$ 69,819  $72,234 ($3,327) ($20,077) $ — $ 48 $133,312
3,111 8,436 —_ — — —_ 11,547
— — — (2,823) — — (2,823)
— — — —  (1,059) — (1,059)
—_ — — — —_ 116 116
72,930 80,670 (3,327) (22,900) (1,059) 164 141,093
20,727 4,348 — — — — 34,075
— — —  (1.268) — — (1,268)
— — — — 840 — 840
_ — — — — 240 240
$102,657  $85,018 ($3,327) ($24,168) ($ 219) $404 $174,980

Appropriated retained earnings represent an amount that is avail-
able for the satisfaction of losses arising out of the clearance and set-
tlement of transactions, should they arise (see Note 10). Such amount

of retained earnings is excluded from the calculation of book value per

share for purposes of capital stock transactions of DTCC.

o
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10 Commitments and
Contingent Liabilities:

NSCC's CNS system interposes NSCC between participants in
securities clearance and settlement. CNS transactions are generally
guaranteed as of midnight of the day they are reported to the mem-
bership as compared/recorded. The failure of participants to deliver
securities to NSCC on settiement date, and the corresponding failure
of NSCC to redeliver the securities, results in open positions. Open
positions are marked-to-market daily. Such marks are debited or
credited to the responsible participants through the settlement
process. At the close of business on December 31, 2004, open posi-
tions due to NSCC approximated $4,346,655,000 ($3,025,467,000 at
December 31, 2003), and open positions due by NSCC to participants
approximated $3,328,295,000 ($2,303,717,000 at December 31,
2003) for unsettled positions and $1,018,360,000 ($721,750,000 at
December 31, 2003) for securities borrowed through NSCC's Stock
Borrow Program. At December 31, 2004, NSCC has an obligation to
complete pending transactions totaling $44.0 billion.

The GSD’s netting system interposes FICC between netting GSD
participants for eligible trades that have been netted. The guarantee
of net settiement positions by FICC results in potential liability to FICC.
Guaranteed positions that have not yet settled are margined and
marked-to-market daily. Margin deposits are held by FICC; marks
are debited from and credited to the responsible participants through
the funds-only settlement process. At December 31, 2004 the gross
amount of guaranteed positions due from netting GSD participants
to FICC, which are scheduled to settle on or before January 3,

2005 approximated $489,288,853,000 and the amount scheduled

to settle after January 3, 2005 approximated $291,246,702,000.
There is an equal amount due from FICC to certain other GSD par-
ticipants after consideration of deliveries pending to FICC. The equiva-
lent amounts at December 31, 2003 were $386,310,796,000 and
$254,562,621,000, respectively.

EMCC interposes itself between participants for eligible trades
that have been guaranteed. The guarantee of the settlement positions
by EMCC results in potential liability to EMCC. Guaranteed positions
that have not yet settled are marked-to-market daily. Collateral
received in respect of these marks is held by EMCC. In accordance
with the processing requirements of Euroclear, EMCC pledges a
portion of these deposits. At December 31, 2004, the market value
of the deposits pledged totaled approximately $6,793,000. At the
close of business on December 31, 2004, guaranteed positions
due to EMCC from participants and guaranteed positions due from
EMCC to participants approximated $549,118,000 ($249,698,000 at
December 31, 2003).

During 1995, a SIPC trustee was appointed to liquidate the busi-
ness of Adler Coleman Clearing Corporation (ACCC), a former NSCC
participant. NSCC and the SIPC trustee entered into an agreement in
connection with the settlement of certain positions held by ACCC at
NSCC whereby NSCC would be liable to the trustee under certain

conditions for amounts which management estimates could be up
to $17,000,000 plus interest. In October 2002, NSCC transferred
proceeds of $15,000,000 to the SIPC trustee to satisfy a written
demand made by the trustee pursuant to the agreement. At Decem-
ber 31, 2004 and 2003, the remaining balance of the accrual for
potential losses included in accounts payable and other liabilities

is $3,582,000.

The Companies lease office space and data processing and
other equipment. The leases for office space provide for rent escala-
tions subsequent to 2004. Rent expense under these leases was
$55,478,000 in 2004 and $52,122,000 in 2003. At December 31,
2004, future minimum rental payments under all non-cancelable

leases follow:

(Doliars in thousands) Amount
2005 .. $ 39,588
2006 .. 36,356
2007 . 34,129
2008 . . 26,352
2009 ... 21,912
Thereafter ........ ... ... i i 73,268
Total minimum rentat payments .. ................ $231,605

The Companies are involved in legal proceedings and litigation
arising in the ordinary course of business. In the opinion of manage-
ment, the outcome of such proceedings and litigation is not expected
to have a material effect on DTCC’s consolidated financial position.

11 Off Balance-Sheet Risk and
Concentrations of Credit Risk:

In the normal course of business, because NSCC, FICC and
EMCC guarantee certain obligations of their participants under
specified circumstances (see Note 10), these subsidiaries could be
exposed to credit risk. Exposure to credit risk is mitigated by reqguiring
participants to meet established financial standards for membership,
verifying compliance with other financial standards, monitoring finan-
cial status and trading activity, requiring participants to meet daily
mark-to-market obligations and by requiring participants to provide
participant fund deposits in the form of cash, marketable securities or
acceptable letters of credit (see Note 3).

If a participant fails to fulfill its settlement obligations to NSCC,
FICC and/or EMCC and these subsidiaries cease to act on behalf of
the participant, that participant’s guaranteed security receive and
deliver obligations would be liguidated and that defauiting participant’s
margin and mark-to-market deposits, including participant fund
deposits, would be applied to satisfy any outstanding obligation
and/or loss. NSCC, FICC and EMCC have a multilateral netting
contract and limited cross-guaranty agreement with DTC and
OCC, under which these clearing agencies have agreed to make
payment to each other for any remaining unsatisfied obligations of a



common defaulting participant to the extent that they have excess of surrendering the space, including the impairment in the carrying
resources of the defaulting participant. NSCC and OCC also have value of leasehold improvements.

an agreement providing for payments to each other relating to

the settlement of certain option exercises and assignments in the \

event of a mutual participant’s failure. Further, DTC and NSCC 13 Subsequent Event:

have a netting contract and limited cross-guaranty agreement which : At EMCC’s October 27, 2004 Board meeting, the Board

includes certain arrangements and financial guarantees to ensure authorized the dissolution of the Corporation and its deregistration as

that securities delivered by DTC to NSCC to cover CNS allocations a clearing agency with an effective date of no later than March 31,

are fully collateralized. Finally, if a deficiency still remains, NSCC, 2005, subject to there being no bonafide offers by another

FICC and EMCC would then assess the balance of the deficiency . organization to continue the business of EMCC. The decision

in accordance with their rules. . became final on January 1, 2005, after no such offers were received.
As discussed in Note 1, NSCC, FICC and EMCC provide various On January 5, 2005 EMCC filed a rule change with the SEC to

services to members of the financial community. As such, these sub- provide for the exiting of open fail positions prior to the deregistration

sidiaries have a significant group concentration of credit risk since of the Corporation. The rule fiing provided that February 15, 2005 will

their participants may be impacted by economic conditions affecting be the last date on which EMCC will accept data on transactions to

the securities industry and the debt-issuing countries. As described be processed through the Corporation. In addition, the proposed

above, such risk is mitigated in a number of ways. - changes established February 23, 2005 as the final settiement date

and that any trades that remain open as of that date will be exited by
EMCC. Thereafter, EMCC will create deliver and receive instructions
12 Other Matters: between the original buyers and sellers and these obligations must be
In connection with the acquisition of real estate (see Note 8), settled outside EMCC.
DTCC incurred certain relocation and severance expenses totaling i In conjunction with the dissolution of EMCC, the shareholders of
Class A and Class B common stock will receive their appropriate dis-

tributions. Further, EMCC anticipates that participants' clearing fund

$13,909,000 that are included in employee compensation and related \
i

benefits expense. In addition, the company entered into an agreement

to surrender space on certain floors of leased premises at ancther deposits will be returned by March 31, 2005. Any assets and liabilities
location prior to the expiration of the remaining lease term. Accord- that remain unsettled at the time of dissolution, which are not
ingly, a provision of $6,852,000 was recorded to reflect the net cost expected to be significant, will be assumed by DTCC.

Report of Independent Auditors
PricewaterhouseCoopers LLP
300 Madison Avenue
New York, NY 10017

PRICEWATERHOUSE(COPERS

To the Board of Directors and Shareholders of The Depository Trust & Clearing Corporation

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income and cash flows present
fairly, in all material respects, the financial position of The Depository Trust & Clearing Corporation and its subsidiaries at December 31, 2004 and
2003, and the results of their operations and their cash flows for the years then ended, in conformity with accounting principles generally accepted
in the United States of America. These financial statements are the responsibility of the Company’s management. Our responsibility is to express
an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with auditing standards
generally accepted in the United States of America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

FPMMW‘_ Ll

March 16, 2005
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Available DTCC Services

Clearance and Settlement
Automated Customer Account
Transfer Service (ACATS)

Custom Index Share Processing

Money Market Instrument
Processing

Trade Reporting and
Confirmation

Underwriting Services
Fixed Income

Real-Time Trade
Matching/RTTM Web

Government Securities
Net Settlement Services

Mortgage-Backed Securities
Clearing Services

GCF Repo Services

Electronic Pool

Notification Services

Asset Services

Custody & Safekeeping Services
Deposit & Withdrawal Services
Direct Registration Service

Dividend & Reorganization
Services

Restricted Securities
Family of Services

Mutual Funds
Defined Contribution
Clearance & Settlement

Fund/SERV®
Fund/SPEED™

Mutual Fund Profile Service
Networking

Insurance
Annuity Applications

Financial Activity Reporting
Licensing and Appointments
Positions and Valuations

Subsequent Premiums

Information-Based Services
Cost-Basis Reporting Service

Global Corporate Action
Validation Service

SMART/Search for
Archived Reports

SMART/Source

SMART/Track for
Stock Loan Recalls

OTC Derivatives

Credit Default Swaps
Matching and Confirmation

Equity Derivatives Matching
and Confirmation

Interest Rate Derivatives
Matching and Confirmation

Payments Matching, Netting
and Settlement

Portfolio Reconciliation

For more information:

Tel: 1.212.855.4155
Tel: 44.20.7444.0000
info@dtcc.com.

www.dtcc.com

& rec.

The Depository Trust &
Clearing Corporation
www.dtcc.com

An Institutional Trade

Institutional investors such as mutual funds, insurance companies, hedge
funds, bank trust departments and pension funds buy and sell large blocks
of securities, typically through investment managers. To help maintain
confidentiality and/or avoid triggering a major impact in the marketplace, a
trader either arranges for an institutional buyer for the entire amount, or
breaks the block down into a number of pieces. The trade may even be
executed over a period of several days.

The parties involved in an institutional trade include the institutional
investor, the investment manager, the buying broker, the marketplace, the
selling broker, custodian banks, DTC and Omgeo.

DTC is responsible for completing the money and securities
settlement of institutional trades. The money settlement systems of
DTC and NSCC are unified, providing customers with one consolidated,
end-of-day netted payment obligation for both DTC and NSCC trades.

Omageo, through its links with investment managers, broker/dealers
and custodians, acts as a central communications hub for institutional
post-trade processing in 40+ countries. Omgeo’s systems automate
and streamline the process from execution notification and trade allocation,
through affirmation or matching and trade reporting services.

Omgeo’s systems communicate details of the trade, show how
securities should be allocated to different custodians and accounts,
provide account level trade confirmations and facilitate automated
affirmation by investment managers.

As an alternative to matching and affirmation by the investment
manager, Omgeo also provides real-time central matching capabilities,
electronically comparing trade details and notifying parties of any
exceptions to streamline the process.

Omgeo services institutional trades settled in depositories throughout

the world. The example illustrated is a trade settling in the U.S. market.

An Institutional Trade

1. The investment 3. The trade takes place at the
manager, acting exchange or marketplace.
on behalf of an
institutional
investor, instructs a
broker/dealer to buy 2. The broker goes to
(or sell) a large an exchange or
block of a security. marketplace to make
the trade.

5. The custodian

bank receives

instructions from

the investment

manager, or from

Omgeo on behalf of the 4.0mgeo’s automated

investment manager, systems send and receive

to deliver/receive the trade data, enrich trades

securities and money with standing settlement

payment. instructions, provide
central matching services
and maintain contact with
all major trading and
settling parties and DTC

regarding trade details.

6. For affirmed/matched
trades, Omgeo instructs
DTC (on behalf of the
investment manager
and the broker) to settle
the trade between the
custodian and the broker.

7. Custodians and
broker/dealers instruct

their settling banks to

send or receive funds 8. Upon authorization by the

(through the Federal DTC participant to deliver

Reserve System) the shares, DTC transfers

to DTC to complete ownership of the securities

settlement. electronically to the buyer
by book-entry movement.

Following A Trade

A Guide to DTCC'’s Pivotal

| Roles in How Securities Change Hands




n today’s U.S. capital markets, billions of shares of securities
change hands every day. Brokers, banks, investment managers,
fund managers, exchanges and many others play prominent
roles in this daily drama. And all rely on the behind-the-scenes
expertise of the subsidiaries that make up The Depository Trust &
Clearing Corporation (DTCC), the world’s largest financial post-
trade infrastructure organization.

DTCC ensures the capacity, certainty and reliability required
to clear and settle today’s enormous trading volumes.

Clearance and settlement is a process, which, at the end of
the day, ensures that sellers are paid for the securities they sold, and
buyers receive the securities they bought. How this process works
is not always easily understood.

This booklet describes the role of two of DTCC’s subsidiaries that
support post-trade processing and money settlement for two types of
trades: (1) a broker-to-broker trade and (2) an institutional trade.

Broker-to-broker trades are processed by our National
Securities Clearing Corporation (NSCC) subsidiary, which handles

post-trade processing for virtually all equity, municipal and corporate

bond transactions in the U.S. market.

Institutional trades are high-value trades made by an investment
manager for an institutional investor, such as a mutual fund, pension
fund, hedge fund, bank trust department or insurance company.

Our Depository Trust Company (DTC) subsidiary handles the securities
and money settlement, while Omgeo, our joint venture with Thomson
Financial, acts as a communications hub for the exchange of
information among key parties to an institutional trade.

In addition to supporting these types of trades, post-trade
processing services are also provided for U.S. Government and
mortgage-backed securities, money market instruments, mutual

funds, insurance products and over-the-counter derivatives.

guarantee

capacity

netting

A Broker-to-Broker Trade

1. Investors send orders to
broker/dealers to buy or
sell securities.

2. The broker/dealers send the
order for execution to an
exchange or marketplace.

3. The trade is made
with another
broker/dealer
or specialist on
an exchange or
marketplace.

5. NSCC processes and
records trades, and issues
to broker/dealers a summary
of all compared or recorded
trades, including information
on net securities positions
and net money to be settled.

7. DTC transfers ownership of

securities electronically, moving
net securities positions from
the selling broker’s account

to NSCC’s account, and

then from NSCC’s account

to the buying broker’s

account.

4, Trade information

is sent by the
exchange or
marketplace to
NSCC for post-
trade processing.

. NSCC sends

instructions to DTC
with net securities
positions to be settled.
As deliveries are
processed, net money
to be settled is posted
to NSCC’s settlement
system.

. Broker/dealers’ settling

banks send or receive
funds to/from DTC (as
NSCC’s agent) to complete
settlement, at which time
all securities movements
become final.

T+3 Settlement Cycle

Trade Date (T)

The clearance and settlement cycle begins on the date the

trade is executed. On this date, trade details are electronically
transmitted to NSCC for processing, the majority of which are in
real-time. Of equity transactions, 99.9% are sent as “locked-in”
trades, which means that the marketplace has already compared
them at the time of execution, confirming all details, including share
quantity, price and security. NSCC sends to participants automated
reports, which are legally binding documents that show trade
details. These reports confirm that transactions have entered the
clearance and settlement processing stream.

T+1

NSCC's guarantee of settlement generally begins midnight between
T+1 and T+2. At this point, NSCC steps into the middle of a trade
and assumes the role of central counterparty, taking on the buyer’s
credit risk and the seller’s delivery risk. This guarantee eliminates
uncertainty for market participants and inspires public confidence.

T+2
NSCC issues broker/dealers summaries of all compared trades,
including information on the net positions of each security due or

owed for settlement.

T+3

T+3 is settlement — the delivery of securities to net buyers and
payments of money to net sellers. Broker/dealers instruct their settling
banks to send or receive funds (through the Federal Reserve System)
to/from DTC as NSCC'’s agent. Securities generally do not change
hands physically. DTC transfers ownership between broker/dealers’
accounts by book-entry electronic movements.
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Tel: 1.212.855.1000
E-mail inguiries: info@dtcc.com
www.dtcc.com

Marketing & Sales Offices:

The Depository Trust Company (DTC)
Tel: 1.212.855.4155

Fax: 1.212.855.4127

E-mail inquiries: info@dtcc.com
www.dtc.org

DTCC Deriv/SERV LLC

New York Tel: 1.212.855.1679
London Tel:  44.20.7444.0000
E-mail inquiries: mpasztor@dtcc.com
derivserv.dtcc.com

Fixed Income Clearing Corporation (FICC)
Tel: 1.212.855.7664

Fax: 1.212.269.0162

E-mail inquiries: ficchelp@ficc.com
www.ficc.com

Global Asset Solutions LLG

New York Tel: 1.866.382.2422
London Tel:  44.20.7444.0417
Shanghai Tel: 86.21.3220.4710
E-mail inquiries: gcainfo@dtcc.com
www.dtcc.com/gea

National Securities Clearing Corporation (NSCC)
Tel: 1.212.855.4155

Fax: 1.212.855.4127

E-mail inquiries: info@dtcc.com

WWW.NSCC.COM

The Depository Trust & Clearing Corporation (DTGC)

Joint Venture Offices:

Omgeo maintains offices in 40 countries.
Principal offices are:

Boston
Tel: 1.866.42.0MGEO
Fax: 1.617.772.5330

Hong Kong
Tel: 852.2524.0076
Fax: 852.2530.3595

London
Tel: 44.20.7369.7777
Fax: 44.20.7369.7081

New York
Tel: 1.866.49.0MGEO
Fax: 1.212.855.4046

E-mail inquiries: askomgeoamericas@omgeo.com
WWW.0mMgeo.com
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