
Launching the first centralized settlement 
for OTe credit derivatives 

culminated a year of close collaboration 
with market participants. 

. 
servIce 

reside in the Warehouse, a significant accomplishment for the 

industry - and for OTCC. This global repository provides the 

OTC derivatives market with a centralized location for the most 

up-to-date contract details, bringing greater efficiency, certainty, 

reduced risk and lower costs to the downstream processing of these 

contracts. This robust inventory of contracts continues to grow as 

new transactions flow from Oeriv/SERV's automated matching and 

confirmation service into the Warehouse. 

In the past year, OTCC added several important new 

Warehouse features. OTCC added a centralized payment 

calculation function for payments due between counterparties 

on contracts that reside in the Warehouse, laying the foundation 

for central settlement. In addition, OTCC introduced last 

August automated support for credit event processing, which 

will expedite many of the processing steps that must be 

taken once the market determines a credit event such as a 

default or bankruptcy has occurred. By enabling holders to 

adhere transactions to the credit event protocols in a centralized 

platform, calculation of net payments is streamlined. 

As the Warehouse continues to grow in prominence and 

takes on an increasingly important role in the industry, OTCC 

looks to expand its benefits to other derivatives products, such as 

equities and interest rates. 

Reducing Financial Settlement Obligations 
Launching the first centralized settlement service for OTC credit 

derivatives culminated a year of close collaboration with market 

participants. Centralized settlement greatly reduces operational 

risks for users by replacing manually processed bilateral payments 

between counterparties with automated, netted payments. This new 

service is offered through the Warehouse in partnership with 

CLS Bank International. 

In Oecember 2007, participating dealers centrally netted 

an aggregate $14.3 billion in gross payment obligations to 

$288 million for their first quarterly payment cycle on the new 

service. Oealers also consolidated 340,000 gross settlements to 

123 net settlements with a full audit trail. Payments are being 

made in five currencies: the U.S. dollar, euro, Japanese yen, 

British pound and Swiss franc. 

Servicing Customers Worldwide Oeriv/SERV also 

ramped up customer support to reach more customers in more 

locations. Deriv/SERV established a presence in Asia, staffing 

a relationship management office in Hong Kong to support 

, rapid client growth in the region and increased trading of A~ian 

OTC derivatives products. The Hong Kong office complements 

staff support also added in New York and London for all areas 

of Oeriv/SERV's business. 

There is increased recognition among market participants 

that OTCC Oeriv/SERV's family of services is bringing a new 

level of certainty and reduced risk to OTC derivatives processing. 

As the industry continues its rapid evolution, Oeriv/SERV will 

extend the reach of its services to support the growing needs 

of this vibrant market .• 
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Ringgold's work may look 
deceptively simple, but in fact reflects 

meticulous preparation and precise technical skill. Similarly, 

DTCC offers numerous services that look streamlined and 

straightforward from our customers' vantage point, but 

require enormous planning, complex systems development 

and highly accurate execution. 
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Wealth Management Services businesses support the mU(ual tlll1d, 

managed accounts and alternative investment products sectors, by 

providing a networked community of trading parties, automated 

transaction processing and information exchange needed to service 

accounts and, in some cases, money settlement. 

Customers in growing numbers are looking to DTCC to 

support their activities on a global basis, based on our experience 

and proven track record in other markets. 

Sustained Growth for Our Mutual nd Services 
Nearly 1,100 fimd companies and the firms that distribute their 

investment products to the institutional and retail markets arc 

using our Mutual Fund Services to help them expand operational 

efficiencies and comply with growing regulatory requirements. 

In 2007, Fund/SERV" processed 170 million transactions, 

a 19% increase over the 143 million recorded in 2006. The value 

of these transactions totaled $2.5 trillion, versus $2.1 trillion in 

2006. Daily, this averaged to 676,000 transactions with a value 

of $10 billion in 2007, compared with 569,000 transactions, 

valued at $8 billion, the year before. 

By standardizing communications and accelerating processing 

and money settlement in a single infrastructure, Fund/SERV 

supports an open market where individuals and thc buy-side 

community can invest in instruments off-cred by any mutual 

fund company through a broad nctwork of broker/dealers and 

other distributors. Since DTCC's subsidiaries operate at cost, 

higher fund trading volume translates to the lowest transaction 

fCes in the world. In 2007, a fee reduction was approved for 

Fund/SERV to 7.5 cents a transaction fi-om 11 cents, and 

will be effective in 2008. 

These efficiencies are attracting increasing interest in 

Europe, where the number of cross-border transactions through 

Fund/SERV rose 19.5(YiJ. Defined contribution and other 

retirement program transactions also increased and now represent 

36% of total Fund/SERV volumes, up from 28°/c) in 2006. 

Going forward, we will continue to augment the service to 

accommodate additional types of funds on our piart()l'm. 

Managed Accounts Come of Age The landscape 

for managed accounts is changing, becoming more dynamic 

as investors seek customized portfolio management through 

such instruments as separately managed accounts, multiple-style 

portfolios and unified managed accounts. Our Managed 

Accounts Service (MAS) has the built-in capacity to provide 

innovative technology to support this growing universe of 
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As a child in 1930s I-Iarlen1, 

Faith Ringgold learned sewing and 
quilting skills firsthand frorn her 
great-great-great grandmother, a 
fonDer slave. African-An1erican 
slaves tnade quilts to preserve stories 
through the generations as well 
as transmit messages along the 
Underground Railroad, and Ringgold 
tapped this tradition later in her 
career to shape what becanle her 
signature painting style. 

Ringgold nourished her early interest in paiming 
as an art student at York's City College and 

her GHCer teaching art in the city's puhlic 
lOok OIl a summer trip to Europe in the 

Ringgold studied the European master 

udillg Monet, isse and 
that influl'llced her style and 

. ... 
1l1tel'est Il1 pa1l1ung. 

Lac' 60s her pai nri ngs were shmvi 
Imprint events and cultural trends of 

the time:-" illcluding the Civil Rights movcment 
inism. III the and 'HOs Ringgold's work 

cvolved in ~l diqinctlv new direction, as she drew 
upon Ill'r in the techniques and tlll1ctiol1S 

quilt-nd.;ing to produce mixed-media quilt-~tylc 

IXlintinps, executed in acrylic on canvas and f,'amcd o . 

bv Llbric borders and sometimes also WrItten text. 

The result was an integration of an and storytelling. 
hom her storv quilts about l\1atisse and PiC1SSO to 
her illustrated children's books tcaturing fictional 
heroines, Ringgold's art continue's to exude a joyous 

, dravving viewcrs inro a world of vibrant 
color ~1I1d calculated simp!" . . 

GJ Elith Ringgold, Amt'l"ican I )rc,II11, 19()/!. 
Amcricdll Pcople Scric.\ ::j.9, .)(1" x 2'i", Oil on (',\11\'.1\, Collection of rhe arti~L 

8J Elith Ringgold, The Sunflowcr Quilting Bee ,H Aries, 1991. 
Frend) Collection Scric . .., #4, 7'1" x RO", Acrvlic 011 l:lnV,l,'., vvith fahric hOlder\, 
(:olll'l tilll1 of ()pr,dl \\'illhl'y. 



tailored products. Through a single gateway, sponsors, investment 

managers and service providers can automate and streamline 

the life cycle of a managed account, eliminating inefficient 

processes that inhibit growth. 

With the value of managed accounts projected to grow to 

almost $3 trillion by 2011, our service will provide industry 

members with a unique opportunity to achieve scalability and grow 

their businesses. An important development in 2007 was bringing 

on board Smith Barney and Global Transaction Services, two 

business units of Citi with significant market share in managed 

accounts. By completing end-to-end testing of the service with 

these charter MAS partners, we are now positioned to open the 

service to the broader community in 2008. 

Looking ahead, we are also moving forward with plans to 

make MAS interoperable with Fund/SERV, which will simplify 

the processing of fund transactions within managed accounts 

and make it more efficient. And we will continue to work with 

our growing community of committed partners and The Money 

Management Institute to expand the functionality of MAS to 

support additional messages and new types of managed accounts 

in the global markets. 

Breaking New Ground for Alternative 
Investment Products Our plans to launch a solution 

into a new sector, alternative investment products (AlPs), moved 

closer to full development in 2007. We plan to introduce our 

solution by year-end 2008, pending approval by the Securities 

and Exchange Commission. 

Domestic and global alternative investments - domestically 

and globally based hedge funds, funds of hedge funds, REITs, 

commodity pool funds and managed future funds - are becoming 

increasingly popular as creative investment strategies, appealing to 

investors and institutional clients seeking higher investment returns 

through non-traditional products. 

In much the same way that our Mutual Fund Services helped 

transform the funds world, our AlP services will provide highly 

efficient and centralized processing for pre- and post-trade order 

information, multi-currency reporting and money settlement. 

Transactions will be managed and settled in a secure environment 

that gives trading parties a complete record of every transaction 

from beginning to end. 

These services will leverage our communications 

infrastructure, extending the traditional benefits offered by 

DTCC's subsidiaries to a new customer base, reducing 

costs, errors and operational risk, and providing a foundation 

from which they can expand their distribution networks. 

Our Managed Accounts Service 
provides a single gateway for 
sponsors, investrnent rnanagers 
and service providers to 
automate and streamline the 
life cycle of a managed account. 



The reengineering of Mutual Fund Profile 
Service is rovidin customers with a more 
flexible tool to disseminate a broad range of 
reference information about fund securities. 

Networking Simplifies Electronic Record-Keeping 
and Compliance For the mutual fund industry, the ability 

to reconcile and exchange account-level information continues 

to gain importance, particularly as the need for transparency 

grows. Networking, a complementary service to Fund/SERV that 

provides this information, ended 2007 with a 13% increase in the 

number of accounts it supports - to approximately 93 million, 

from approximately 83 million in the prior year. Effective 

January 2, 2008, fees for the service were reduced 33% to 

10 cents for every 100 records from 15 cents. 

In 2007, Networking became a key industry tool for firms 

and funds, including insurance carriers, to comply with Regulation 

22c-2 of the Securities and Exchange Commission. The ruling 

calls for transparency of trading-activity information within 

underlying accounts in order to track and limit frequent trading 

and market timing, and impose redemption fees, when they apply. 

Our clients have discovered the advantages of using an established 

and consistently reliable service, and we continue to see a steady 

increase in Networking's usage. 

Mutual Fund Profile Service: Centralized Access 

to Fund Information The reengineering of Mutual Fund 

Profile Service in 2007 is providing customers with a more flexible 

and user-friendly centralized repository for fund distribution 

information. By concentrating this data in one secure location, the 

service provides a tool the industry can use to disseminate a broad 

range of reference information about fund securities and strengthen 

auditing and compliance management. This information includes 

investment objectives, fee schedules, contingent-deferred sales 

charge and blue sky information, commission data, breakpoint 

schedules and linkage rules, and more. 

Our strategy is to expand Profile further to address new 

industry requirements, and in 2008 we will look to include in the 

repository Statements of Additional Information and short-form 

client disclosure statements. 

Several other Mutual Fund Services continue to provide 

automated efficiencies to the industry. Commission Settlement 

simplifies payments between funds and firms, and ended the 

year processing 926 million commission payments. The volume 

of requests, through our Transfer of Retirement Assets service, 

to transfer between funds the value of IRA fund shares rose to 

nearly 199,000, a 70fcl increase over 2006. ACATS-Fund/SERV 

handled 387,000 transfers of fund shares between firms, down 

from 390,000 the prior year. 

All together, these strategies illustrate DTCC's commitment 

to anticipate the needs of our traditional and newer customers, 

and create automated wealth management services that support 

standards, improve operations and encourage business growth .• 
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Insurance Services 
continues to develop 
new roducts and 
ca abilities • In response 
to the changing needs 
identified by custolllers 
to connect carriers) 
distributors and 
vendors through an 
electronic environment. 
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nsurance Services (IS) celebrated the completion of 

its first decade of working with the industry on the road to automa

tion, standardization and centralization of insurance processing. In 

2007, customers saw the tangible bottom-line benefits of DTCC's 

at-cost business model as IS delivered its first-ever fee reduction. 

Working with the Customer Insurance Services opened 

a new avenue of collaboration in 2007 by establishing the Senior 

Advisory Board (composed of senior-level representatives from 13 

insurance carriers and 11 broker/dealers) and the Carrier Steering 

Committee (representing the major carriers). The first meetings of 

these groups generated a strong industry consensus that DTCC 

could serve as the industry utility and core messaging hub for trans

actional processing of annuities and other insurance products. This 

arrangement with the industry adds a new impetus for DTCC's 

efforts to help achieve the goal of straight-through processing (STP). 

New levels of collaboration also helped increase the adoption 

of core services and expand the community of IS users. DTCC's 

strong relationship with the Association for Insured Retirement 

Solutions (NAVA) helped identifY new ways to support NAVA's 

STP initiative. Insurance Services at DTCC now connects more 

than 181 distributors, 145 insurance companies (53 families) and 

28 service providers through a single, secure electronic network. 

Impressive Volume Growth During 2007, IS saw record 

volumes in several areas. Insurance Services' total transaction 

volume from eight different services topped 6.5 billion, a 7% 

increase over 2006. 

The automated processes provided by Insurance Services 

support three main areas of the insurance product life-cycle: 

• PRE-ISSUE SERVICFS - supporting transactions that take 

place prior to issuing the insurance contract such as the transfer 

of Application (APP) information to the carriers; 

• POST-I ss U E SF RV ICES - supporting transactions that 

occur after the issuance of the contract, such as the transmission 

of Subsequent Premiums (SUB) from the distributor to the 
. . 
lllsurance carner; 

• MONITORING AND MAINTENANCE SERVICES

supporting information on transactions/events that take place 

throughout the contract life-cycle, such as Positions & Valuations 

(POV) that transmits annuity and life insurance contract 

details from carriers to distributors. 

In the monitoring area, nearly 3 billion Positions records were 

processed in 2007, an increase of 11 % over the 2.7 billion of the 

previous year. POV also established a new one-day record of 6.7 

million on April 4, up 6% from the previous peak of 6.3 million 

on October 27, 2006. 

Another reporting product, Financial Activity Reporting 

(FAR), which helps companies comply with anti-money 

laundering and other regulatory requirements, recorded 38 million 

transactions, a 28%) increase from nearly 30 million in 2006. 

FAR also produced a new daily record on October 2 when it 

posted nearly 303,000 transactions, up 81 % from the previous 

peak of about 168,000 set on January 4, 2006. 



On the money settlement side, almost $21 billion of 

Premium and Commission transactions were settled last year, 

a 2S% jump from $16 billion in 2006. 

Other significant growth areas saw Commissions (COM) 

paid by carriers to distributors grow to slightly more than 

62 million transactions, an lS% increase over the 2006 volume 

of 53 million. Asset Pricing (AAP transmits daily reports on unit 

values for underlying funds within annuity and life insurance 

products) posted its top volume in 2007 at 3.4 billion transactions, 

surpassing the previous year's total of 3.3 billion by 4%. 

Reducing Customer Costs A disciplined focus on cost 

controls, productivity and collaborative development with 

customers led to a mid-year fee reduction in 2007. This pricing 

revision brought $2.6 million of annualized direct savings to 

customers using the widely adopted POV service. 

In addition, IS introduced family pricing in 2007. This tiered 

pricing formula provides discounts for combined high volumes. 

Even more customer savings were announced at the end 

of the year with the elimination of all file fees associated with 

insurance products, beginning on the first business day of 200S. 

With the end of file fees on all the core products, customers pay 

only per transaction costs for the services. The change is projected 

to deliver over $6 million in savings to customers in 200S. 

New Insurance Services Drive Connectivity 
Insurance Services continues to develop new products and 

capabilities in response to the changing needs identified by 

customers to connect carriers, distributors and vendors through 

an electronic environment. Fund Transfers (FTR), the newest 

addition to Insurance Services, began pilot testing in October, and 

customer integration is anticipated in 1st quarter 2008. This new 

solution allows distributors to monitor representative-initiated 

transfers, reduces the risk of unauthorized transactions, creates a 

single solution for communicating with trading partners and 

improves the rep experience. Fund Transfers joins Insurance 

Services' other compliance-ready, post-issue solutions as a valued 

risk management tool in an increasingly regulated environment. 

Fund Transfers is also the first of several services being 

developed that includes XML (Extensible Markup Language) 

messaging standards format developed by the Association for 

Cooperative Operations Research and Development (ACORD). 

The next two services planned in 200S, Attachments and 

Replacements, are directly tied to NAVA's STP initiative and 

demonstrate DTCC's commitment to support STP for the 

industry. Replacements will automate and standardize exchanges 

fl·om one carrier to another for annuity and life insurance 

products. Attachments will provide a standalone process for 

electronic communication of imaged documentation, electronic 

signatures or forms. 

In addition, the development of LNA Access"! will enhance 

the critical Licensing & Appointments (LNA) service by allowing 

distributors easy, Web-based access to submit requests and receive 

confirmations regarding agent licensing and appointments. The 

new standalone capability is part of the ongoing effort to mitigate 

vendor dependencies and expand access to Insurance Services by 

additional distribution channels. 

Customer Support In addition to new processing services, 

IS launched several customer support initiatives including: a new 

customer hotline to respond to all customer technical concerns and 

the new P.I.E.R. reports capability to keep member firms updated 

monthly on the details of their usage of DTCC services with key 

trading partners, a useful analytical tool. 

Growing IS Recognition Insurance Services has gained 

greater recognition in 2007 as a catalyst and leader for automation 

and standardization throughout the industry, most notably in 

its collaborations with NAVA and the Securities Industry and 

Financial Markets Association (SIFMA). DTCC is working with 

the distributor, carrier and vendor community to provide the 

infrastructure, using open architecture and standardized data, to 

support NAVA's STP initiative for new business in annuities. 

Insurance Services' advocacy for data standards was recognized 

when DTCC and the NAVNSIFMA Retirement Income 

Standardization Taskforce received an award from Operations 

Management, for their teamwork to standardize the reporting 

process for annuity distribution data .• 



Deborah Tucker 

ii i 

Barbara Smith 

I"" 
\. 

Mitchell Bell 

/;' ( 

Daniclk Cordon 

/ ~ 

4') 



f 



DTC:C's Board is made lip of 19 directors. fifteen 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: 

flNRA and rhe New York Srock Exchange. The remaining two are 

the chairman and the president and chief executive officer of 



Insho Domoto began his career as 
a highly regarded painter, winning 
numerous prestigious prizes for 
his nlastery of the Nihonga style 
of traditional Japanese art. His 
religious-thenled paintings won 
hiITI commissions to paint ceilings 
and traditional sliding screens at 
significant Buddhist temples, 
including the well-known Toji 
and Saihoji temples in Kyoto. 
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DTCC it,clf Individuals arc nominated for election as directors based 

on their ability ro represent DTCCs diverse base of participants, 

and Board committees are specifically structured to help achieve this 

objective. In addition, to ensure broad industry represelltation and 

expertise on key industry subjects, non-Board members serve on a 

number of DTCC Board committees as full voting members. 
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Consolidated Balance Sheets 

December 31, 

(in thousands, except share data) 

Assets 

Cash and cash equivalents 

Investments in marketable securities ................................ . 

Accounts receivable ............................................. . 

Participants' funds ............................................. . 

Fixed assets, less accumulated depreciation and amortization of 

2007 

$11,394,147 

211,372 

288,748 

17,495,930 

$407,830 and $408,431 at December 31,2007 and 2006. . . . . . . . . . . . 251,726 

Deferred income taxes, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 129, III 

Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . I 451,706 

L--ia-b-i1-it~::I::~tSs~~~~~~~~~'r~~ '~~~i't;' ....................... -.-.-.--' I $30,222_,7_4_0_+--_ 

Liabilities: 

Accounts payable and other liabilities ............................... . 

Payable to participants .......................................... . 

Long-term debt and other borrowings .............................. . 

Participants' funds: 

Cash deposits ............................................. . 

Other deposits ............................................. . 
----

Total liabilities ............................................. . 

$ 652,493 

2,479,865 

300,800 

-+ 8,925,732 

17,495,930 

_~,854,820----+-_ 

Minority interests (Note 1) ............................... _ .. _._._._"" . " ____ . 125,000 I 

Commitments and contingent liabilities (Note 1 0) 

Shareholders' equity: 

Preferred stock 

Series A, $ .50 par value-
10,000 shares authorized, issued and outstanding .............. . 300 

Series B, $ .50 par value -
10,000 shares authorized, issued and outstanding .............. . 300 

Common stock, $100 par value -
23,655 shares authorized, issued and outstanding .................. . 2,366 

Paid in capital. ................................................ . 12,671 

Retained earnings: 

Appropriated .............................................. . 112,782 

Unappropriated ............................................ . 168,715 

Treasury stock ................................................. . (42) 
-----

Total ..................................................... . 297,092 

Accumulated other comprehensive (loss) income, net of tax: 

Defined benefit pension and other plans (Note 9) .................. . (55,186) 

Net unrealized gain on derivative instruments (Note 9) ............. . 191 

Foreign currency translation adjustment (Note 9) .................. . 823 

Accumulated other comprehensive net loss ........................... . 
----- 1 ___ 

(54,172) 

Total shareholders' equity .................................... . 
- - ------

Total liabilities and shareholders' equity 
I 242,920 

• $30,222,740 

rnee 52 211()~ 

2006 

$ 6,778,146 

132,484 

223,638 

14,280,008 

214,529 

148,410 

430,417 

$22,207,632 

$ 617,010 

2,614,759 

317,067 

4,042,710 

14,280,008 

21,871,554 

125,000 

300 

300 

2,366 

12,671 

112,782 

164,340 

(42) 

292,717 

(82,252) 

613 
--

(81,639) 

211,078 

$22,207,632 
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-------------------------------

Consolidated Statements of Cash Flows 

For the Year Ended December 31, 

(in thousands) 

Cash flows from operating activities: 

Net income ................................................... . 

Adjustments to reconcile net income to net cash 
provided by operating activities: 

DTCC's share of Omgeo LLC's distributions, net of earnings ......... . 

Depreciation and amortization of fixed assets ..................... . 

Loss on fixed assets disposals .................................. . 

Net discount accreted on securities owned ....................... . 

Deferred income taxes ....................................... . 

Changes in operating assets and liabilities: 

Increase in accounts receivable ............................. . 

(Increase) decrease in other assets ........................... . 

Increase in accounts payable and other liabilities ............... . 

(Decrease) increase in payable to participants .................. . 

Increase in participants' fund cash deposits ................... . 

$ 

--------

Net cash provided by operating activities 

Cash flows from investing activities: 

......................... 

Maturities of investments in marketable securities ..................... . 

Purchases of investments in marketable securities ...................... . 

Purchases of fixed assets . , ... , ................................... , 
------ --------

Net cash used in investing activities .......... , .................. . 

Cash flows from financing activities: 

Issuance of preferred stock in The Depository Trust Company (Note 1) 

Principal payments on debt and capital lease obligations ................ . 

Capitalized leases .............................................. . 

Ptoceeds from sale of treasury stock (Note 9) .............. , .......... . 

Net cash (used in) provided by financing activities ................. . 
------- - ----- ----- ------

Effect of foreign exchange rate changes on cash ........................... . 
--------

Net increase in cash and cash equivalents ............................... . 

S=ash and cash equivalents, beginning of year .............. _._. _. _. '-'--'_ .. ,-_. _ .. _._._ -------

2007 

4,375 

5,181 

62,865 

1,610 

(743) 

752 

(65,110) 

(26,279) 

81,096 

(134,894) 

4,883,022 

4,811,875 
__ --L-__ __ 

153,000 

(231,145) 

(101,672) 
---------

(179,817) 

(24,489) 

8,222 

(16,267) 

210 

4,616,001 

6,778,146 

Cash and cash equivalents, end of year ................................. . $11,394,147 

Supplemental disclosures: 

Income taxes paid, net of refunds ................................. , . 

Interest paid .................................................. . 

Thr- fltcOmp£lllying 1}otf'..l lire an integral pitrt (~rthfsC C(}}fj'oiic/,ued jz'wlfltia! .1'f{/tenJ('t1H. 

$ 

$ 

36,878 

20,629 

2006 

$ 72,529 

(3,463) 

53,242 

2,475 

(1,938) 

(9,610) 

(64,432) 

2,290 

13,976 

313,053 

234,413 

612,535 

152,000 

(126,455) 

(78,541) 
--

(52,996) 

50,000 

(20,467) 

5,957 

4,307 

39,797 

422 

599,758 

6,178,388 

$6,778,146 

$ 64,457 

$ 22,465 



Notes to C:onsoliclated Fillancial Statelllerlls 

December 31, 2007 and 2006 

BUSINESS AND OWNERSHIP: 

The Depository Trust & Clearing Corporation (DTCC) is a holding 

company that supports five principal operating subsidiaries, The 

Depository Trust Company (DTC), National Securities Clearing 

Corporation (NSCC), Fixed Income Clearing Corporation (FlCC), 

DTCC Deriv/SERV LLC and DTCC Solutions LLC. 

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 ptovides central securities depository and related services 

to members of the securities, banking and other financial industries. 

NSCC ptovides various services to members of the financial commu

nity, consisting principally of securities trade comparison, netting, 

clearance, settlement and risk management services. FICC, which 

consists of the Government Securities (GSD) and Mortgage-Backed 

Securities divisions, ptovides various services to members of the 

government and mortgage-backed securities markets, consisting 

principally of automated real-time trade comparison, netting, settle

ment, trade confirmation, risk management and electronic pool 

notification. DTCC Deriv/SERV LLC provides matching, confirma

tion and payment processing services and a global contracts reposi

tory to perform netting and money settlement services for the 

over-the-counter derivatives market. DTCC 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, and FICC are registered clearing 

agencies with the U.S. Securities and Exchange Commission (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 (Thomson), 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. On December 29, 2006, DTC issued an additional 

500,000 shares of Series A preferred stock at the par value of $100 

per share, thereby increasing the amount of its preferred stock to 

$125 million. 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. 

The participants' ownership in DTC is reflected as minority 

interests on the consolidated balance sheets. 

2 SUMMARY Of SIGNIFICANT 

ACCOllNTlNG POLICIES: 

PRESE0iTATlON: 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 $36,052,000 and $40,879,000 at Decem

ber 31, 2007 and 2006, respectively, represents 50% of Omgeo's 

net worth. 

Omgeo's total revenue and net income in 2007 are $339,487,000 

and $144,637,000, respectively. The comparable amounts in 2006 

were $282,286,000 and $97,926,000, respectively. 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. 

CASH EQUIVALENTS: The Companies invest funds in overnight 

reverse repurchase agreements, commercial paper and money market 

accounts, which are considered cash equivalents. Reverse repurchase 

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. Custodians designated by the Companies 

that are participants take possession of the securities. Overnight 

reverse repurchase agreements are recorded at the contract amounts 

and totaled $9,476,682,000 and $4,749,630,000 at December 31, 
2007 and 2006, respectively. At December 31, 2007, the counter

parties to these agreements were ten major financial institutions that 

are also participants. 

Overnight investments made in commercial paper totaling 

$169,806,000 and $73,737,000 are included in cash equivalents at 

December 31, 2007 and 2006, respectively. At December 31, 2007, 
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. 

At December 31, 2007, the money market balance was with one 

participant. Overnight investments made in money market 

accounts totaling $1,747,659,000 and $1,946,089,000, including 

$181,715,000 and $108,793,000 representing deposits received from 

participants to facilitate their compliance with customer protection 

rules of the SEC, are also included in cash equivalents at Decem-

ber 31, 2007 and 2006, respectively. 
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INVESTMENTS IN MARKETABLE SEtTRITILS: These investments, which include U.S. Treasury securities and investment grade corporate 

notes, are recorded at amortized cost and are considered to be held-to-maturiry securities. The contractual maturities, carrying value and market 

value of these securities at December 31, 2007 and 2006, are as follows: 

Carrying Value 
---- -

U.S. Treasury Corporate 

(Dollars in thousands) Securities Notes 

2007 

Dllt:in_o_ne year or less_ $210,378 $ 994 
2006 

Due in one year or less $131,481 $1,003 

ACCOLINTS RECEIVABLE: Accounts receivable consist of the 

following at December 31, 2007 and 2006: 

(Dollars in thousands) 2007 2006 

Due from the Companies' participants 

for services $ 23,840 $ 48,817 

Cash dividends, interest and 

related receivables 195,607 148,465 
Taxes receivable and other 69,301 26,356 

----

Total $288,748 $223,638 

Stock dividends receivable are not recorded in the consolidated 

financial statements. 

FI XED ASSETS: Fixed assets consist of the following at Decem

ber 31, 2007 and 2006: 

(Dollars in thousands) 2007 2006 

Leasehold improvements $151,965 $145,667 
Furniture and equipment 170,762 210,047 

Software 270,553 200,443 

Leased properry under capital leases 31,186 27,135 
Buildings and improvements 30,869 35,447 
Land 4,221 4,221 

Total cost 659,556 622,960 

Less accumulated depreciation 

and amortization 407,830 408,431 

Net book value $251,726 $214,529 

Leasehold improvements are amortized using the straight-line 

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

lease, whichever is shorter, ranging from five to 36 years. Furniture 

and equipment are depreciated over estimated useful lives ranging 

from three to eight years, principally using accelerated methods. 

Software is amortized using the straight-line method over an esti

mated useful life of three years. Buildings and improvements are 

primarily amortized over 39 years using the straight-line method. 

DTCC capitalized costs related to software that was developed 

for internal use or purchased totaling $70,110,000 and $49,986,000 

in 2007 and 2006, respectively. The amortization of capitalized 

software costs was $32, III ,000 in 2007 and $20,378,000 in 2006. 

During 2007, fixed asset disposals resulted in a charge of 

$1,610,000 and the removal of $4,399,000 and $2,789,000, 

respectively, from the related cost and accumulated depreciation 

and amortization accounts. The comparable amounts in 2006 

were $2,475,000, $3,767,000 and $1,292,000, respectively. 

Market Value 

U.S. Treasury Corporate 

Total Securities Notes Total 

$211,372 $211,309 $995 $212,304 
----

$132,484 $131,411 $999 $132,410 

I N co:>n TAX FS: Deferred tax assets and liabilities represent the 

expected future tax consequences 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. 

DISC01:NTS A"'D On-IER REITNDS 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 $582,559,000 in 2007 and 

$317,902,000 in 2006. DTC also has a policy to provide participants 

a monthly refund of interest earned from the overnight investment of 

unallocated cash dividends, interest and reorganization funds payable 

to participants. Such monthly refunds totaled $42,382,000 in 2007 
and $24,904,000 in 2006. 

The Companies invest available participants' fund cash deposits 

principally in overnight reverse repurchase agreements. The earnings 

on these investments are passed through to the applicable partici

pants and are included in interest income and discounts and other 

refunds to participants. Such earnings totaled $359,534,000 and 

$237,739,000 in 2007 and 2006, respectively. 

SFClllU rIES ON DEPOSIT: Securities held in custody by DTC for 

participants 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, 2007 and 2006, short positions amounted to 

$3,766,000 and $5,922,000, respectively. 

FIN A '" CI A LIN S T R t:r'vt E NT s: Management believes that the carrying 

value of all financial instruments which are short-term in nature 

approximates current market value. Due to the fixed term nature of 

long-term debt, if the company was to seek the same financing at 

December 31, 2007, the fixed rates assigned to these loans would 

be current borrowing rates available to companies with similar 

credit ratings. 

Rn'FNllF RECOC:>IITION: Revenue is recognized as services are 

rendered. Activities are captured daily and billed on a monthly basis. 
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ESTI M ArES: 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. 

3 PARTICIPANTS' FUNDS: 

The Companies' rules require participants to maintain deposits 

related to their respective activities based on calculated requirements, 

which were $19,631,218,000 and $14,006,296,000 at December 31, 

2007 and 2006, respectively. The deposits are available 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 3 J, 2007 and 2006, including $6,989,444,000 

and $5,292,058,000 respectively, in excess of the calculated 

requirements follows: 

(Dollars in thousands) 2007 2006 

Cash $ 8,925,732 $ 4,042,710 

U.S. Treasury and Agency securities, 

at market 17,495,930 14,280,008 

Letters of credit issued by 

authorized banks 199,000 975,636 

Total $26,620,662 $19,298,354 

4 TRANSACTIONS WITH RELATED PARTIES: 

SJAC: Beginning in 2004, NSCC and SIAC agreed to the migra

tion of certain systems applications to DTCC. The insourcing of 

these applications was completed on October 29, 2004. In accor

dance with Statement of Financial Accounting Standards No. 146, 

"Accounting for Costs Associated with Exit or Disposal Activities," an 

accrual of $32,751 ,000 was recorded in 2004 to recognize estimated 

obligations for real estate, severance pay, fixed asset abandonment, 

overhead and related expenses. During 2005, $11,076,000 related to 

this agreement was paid and there was a net increase of $802,000 in 

the accrual. Beginning in 2005, FICC and SIAC agreed to migrate 

the systems applications utilized by FICC to DTCC. The insourcing 

of these applications was completed on October 15, 2005. As a 

result, an accrual of $4,866,000 included in information technology 

expenses was recorded in 2005 to recognize estimated obligations for 

real estate, fixed asset abandonment, overhead and related expenses. 

During 2005, accruals for normal services increased the balance to 

$5,391,000. At December 31,2005, amounts payable to SIAC asso

ciated with these agreements included in accounts payable and other 

liabilities were $27,868,000. During the first quarter of 2006, an 

additional $4,875,000 was paid. In July 2006, NSCC and FICC 

reached a final settlement with SIAC and paid $19,462,000 to satisfy 

all remaining obligations relating to their insourcing agreements. 

Accordingly, the remaining accrual balance of $3,531 ,000 was 

reversed and is included as a reduction of information technology 

expenses in 2006. 

OMeEO: 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 $34,139,000 in 2007 and 

$33,468,000 in 2006 and are included in reimbursement from 

affiliates. Amounts receivable from Omgeo at December 3 I, 2007 

and 2006 were $2,797,000 and $1,315,000, respectively. 

5 PAYABLE TO PARTICIPANTS: 

DTC receives cash and stock dividends, interest and reorganization 

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 regis

tered securities withdrawn before the record date bur not transferred 

from the name of DTC's nominee cannot be distributed unless 

claimed by the owners of the securities. Cash dividends, interest, 

reorganization and redemption payables of $1,718,012,000 at 

December 31, 2007 and $2,184,543,000 at December 31, 2006 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 $315,468,000 at December 31, 2007 and $227,563,000 

at December 31, 2006, which primarily represents deposits received 

from NSCC participants to facilitate their compliance with customer 

protection rules of the SEC. 

The remainder of the balance included in payable to partici

pants primarily represents unpaid discounts. 

6 PENSION AND OTHER 

POSTRETIREMFNT BENEFITS: 

DTCC has a non-contriburory defined benefit pension plan covering 

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 mini

mum funding standards under the Employee Retirement Income 

Security Act of 1974 and the Internal Revenue Code of 1986, 

as amended. DTCC also maintains 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. 
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In accordance with financial Accounting Standards Board 

Statement No. 158, "Employers' Accounting for Defined Benefit 

Pension and Other Postretirement Plans," DTCC recorded a credit 

of $45,613,000 on a pre-tax basis offset by a deferred tax reversal of 

$18,547,000 resulting in a net credit of $27,066,000 to the accumu

lated other comprehensive loss account to report the funded status 

of the defined benefit pension and other postretirement benefit plans, 

thereby increasing shareholders' equity in 2007. The reduction in 

the obligation was primarily the resul t of an increase in the interest 

rate used to discount the ptojected benefit obligation to its present 

settlement amount. The remaining net charge in shareholders' equity 

represcn ts an amount not yet recognizcd as pension expense. 

The impact of DTCC adopting this standard in 2006 was a 

charge of $121,718,000 on a pre-tax basis offset by a deferred tax 

asset of $45,411 ,000 resulting in a net charge of $76,307,000 to the 

accumulated other comprehensive loss account, thereby reducing 

shareholders' equity. In addition, a credit of $24,400,000 was 

recorded on a pre-tax basis offset by a deferred tax liability of 

$10,084,000 resulting in a net credit of $14,316,000 to the accumu

lated other comprehensive loss account to reflect a net reduction in 

the additional minimum pension liability, thereby increasing share

holders' equity, due to an increase in the interest rate used to discount 

the projected bencfit obligation to its present settlement amount and 

an increase in the fair value of plan assets reflecting the actual rate of 

return exceeding the expected return in 2006. 

The measurement date used for all plans was December 31. 

Following are the components of the funded status as of December 31, 2007 and 2006: 

Pension Benefits 

(Dolla" in thousands) 

The estimated transition obligation, actuarial loss and prior service cost 

that will be amortized from accumulated other comprehensive loss 

into net periodic benefit cost over the next fiscal year are as follows: 

Transition obligation 

Actuarial loss 

Prior service cost 

Benefit obligation at end of year: 

Qualified plan 

Other plans 

Total benefit obligation at end of year 

Fair value of Elan assets at end of year 

Funded stams 

Amount not yet reflected in net periodic benefit COSt 

and included in accumulated other comprehensive loss: 

Prior servicc cost 

Accumulated loss 

Transition obligation _ 

Accumulated other comprehensive loss 

Cumulative net periodic benefit cost in excess of employer contributions 

Net amount recognized at year-end 

Change in accumulated other comprehensive loss due to application of FAS 158 
Additional minimum liability (before FAS 158) 

Intangible asset offset (before FAS .!.2.ilL 
Accumulated other comprehensive loss (befote FAS 158) 

Net increase in accumulated other comprehensive loss due to FAS 158 

The accumulated benefit obligation for all defined benefit plans was 

$535,014,000 at December 31, 2007. 

Weighted-average assumptions used to determine benefit obligations 

at December 31: 

Discount rate 

Rate of compensation increase 

Weighted-average assumptions used to determine net periodic 

benefit cost for the years ended December 31: 

Discount rate 

Expected long-term rate of return on plan assets 

Rate of compensation increase 

Assumed health care cost trend rates at December 31: 

Health care cost trend rate assumed for next year 

2007 

$ 

2,219 

1,718 

$512,562 

115,632 
628,194 
482,071 

-_ .. 

($146,123) 

($ 10,515) 

(63,329) 

(73,844) 

(72,279) 
($146,123) 

nla 

nla 
--

nla 

nla 

6.54% 

4.25% 

5.93% 

8.00% 

4.25% 

Rate to which the cost trend rate is assumed to decline (the ultimate trend rate) 

Year that the rate reaches the ultimate trend rate 

2006 

$ 

4,523 
],822 

$510,833 

93,549 
604,382 

440,256 
--

($164,126) 

($ 12,337) 
(91,807) 

(\04,144) 

(59,982) 

($164,126) 

($ 11,526) 

2,045 
--

($ 9,481) 

$ 94,663 

5.93% 

4.25% 

5.50% 

8.00% 

4.25% 

Other Benefits 

2007 2006 

$ 524 $ 524 

230 1,296 

306 306 

$ $ 

92,983 99,855 
---

92,983 99,855 
11,351 7,197 

---- ._--_. 

($81,632) ($92,658) 

($ 599) ($ 905) 
(8,521) (23,004) 
(2,622) (3,146) 

._--

(11,742) (27,055) 

(69,890) (65,603) 
($81,632) ($92,658) 

nla $ 
nla 

----

nla $ 
nla $27,055 

6.54% 5.93% 

5.93% 5.50% 
8.000;(, 8.00% 

9.50% 9.00% 

5.00% 5.00% 
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DTCC's actual pension plan weighted-average asset allocations 

at December 31, 2007 and 2006, by asset category are as follows: 

2007 2006 

Equity securities 62% 62% 

Debt securities 33% 34% 

Alternative investments 5% 4% 
------

Total 100% 100% 

To develop the expected long-term rate of return on assets 

assumption, DTCC considered the historical returns and the future 

expectations for returns for each asset class, as well as the target asset 

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

the 8.0% long-term rate of return on assets assumption. The actual 

historical rate of return achieved by these assets exceeded the 8.0% 

assumption. Based on DTCC's target asset allocation guidelines, 

57% to 63% of the plan assets are to be invested in equity securities, 

32% to 38% in fixed income securities (including guaranteed invest

ment contracts) and up to 10% in alternative investments. 

Details of the components of net periodic benefit cost and other changes recognized in other comprehensive income (loss) are as follows: 

(Dollars in thousands) 

Components of net periodic benefit cost 

Service cost 

Interest cost 

Expected return on plan assets 
Amortizations 

Prior service cost 

Transition obligation 

Actuarial loss 

Settlement loss 
Net periodic benefit cost 

Other changes recognized in other comprehensive income 

Net gain arising during the period 

Amortizations 
Transition obligation 

Prior service cost 

Actuarial and settlement loss 

Total recognized in other comprehensive income 

Total recognized in other comprehensive income (loss) 

Settlements relate to the early retirement of executives who 

elected lump sum and periodic payments. 

DTCC expects to contribure $25 million to its pension plan 

and $3 million to its retiree medical plan during 2008. 

The following estimated future payments are expected to 

be paid/(received) in the years indicated: 

Other Benefits 
Employer Medicare 

Benefit Subsidy 
(Dollars in thousands) Pension Payments Receipts 

2008 $ 40,501 $ 3,499 ($139) 
2009 22,655 3,887 (42) 
2010 27,543 4,254 (42) 
2011 30,281 4,890 (42) 

2012 48,738 5,349 (42) 
2013-2017 211,641 34,426 (184) 

Pension Benefits Other Benefits 
2007 2006 2007 2006 

$ 29,279 $ 27,794 $ 4,156 $ 5,024 

37,008 32,085 5,206 5,210 

(34,133) (29,660) (794) (472) 

1,822 1,979 306 306 

524 524 

6,557 9,695 587 1,867 

1,879 66 
42,412 41,959 9,985 12,459 

(20,042) nla (13,896) nla 

nla (524) nla 
(1,822) nla (306) nla 

(8,436) nla (587) nla 

(30,300) 70,262 (15,313) 27,055 
$ 12,112 $112,221 ($ 5,328) $39,514 

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, 2007 and 2006, consists of the following: 

(Dollars in thousands) 2007 2006 

Current income taxes: 

Federal $3,157 $38,013 

State and local 1,346 15,964 

Deferred income taxes: 

Federal 1,063 (2,179) 

State and local (311) (7,431) 

Provision for income taxes $5,255 $44,367 

DTCC 59 20117 



The effective tax rate is greater than the 35% Federal starutory 

rate primarily due to state and local taxes, partially offset by perma

nent differences. The 2007 provision for income taxes is further 

affected by an adjustment to prior year tax accruals and the reversal 

of tax accruals established to provide for open tax examinations that 

were subsequently settled. 

The major temporary differences that give rise to the deferred 

tax assets (liabilities) at December 31, 2007 and 2006 are as follows: 

(Dollars in rhousands) 2007 2006 

Employee benefit related $150,513 $149,954 

Rent 7,681 8,390 

Depreciation and amortization 15,950 13,701 

Lease abandonment costs 3,056 5,261 

Capitalization of software developed 

for internal use (39,802) (23,332) 

Other (8,287) (5,564) 

Net deferred income tax asset $129,111 $148,410 

On November 7, 2007, the financial Accounting Standards 

Board voted to defer the effective date of Interpretation No. 48, 

"Accounting for Uncertainty in Income Taxes," for all non-public 

companies for the periods beginning after December 15, 2007. This 

decision was confirmed with the issuance of FASB StafT Position 

No. FIN 48-2 on February 1, 2008. FIN 48 establishes a recognition 

threshold and measurement attribure for the financial statement 

recognition and measurement of a tax position taken or expected to 

be taken in a tax rerum. The impact of applying this interpretation 

beginning in 2008 is not expected to have a material etTect on the 

financial position of the Companies. 

8 LONG-TERM DEBT AND 

LINES OF CREDIT: 

Long-term debt at December 31, 2007 and 2006 consists of 

the following: 

(Dollars in thousands) 2007 2006 

Industrial Development Agency Bonds $205,302 $205,302 
Sale-leaseback obligation 47,070 52,923 

Notes payable 33,763 42,667 

Capital lease obligations 14,665 16,175 

Total $300,800 $317,067 

As of December 31, 2007 and 2006, DTC had a payable 

to the New York City Industrial Development Agency (IDA) and 

a matching investment in IDA bonds included in other assets. 

Interest expense related to the IDA payable was $15,398,000 in 

both 2007 and 2006. These bonds mature in 2012. 

In March 2003, DTC and NSCC entered into a sale-leaseback 

transaction covering certain assets aggregating $63,400,000. This 

transaction was treated as a financing arrangement and the companies 

will continue to depreciate the assets using their normal depreciation 

policy. Payments under this arrangement are due in installments from 

2004 to 2011. Payments over the next four years are $9,445,000, 
$16,792,000, $2,923,000 and $6,562,000, respectively. The implicit 

interest rate on the obligation is 4.6%. 

Notes payable include secured borrowings totaling $8,500,000 
from two insurance companies at a fixed rate of 4.62%. The notes 

are secured by property, plant and equipment. Principal and interest 

payments are due semi-annually on March 15 and September 15 

of each year through 2012. I nterest expense related to these notes 

totaled $429,000 in 2007 and $509,000 in 2006. In addition, notes 

payable include unsecured borrowings totaling $25,263,000 from an 

insurance company to finance the acquisition of real estate, at a fixed 

rate of 5.03'Yo. Principal pavments are due annually on December 15 

of each year through 2023. 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 $1,348,000 in 2007 

and $1,427,000 in 2006. 

Leased property meeting certain criteria is capitalized and the 

present value of the related lease payments is recorded as a liabilitv. 

At December 31, 2007, future minimum payments including 

interest, which are due through 2010, totaled $16,503,000. 

Payments over the next three years are $8,894,000, $7,010,000, 

and $599,000, respectively. 

At December 31,2007, DTC maintained a committed line of 

credit of $1 ,400,000,000 with 24 major banks that are primarily par

ticipants to support settlement. In addition, to support processing 

of principal and income payments, DTC maintains a $50,000,000 

committed line of credit with a participant. DTC also maintains 

credit lines totaling $250,000,000 with a participant to support 

settlement. Further, DTC maintains a $10,000,000 credit line with 

a participant to support potential short-term operating cash require

ments. At December 31, 2007, NSCC maintained a committed line 

of credit of $4, 1 00,000,000 with 24 major banks that are primarily 

participants to provide for potential liquidity needs. Further, a 

$50,000,000 shared credit line between DTCC, DTC and NSCC 

is maintained with a participant to support potential short-term 

operating cash requirements. During 2007, there was no borrowing 

under any of the credit facilities. In 2006, there was an overnight 

borrowing of $7,043,000 under the $50,000,000 committed credit 

line to fund principal and income payments at a rate of 5.01 %. 



9 SHAREHOLDERS' EQUITY: 

Accumulated Other 
Comprehellsive Income (Loss), Net of~ 

Defined Net 
Benefit Foreign Unrealized 

Pension Currency Gain on Total 
Preferred Stock Common Paid in Retained Earnings Treasury and Other Translation Derivative Shareholders 

(Dollars in thousands) Series A Series B Stock Capital Appropriated Unappropriated Stock Plans Adjustment Instruments Equity 

Balonce at December 31, 2005 $300 $300 $2,366 $11,649 $112,782 $ 91,811 ($3,327) ($20,261) $191 $- $195,811 

Net Income 2006 72,529 72,529 

Defined benefit pension plans 

(net of taxes of $10,084) 14,316 14,316 

Defined benefit pension and other plans 

(net of taxes of 545,411) (76,307) (76,307) 

Sale of treasury stock 1,022 3,285 4,307 

DrCes share of Omgeo foreign currency 

translation adjustment 422 422 
- - - ---- -- - ---------

Balance at December 31, 2006 300 300 2,366 12,671 

Net Income 2007 

Defined benefit pension and other plans 

(net of taxes of $18,547) 

DrCes share of Omgeo LLC net unrealized gain 

on derivative instruments 

Foreign currency translation adjustment 

Drcc 

DTCC's share of Omgeo LLC 

Balance at December 31, 2007 $300 $300 $2,366 $12,671 

The following table summarizes the changes in the components 

of accumulated other comprehensive income (loss) in 2007, net of tax: 

(Dollars in rhousands) 

Other postemployment benefit plans 

Net (gain) loss arising during period 

Amortizations: 

2007 

$20,138 

Transition (obligation) asset 311 

Prior service (cost) credit 1,262 

Actu~rial (gain) loss ___ ~--'~~ 
Tot;li recognized in other comprehensive income (loss) 27,066 

Foreign currency translation adjustment 

DTCC 

DTCC's share of Omgeo LLC 

Net unrealized gain on derivative instruments 

Comprehensive income (loss) 

47 

163 

191 

$27,467 

Appropriated retained earnings represent an amount that is 

available for the satisfaction of losses rising out of the clearance and 

settlement 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. 

As of December 31, 2005, the NYSE owned 27% of the out

standing common stock of DTCC and the NASD and AMEX each 

owned 4%. Their ownership interests were largely the result of shares 

that were not previously subscribed by participants. In March 2006, 

DTCC's common shares were reallocated among all DTCC partici

pants based on the proportion of their activity levels, resulting in a 

significant reduction in ownership by the NYSE, NASD and AMEX. 

112,782 164,340 (42) (82,252) 613 211,078 

4375 4375 

27,066 27,066 

191 191 

47 47 

163 163 

$112,782 $168,715 ($ 42) ($55,186) $823 $191 $242,920 

Treasury stock, representing NSCC's former common share 

ownership in DTCC, was repurchased by DTCC in March 2004 at 

the historical value and no gain or loss was recognized. As a result of 

the reallocation of DTCC's common shares in March 2006, treasury 

shares were reissued at the adjusted book value resulting in a gain of 

$1,022,000 thereby increasing paid in capital. At December 31, 2007 

and 2006, there were 11 shares in treasury stock. 

10 COMMITMENTS AND 

CONTINGENT LIABILITIES: 

NSCC's CNS system interposes NSCC between participants in secu

rities clearance and settlement. CNS transactions are generally guar

anteed as of the later of midnight ofT + 1 or midnight of the day they 

are reported to the membership as comparedlrecorded. Since all 
trades submitted to NSCC are matched, the failure of participants to 

deliver securities to NSCC on settlement 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, 2007, open posi

tions due to NSCC aggregated $7,454,648,000 ($3,749,160,000 at 

December 31, 2006). When a participant does not deliver securities 

due to NSCC on the settlement date, NSCC, in accordance with its 

SEC-approved rules, utilizes the Stock Borrow Program (SBP) to 

complete its delivery obligations to the extent that participants have 

made available for loan to the system shares of that issue. As of 

December 31, 2007, NSCC completed delivery of $1 ,693,456,000 

in securities through the SBP ($1,105,727,000 at December 31, 

2006), leaving $5,761,192,000 in open delivery obligations due to 
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participants ($2,445,326,000 at December 31, 2006). NSCC's bor

rowing from the SBP does not relieve a participant's obligation to 

deliver the securities to NSCe. In addition, the settlement of trades 

is generally scheduled to occur 3 days after the trade date. As of 

December 31, 2007, trades totaling $78.9 billion were scheduled 

to settle over the next three settlement days. 

The GSD's netting system interposes FICC between netting 

GSD participants for eligible trades that have been netted. The guar

antee of net settlement positions by FICC results in potential liability 

to FICe. Guaranteed positions that have not yet settled are margined 

and marked-to-market daily. Margin deposits are held by FICC and 

marks are debited from and credited to the responsible participants 

through the funds-only settlement process. At December 31, 2007, 

the gross amount of guaranteed positions due from netting GSD 

participants to FICe. which are scheduled to settle on or before 

January 2, 2008, approximated $520,766,232,000 and the 

amount scheduled to settle after January 2, 2008 approximated 

$255,034,843,000. There is an equal amount due from FICC to 

certain other GSD participants after consideration of deliveries 

pending to FICe. The equivalent amounts at December 31, 2006 

were $505,035,579,000 and $273,005,170,000, respectively. 

The Companies lease office space and data processing and 

other equipment. The leases for office space provide for rent escala

tions subsequent to 2007. Rent expense under these leases was 

$37,640,000 in 2007 and $42,261,000 in 2006. At December 31, 

2007, future minimum rental payments under all non-cancelable 

leases are as follows: 

(Dollars in thousands) 

2008 

2009 

2010 

2011 

2012 

Thereafter 

Total minimum rental payments 

Amount 

$ 29,070 

25,597 

20,778 

20,393 

20,794 

9,669 

$126,301 

The Companies are involved in legal proceedings and litigation 

arising in the ordinary course of business. In the opinion of manage

ment, the ourcome of such proceedings and litigation is not expected 

to have a material effect on DTCC's consolidated financial position. 

11 OFF BALANCE-SHEET RISK A:'-ID 

CONCENTRATIONS OF CREDIT RISK: 

In the normal course of business, because NSCC and FICC guaran

tee certain obligations of their participants under specified circum

stances (see Note 10), these subsidiaries are exposed to credit risk. All 

trading activities handled by DTC are settled through its end-of-day 

net settlement process. If a participant fails to fulfill its settlement 

obligation, DTC is also exposed ro credit risk. Exposure ro credit risk 

is mitigated by requiring participants to meet established financial 

standards for membership, verifYing their compliance with other 

financial standards, monitoring their financial status and trading 

activity, requiring participants to meet daily mark-to-market obliga

tions and requiring participants ro provide participant fund deposits 

in the form of cash, marketable securities and eligible letters of credit 

(see Note 3). 

Collateralization controls and net debit caps are employed by 

DTC to protect participants against the inability of one or more 

participants ro pay for their settlement obligations. 

DTC's collateralization controls prevent the completion of 

transactions that would cause a participant's net debit ro exceed the 

total available collateral in its account. This assures that a participant 

that tails to pay for its settlement obligation will have sufficient col

lateral in its account to liquidate in the event it was insolvent. DTC's 

net debit cap controls limit the net settlement debit that each partici

pant can incur to an amount, based upon activity level, which is less 

than DTC's total liquidity. This helps ensure that DTC will have 

sufficient liquidity to complete settlement should any single partici

pant tail to settle. 

If a participant tails to fulfill its settlement obligations to NSCC 

and/or FICC and these subsidiaries cease to act on behalf of the 

participant, that participant's guaranteed security receive and deliver 

obligations would be liquidated and that defaulting participant's 

margin and mark-to-market deposits, including participant fund 

deposits, would be applied to satisfY any outstanding obligation 

and/or loss. NSCC, FlCC and DTC have a multilateral netting con

tract and limited cross-guaranty agreement with 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 resources of the 

defaulting participant. NSCC and OCC also have an agreement 

providing tor 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 have a netting 

contract and limited cross-guaranty agreement which includes 

certain arrangements and financial guarantees to ensure that 

securities delivered by DTC to NSCC ro cover CNS allocations 

are fully collateralized. Finally, if a deficiency still remains, the 

companies would then assess the balance of the deficiency in 

accordance with their Rules. 

As discussed in Note 1, NSCC, FlCC and DTC provide 

various services to members of the financial community. As such, 

these subsidiaries have a significant group concentration of credit risk 

since their participants may be impacted by economic conditions 

affecting the securities industry and the debt-issuing countries. 

As described above, such risk is mitigated in a number of ways. 

12 OTHER MATTERS: 

In 2006, the company entered into an agreement to surrender leased 

office space at one of its facilities prior to the expiration of the 

remaining lease term and recorded a provision of $1 ,993,000 to 

reflect the net cost of surrendering the space, including the impair

ment in the carrying value of leasehold improvements. In 2007, there 

was no similar provision. Further, DTCC also incurred relocation 

and severance expenses totaling $4,336,000 in 2007 that are included 

in employee compensation and related benefits. In 2006, there was 

a similar provision of $7,608,000. 
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Report of Independent Auditors 

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

PricewaterhouseCoopers LLP 

300 Madison Avenue 
New York, NY 10017 

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income and comprehensive income, 

and of cash flows present fairly, in all material respects, the financial position of The Depository Trust & Clearing Corporation and their 
subsidiaries (the "Company") at December 31,2007 and 2006, 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. 

As discussed in Note 6 to the consolidated financial statements, the Company changed the manner in which it accounts for its defined benefit 

pension and other postretirement plans in 2006. 

February 15, 2008 

-DTCC 63 2007 
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If a picture can speak a thousand 

words, these diagrams will give 

you a quick idea of how we 

automate and link trading 
parties, grow new markets 
and help our customers manage 
risk and cut costs. 

More detailed fact sheets for 

products and services offered by 

DTCC's subsidiaries can be found 

at www.dtcc.com. 

Global Corporate Action Validation Service (GCA VS): Provides a centralized 
source of "scrubbed" corporate action announcement information on global securities. For banks, 
broker/dealers, investment managers and other financial institutions, GCA VS changes the 
way corporate action announcements arc managed by reducing the high fixed costs associated 
with this labor-inrensive processing. GCA VS validates information across vendors, custodians, 
prospectuses, exchanges and other sources, and publishes the cleansed data via an Internet browser 
and via proprietary or ISO 15022 compliant files, multiple times a day. The global service has 
regional presence in the majot markets, works in 16 languages and operates around the clock. 
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Wealth Management Services - Fund/SERV@: Automates the complete 
processing cycle for mutual fund purchases, redemptions and exchanges, from initial order 
through confirmation and money settlement. The service also links fund companies with 
their distribution firms in the l; .s. and in b:urope's cross-border markets. 
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Weal~h Management Services - Alternative Investment Products (AlP) 
Solution: Will automate the exchange of trade-related account information for transactions 
involving hedge funds, funds of hedge funds, real estate investment trusts, managed futures and 
commodity pool funds. The service is pending SEC approval. It will also provide broker! dealers, 
banks and third-party administrators with a complete audit trail. 
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Insurance Services (IS): Provides a family of automated insurance processing solutions in a 
centralized and standardized network ror data exchange and money settlement between insurance 
carriers and distributors such as banks or broker/dealers. These include: payment of Commissions 
from carriers to distrihutors and payment of Premiums from distributors to carriers, electronic 
exchange between carriers and distrihutors of information about insurance contract rransactions such 
as Licensing & Appointments (LNA) and Applications (APP) to purchase annuities or life insurance, 
and monitoring of reporrs in Financial Activity Reporring (FAR). 
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This service is oH-ered hy :-.latiol1al Securitie" Clearin~ C.orpora t ion. 

EuroCCP Clearing and Settlement: Will provide low-cost clearing and settlement 
services for equities traded on a pan-European basis on multiple trading platforms, including 
lurquoise, with settlement provided hy Citi Global 'Ii-ansaction Services. Initially, EuroCCP 
will operate in 14 national markets in seven different currencies. Since EuroCCP operates on an 
"at cost" basis, financial firms will benefit from economies of scale, and lower costs for processing 
and cross margining as volume grows in this new dearing corporation. 
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Deriv/SERV - Trade Information Warehouse: The market's first and only 
comprehensive trade database and centralized elecrronic infrastructure for post-trade processing 
of OTC derivatives contracts over their lifecycles. \X'arehouse services currently include record 
maintenance, credit event processing, novation consent, payment calculation and netting, and 
payment settlement, which Deriv/SERV provides in partnership with Cl.s Hank International. 

AffirmXpress ·" ----~ 

to-Trading ~ 
Tr:lde Confirm ___ _ 
or Affi rmation 

Platforms 

DCller or 
Hlly- ~ide firm .... 

I : Trade 
I "r:ldc , : 'slaIU) 
Data: : 

Input ' I 

T 

llackloading 
(C0 I11raClS Prior-to 
\Xi: trl· II(Hj.~; [ .:IIIIIlI1) ..... 
Deriv/SERV 

Trade 
Information 
Warehouse 

Deriv/SERV I I Automated Cn.'dil r\'~m Ih .... ord ke'yi ng 

Matching ~ :_~"'~.(><.~~~_~il~,,_::_an-d_R_'r~On~'~l1g~~ ~ serrlemel1r~ ~Sl'n!i..'l lll'llt 
& --- l"'Y"''''' 1 .- Clsol\,lllk -- ;V1cmhn, Confirmation Calculation o~ 1';I,"n,.,nr - -

J':i)'!Il~!It /l.l~ldllJlg :\ctting 
.... :: l [ kl'C"L"~'H' 
~ ___ 'o~"I\-I,,~y-, --)'~--~--~ ..... Tr,Kk : 

DaL:l: 
: Tr,lJe 
: S[JLU~ 

T 
Dealer 

Olher 
Alltom,He'd 
Confirm 
Services 

External I )ara 
Source~ 

(e.g.., \Iot ion;![ 
l"'~("[ors) 

Mortgage-Backed Securities CCP Process: This diagram depicts how the central 
counterparty (CCP) setvice will work for clearing, netting and settlement of trades in agency 
mortgage-backed securities. By netting the mortgage pools assigned to each TBA obligation in 
preparation for settlement, Fixed Income c:Jearing Corporation (FICC) will reduce both the 
number of trade obligations requiring financial settlement as well as related transaction processing 
fees. Pool netting is scheduled for pilot testing in late 2008. 
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