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Following A Trade




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 praminent
roles in this daily drama. And all rely on the behind-the-scenes
expertise of the subsidiaties that mzke up The Depaository Trust &
Clearing Corporation (DTCC), the world’s largest financial post-
trade infrastructure organization.

DTCC ensures the : and reguired
to clear and settle today’s enonmous 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 boaoklet describes the role of two of DTCC’s subsidiaties that
support post-trade processing and money settlement for two types of
trades: (1) and (2)

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,

are high-value trades made by an investment
manager for an institutional investor, such as a mutual fund, pension
fund, hedge fund, bank frust deparfment ar insurance company.
Qur Depository Trust Company (DTC) subsidiary handles the securities
and money settlement, while Omgeo, our joint venture with Thomseon
Financial, acts as a communications hub for the exchange of
information amang key parties to an institutional trade,

In addition to supperting these types of trades, post-trade

processing services are also provided for U.S. Government and

mottgage-backed securities, money market instruments, mutual

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




A Broker-to-Broker Trade

For broker-to-broker trades, NSCC performs three critical
functions, helping the industr lower cost and

optimize capital:

1. It ensures post-trade processing to
handle not only average trading volumes, but
also the unpredictable spikes that can cccur

in the market,

2. It offers a that, if a participant defaults
for any reason, all transactions that have entered
NSCC’s system with the details confirmed and

that have reached the guarantee stage, will settle.

3. Through a process called , it reduces the
total number of trading obligations requiring financial

settlement by an average of 97%.
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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
quaniity, 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 seftlement 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 puklic cenfidence.

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

owed for settlement,

T+3

T+8 is settlement — the delivery of securities to net buyers and
payments of money to net sellers. Broker/dealers instruct their setiling
banks to send ar 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-entr  lectronic movements,







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 managet, the buying broker, the marketplace, the
selling broker, custodian banks, DTC and Omgeo.

is responsible for completing the
The money settlement systems of
DTC and NSCC are unified, providing customers with cne consalidated,
end-of-day netted payment abligation for both DTC and NSCC trades.
through its links with investment managers, breker/dealers
and custodians, acts as
in 40+ countries. Omgeo’s systems automate
andstr line the process from execution netification 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 manaders.

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.
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