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When a new stock begins to trade, 
transactions are handled through the 
automated and streamlined systems of 
two subsidiaries of The Depository Trust & 
Clearing Corporation (DTCC), NSCC and 
DTC, just as the billions of other trades 
are processed each year. 

RETAIL TRADES
NSCC and DTC clear and  
settle nearly all retail,  
or broker-to-broker,  
securities transactions  
in the United States  
on a strict schedule. 

For equity transac-
tions, the process 
begins the day the 
trade is made, or T for 
short. The transaction is settled 
three business days later on T+3,  
when the buyer receives credit for the 
purchased shares and the seller receives 
the payment due. 

To help ensure the process is smooth 
and efficient and to reduce the risk of  
having to cope with the ripple effect of  
a failed transaction, NSCC becomes the 
central counterparty (CCP) to all  
trades at midnight between T+1 and T+2, 
acting as seller for every buyer and buyer 
for every seller to guarantee a trade will 
complete even if an original party to the 
trade goes bankrupt or similarly defaults. 

Without that guarantee, thousands of 
trades other firms had made with a firm 
that goes out of business would have to be 
unwound. This means the trades would 
be considered not to have taken place 
and would have to be re-executed at a 
new price with some other firm. But with 
the NSCC guarantee, which mitigates the 
risk of default and counterparty exposure, 
that’s not an issue.

Bank’s electronic Fedwire 
system. Payment is completed 
and changes in ownership are recorded 
electronically through DTC’s book-entry 
accounting system.

INSTITUTIONAL TRADES
Institutional trades differ somewhat  
from retail transactions. These block 
transactions often involve a minimum of 
10,000 shares and sometimes 100,000 or 
more. They’re handled by a single broker 
and typically have a limited number of 
trading partners. For example, $800,000  
of a $1 million transaction may be able 
to be executed in a single large block. 
In such cases, settlement goes directly 
through DTC.

SETTLING UP
Trades are finalized on T+3, the  
settlement date. NSCC sends final 
instructions for settlement to the firms, 
and DTC communicates their net credit 
or net debit status to both firms and 
their settling banks, which handle the 

payment or receipt of payments on 
behalf of firms through the 

Federal Reserve 

To complete the institu-
tional trade, DTC updates the 

record of stock ownership, first from the 
accounts of the custodian banks holding 
the securities to the broker’s account  
at DTC, and then to the accounts of 
the custodian banks of the firm buying 
the shares. Similarly, it transfers the 
money from the buyer’s custodian banks’ 
accounts to the broker’s account, and  
then through to the custodian banks  
of the selling institutional firm, all  
electronically. A number of different  
custodian banks and accounts can be  
a part of a single institutional trade  
worth tens of millions of dollars. 

Sometimes, however, the broker may 
need to execute a large trade in smaller 

MANAGING TRADES
DTC’s Inventory Management 
System (IMS) enables participants to 
monitor the clearance and settlement status 
of their trades by settlement dates. They can 
also control the order in which transactions 
are processed on T+3 by authorizing the 
settlement process or holding back certain 
trades in the settlement cycle.

FUNGIBLE SECURITIES
When you deposit a dollar in the bank, you’re  
entitled to withdraw the value of one dollar 
from the bank at a future date. However,  
you aren’t likely to get back the exact same 
dollar bill you put in. But, it doesn’t matter 
since the one you do receive has the same 
value as the one you had earlier. 

Securities are similarly fungible, or in-
terchangeable. When you hold shares in street 
name, you are the beneficial owner and have 
all the rights and risks associated with own-
ing stock, but you don’t hold shares directly. 
Instead, your security position is recorded on 
the books of your brokerage firm, and the 
securities are immobilized in DTC’s custody 
and registered in its nominee name, Cede & 
Co., an acronym for CEntral DEpository. 

When you buy or sell your position, that 
position changes hands electronically through 
DTC’s book-entry accounting system, but the 
securities remain in DTC custody.

NETTING
Through netting—the automatic process  
of offsetting a firm’s buy orders for a  
particular security against its sell orders  
for that security—NSCC is able to reduce 
the total number of trades that require  
an exchange of money by 98% each  
trading day. 

In addition, at the end of each trading 
day, netting consolidates the amounts due 
from and owed to a firm across all the  
different securities it has traded to a single 
net debit or a net credit.

Clearance and Settlement
It takes a dedicated system to clear and settle  
transactions efficiently.

segments if it can’t find an institutional 
buyer for most or all of the lot. Or, it may 
choose to disguise the fact that it’s selling 
or purchasing a large position. In these 
cases, the smaller trades may flow through 
NSCC for clearing and then to DTC. 

Institutional trades differ from broker-
to-broker transactions in that institutional 
trades generally are not netted, but are 
handled on a trade-for-trade basis, which 
means a direct exchange of securities and 
cash between firms and the custodian 
bank. However, DTC, with the introduc- 

tion of its ID Net service, has begun 
to allow brokers to net their insti-

tutional transactions with their 
other transactions to reduce 

securities movement while 
still retaining the trade- 

for-trade settlement 
between the firm and 
the custodian bank. 
This allows the banks 

to maintain their 
fiduciary responsi-

bility to pay for only 
those trades where all  

the shares are delivered, while at  
the same time providing the benefits of 
netting to the brokers.

Although institutional trade shares 
move separately and are not netted with 
other trades, firms handling both retail 
and institutional trades receive one  
consolidated cash payment obligation  
each day, helping to reduce risk and keep 
clearance and settlement as efficient  
as possible.
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KEEPING TRACK
Fixed income instruments are given unique 
nine-digit CUSIP identifiers just as equities are. 
What distinguishes the two types is their use of 
letters and numbers. The seventh and eighth 

positions of a CUSIP reflect the nature of the 
security being issued, and if the issue is a fixed 
income security, letters are assigned to those 
positions. If the issue is an equity, the positions 
are usually numbers.

 DTC facilitates the   creation, distribution, 
 and settlement of new   bond issues, through 
 its Underwriting   Services program

The life cycle of a corporate 
or municipal bond has an 
issue date, a fixed term, and 
a maturity date, when it’s 
retired and ceases to exist. 
The issuer sets when interest 
payments on a bond will be 
made and the interest rate  
it will pay. 

If the bond has any  
special features, such as 
whether it’s callable—or 
redeemable by the issuer—
before its maturity date, or 
whether it’s convertible, 
which means investors may 
be able to exchange it for 
company stock under certain 
circumstances, those are 
made clear when the bond  
is issued as well. 

ISSUING CORPORATES
Corporate bonds are launched much as  
equities are. The process begins when the 
company hires a firm, typically an investment 
bank, as lead underwriter. The lead under-
writer assembles a group of other investment 
banks to work with it to distribute the issue. 

The job of the lead underwriter involves:

•  Filing a prospectus and other required  
offering documents with the Securities  
and Exchange Commission (SEC)

•  Working with DTC to make the  
security eligible for book-entry  
creation, distribution, settlement,  
and other depository services 

•  Marketing the issue to institutional  
investors in what’s known as a road show

•  Pricing the issue based on investor  
interest and the bond’s rating

•  Distributing the issue to its clients  
and clients of the syndicate members

A corporation does one thing very  
differently before issuing new debt than it  
does before an initial public offering (IPO)  
of stock. It seeks a credit rating for the bond 
from one of the major credit reporting agen-
cies. Municipalities seek a rating for new debt 
issues as well.

A rating is important from the issuer’s 
perspective because it helps determine the 
interest rate it must pay to attract investors. 
And it’s important to investors as an indication 
of credit quality—essentially the likelihood  
the bond issuer will default, or fail to meet  
its obligations. 

Using NIIDS, 
underwriters send 
new-issue informa-
tion electronically  
to DTC, as well 
as any follow-up 
adjusted informa-
tion. Once DTC has 
all the required 
reporting informa-
tion, it sends the 
data to information 
vendors, dealers,  
and other market 
participants so they 
can match, confirm, 
and report trades  
in a timely and  
accurate fashion. 

DTC distributes updates in a real-time 
electronic format until settlement day. 

Once the newly issued bonds are  
in the marketplace, all secondary  
market transactions are cleared and 
settled through DTC for institutional 
transactions and through DTC and NSCC 
for broker-to-broker transactions.

A WORD ON  
TREASURy SECURITIES
The US Treasury issues its own bonds, 
notes, and bills through the Bureau of 
Public Debt. Though historically they were 
issued as physical certificates,  
today the Treasury market is completely 
dematerialized. Your name, as the owner 
of any Treasury securities, is recorded 
electronically in book-entry form on the 
books of the Federal Reserve Bank,  
which is the depository for these issues.

The Fixed Income Clearing Corporation 
(FICC), also a subsidiary of DTCC, handles 
clearing, netting, and settlement for trans-
actions in these  
securities in the secondary market 
through its Government Services Division 
(GSD) and two clearing banks, Bank of 
New York Mellon and JPMorgan Chase.

A SHORT HISTORy
Until 1982, bonds were issued with a 
sheet of coupons attached. These bearer 
bonds had no record of ownership, on 
the certificate itself or on the issuer’s 
books. So if a certificate was lost or  
stolen, the person in possession could 
claim interest and principal payments.

To claim your interest, you clipped 
a coupon and mailed it to the paying 
agent. That’s the origin of the terms  
coupon, which means the interest a 
bond pays, and coupon rate, which 
means interest rate. And those terms 
persist, though the issuance of bonds 
with coupons attached does not. There 
are, however, long-term coupon bonds 
issued and still outstanding from before 
1982. The vast majority of bearer bonds 
in the United States are held at DTC, and 
staff at DTC clip and mail in the coupons 
on behalf of the beneficial owners.

Starting in the 1980s, most coupon 
bonds that could be converted to  
registered bonds were converted. This 
meant that the bondholder’s name was 
printed on the certificate and recorded 
in the issuer’s books. Interest was paid 
by check or electronically via Fedwire. 
Today, all bonds are issued in registered 
format, and the only coupon bonds 
remaining are close to maturity.

Fixed Income Issues
The identity of a bond issuer determines the reason  
for the offering.

ISSUING MUNICIPALS
Municipalities may issue bonds in one of 
two ways. The first, known as a negotiated 
arrangement, is similar to the equity or 
corporate bond issuance process—the 
municipality hires an investment bank to 
underwrite the issue. 

Using the second approach, known 
as a competitive bid, the municipality is 
obligated to select as lead underwriter 
the bank that will cost the issuer least. If 
the bond will be repaid with tax revenues, 
as general obligation (GO) bonds are, the 
law usually requires competitive bidding 
to help ensure the bonds are issued at the 
lowest possible cost.

AT yOUR SERVICE
DTC facilitates the creation, distribution,  
and settlement of new bond issues,  
as it does new equity issues, through  
its Underwriting Services program.  
To improve the reporting of trades  
and price transparency of the newly  
issued municipal bonds, the Municipal 
Securities Rulemaking Board (MSRB) 
requires lead managers to distribute new 
issue information through DTC’s New 
Issue Information Dissemination Service 
(NIIDS). (Congress created MSRB in 1975 
to oversee the issuance and trading of 
municipal securities.)

The issues are created electronically, 
recorded in book-entry form, and, at  
the time of sale, distributed from the 
accounts of the underwriter firm to the 
accounts of the DTC participants whose 
clients have purchased the offering. 

JOINING THE CLUB
To have access to DTC settlement services, a  
bank, broker/dealer, or other financial services 
organization must be a full member of DTC. That 
requires satisfying initial membership require-
ments and meeting its continuing obligations.
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