1 A METHOD AND A SYSTEM FOR | MPROVED TRADI NG DERI VATI VE CONTRACTS AND
COVBI NATI ONS THEREOF TECHNI CAL FI ELD The present invention relates to an
aut omat ed exchange system and in particular to an autonated exchange
designed for trading derivative contracts. BACKGROUND OF THE | NVENTI ON AND
PRI OR ART I n sone exchanges so called derivative contracts are traded.
Derivative contracts are contracts that are derived from underlying
contracts. The underlying contracts can for exanple be stock, bond, or
commodity contracts. The underlying contract can also in sone cases in
itself be a derivative contract. The price for the derivative contract is
dependent on the price of the wunderlying contract(s). Exanples of
derivative contracts include option contracts and future contracts of
different types. In the case of a future contract there is a direct

correlation between the future contract price _and the pri &f t he
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i ncreases by one doll ar, tRepddgenaatondemfrior e contract havi ng t hat
particular stock as an wunderlying contract will also increase by one

dol l ar. However, this direct correlation is not valid for nost types of
derivative contracts. For exanple the price of an option nay depend on the
underl yin rice a factor*(the change in the underlying price), where
the fact or e nil and one for a call option and nil and mnus one
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mar ket there are several types of trader parties. One particular type of
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stock, bond, or commodity contracts. The undetlying contract can also in some cases in itself
be a derivative contract, The price for the derivative contract is dependent on the price of the
underlying contract(s). Examples of derivative contracts include option contracts and future
contracts of different types.

Tn the case of a future contract there is a direct correlation between the future contract price
and the price for the underlying contract. Thus if, for example, the price for a particular stock
increases by one dollar, the price for the future contract having that particular stock as an

underlying contract will also increase by one dollar.

However, this direct correlation is not valid for most types of derivative contracts. For
example the price of an option may depend on the underlying price as a factor*(the change in
the underlying price), where the factor is between nil and one for a call option and nil and
minus one for a put option. This means that if the price of the underlying contract increases by
one the price of a call option will always increase by at the most one. This factor is usually

termed delta ot delta value.

In the market there are several types of trader parties. One particular type of trader party is the
market maker. A market participant that is obliged to provide prices to the market in one or
several instruments traded in the market. The market maker gains from the trading by having

a small spread between its buy and sell prices. The market maker does not want to hold the




2 risk in any instrunment it trades. However, if the market naker provides
prices to the market in a derivative contract and sonebody el se trade

agai nst those prices the narket naker is left wth what is terned an open
position. This nmeans that the market maker will |ose or make noney if the
price of the underlying contract changes. Since the market nmakers role is
to provide liquidity to the narket and not take the risk of the instrunent
the risk is undesired fromthe narket naker's view. The biggest short-term
risk of an open derivative position is the risk that the underlying price
wi || change, thereby causing the derivative contract price to change. In
order to decrease this risk the market naker can buy underlying contracts
to offset this open position. The numpber of contracts that the market
maker has to buy of the underlying instrunent depends on the current
delta/delta value. Thus, if for exanple the delta value is 0.5 a market
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Thus, if for example the delta value is 0.5 a market maker has to trade 0.5 underlying
contracts for each derivative contract to hedge the open position resulting from the deal in the
derivative contract. Of course, other market participants may also be interested in trading
without entering an open position. When a derivative position is hedged in this way the trade

is said to be delta neutral.

The price of a derivative contract may not only depend on the price of the underlying contract.
For example the price of an option is also dependent on the volatility of the underlying
contract. Thus, if an option contract is delta hedged the position is less exposed to price
changes of the underlying and thus relatively more dependent on changes in the volatility of
the underlying. This is a common way of trading option contracts. The open delta position is
hedged according to the delta value. This is also called to cover the option. This can of course
be done for put and call options as well as for more complex option contracts or combination

of option contracts.

The transactions required in the delta hedging of open derivative positions are done today
over the phone or by phone and electronic system together. When the trade is carried out in
two or more places there is always a so-called execution risk. This means that a market

participant assumes that he/she can camry out both parts of the transaction and price it




two or nore places there is always a so-called execution risk. This neans
that a market participant assunes that he/she can carry out both parts of
the transaction and price it 3 accordingly. Wen the trade is done the
partici pants may not be able to hedge the open position at the price set
when the first order was executed because the prices and/or volunes in one
of the marketplaces have changed. This is usually called execution risk or
liquidity risk. Furthernore, in nany autonated exchange systens it is
usual ly possible to set up conbinations of securities, but these are today
limted to conbinations of natural nunbers. For exanple, conbination AB,
sell 1 of A and buy 1 of B, or conbination CD sell 2 of Cand sell 1 of D.
These ratios are fixed during the days and are usually used for strategies
such as straddles, strangles, tinme spreads etc. These existing

conbi nations will however not fulfill the needs of sonebody that wants to
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and a syst em wher eby
These existing combinations will however not fulfill the needs of somebody that wanis to

delta hedge a position, this because the delta of an option contract changes with the changes

of the price of the underlying contract.

Combination orders usually generate derived orders in the market of the separate instruments.
For example, a person may wish to sell a particular future and buy a call option derived from
that particular future. When a price exist for one of the contracts, i.e. in either the future or the
option, a derived order will be created in the other contract of the combination coniract by the
automated exchange system. This process is very demanding in terms of processing power in
the matching unit utilized by the automated exchange. This is unfortunate, since the
processing power of the matching unit often constitutes a botileneck in a conventional

antomated trading system.

SUMMARY OF THE INVENTION
Tt is an object of the present invention to provide a method and a system wherein the trading

of hedged derivative orders can be executed using very little processing power.

Tt is a further object of the present invention to provide a method and a system whereby
hedged derivative orders can be traded with a low execution risk for the party entering into

such a transaction.




hedged derivative orders can be traded with a | ow execution risk for the
party entering into such a transaction. 4 These objects and others are
obtained in a systemand a nethod wherein both the parts of the trade are
guaranteed at a price known by the parties being parts in the trade. This
is achieved by creating a separate virtual instrunent used in the matching
in the automated exchange system The virtual instrunments created in this
way can be referred to as hedged derivative instrunments. The reference
instrunent, i.e. the instrunent in which options and other derivative
contracts are traded, is then preferably displayed together with the
hedged derivative instrunents. The reference instrunent, i.e. the
underlying contract, is presented with a price. Further, the reference
instrument nmay or may not be traded on the exchange |isti ng the vi rtual
hedged derivative contracts as_described herein h‘ ce feed from
an execut|WWIE%W@a?Obfﬁﬁ@‘%ﬁ%eﬂbﬂdéénq&@d&ﬂ“?f@ﬁb@g EB@S g'w ded. Thus,
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trade what™ Hdwn as a covered option, it wll instead enter into a trade
inavirtual hedged derivative contract corresponding to a covered option.
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Thus, if a party, for example a market maker, wants to enter into a transaction without
exposing it to an execution risk as described above, the party can trade in the virtual hedged
derivative instrument instead. For example, if the party wants to trade an options contract and
at the same time execute a corresponding trade in the contract underlying the option contract,
i.e. trade what is known as a covered option, it will instead enter into a trade in a virtual

hedged derivative contract corresponding to a covered option.

The system will then execute the following steps. When a irade in a virtual hedged derivative
instrument is matched in the matching process of the system, the match is reported to a
subsequent deal capture module where the corresponding different deals of the virtual hedged
derivative contract the reference instrument are formed. The deals formed in the deal capture
module do not need to be matched, since the number of contracts and the price can be

deduced from the information relating to the virtual hedged derivative contract.

Typically, the output from the deal capture module receiving a matched hedged derivative
contract will be one trade in a derivative contract and one trade in an instrument underlying
the derivative contract. It is of course also possible to form a virtual derivative contract

implying more than two simultancous deals, if that is desired at some point.




contract will be one trade in a derivative contract and one trade in an
instrunment underlying the derivative contract. It is of course also
possible to forma virtual derivative contract inplying nore than two
simul taneous deals, if that is desired at some point. 5 Thus, the matching
of the virtual hedged derivative contract can take place in a matching
nodul e of the autonated exchange system The trade can subsequently be
captured in a separate nodul e of the system where the conbined deal is
formed. All legs of the actual derivative contract and the contract in the
underlying instrument are subsequently transferred to clearing/settlenent
and perhaps ot her processing. BRI EF DESCRI PTI ON OF THE DRAW NGS The present
invention will now be described in nose detail by way of non-limting
exanples and with reference to the acconpanying draw ngs, in which: Fig. 1
is a general view of a conputerized autonated exch n% system .Fig. 2 is a
screen shoﬁhFJW9§@Wb@$ﬁ@maﬁﬂ@%éﬁﬁﬁﬁﬂVW‘Pﬁﬁﬁmﬁgﬂmﬁgg? ﬁ %Fﬁ%ﬂ or use in

the system,@fie 6 @e adtomMeDexcBanks sydteh| DMCHRAE ad $ubstglchitf bagppalietifident st eps
performed in the system of Fi

1 when . processin ers | PTI ON OF
PREFERRED Ewmeipmoeilysf by spie %ﬁfffe the ﬁ&‘ﬁnEP |‘8§i 1%@9“8%‘ %ﬁﬂ%ﬁﬁt‘% rtrha[gﬁggﬁexchange
syst em 100 girSat5/a Quvikact hieths Yt inltidundatying iiss@sentare subkegrenty tranefemade t er mi nal s
101 all connected to a c ntEaI onput er server system 103 conprising a
mat chi ng uffi $°&% e'l?fﬂﬁnhﬁ'ﬁﬁﬁr %’38@?{8 BF"Hrocessor 109 and an associ at ed
order book (nenory) 111. The central conputer server 103 is | oaded with
sui tabl e O%%HFH@L& TM sof tware sold by OM Technol ogy AB,
Sweden, an an autonmat ed exchange having all features and
funct i onal {The/predentanveutivn avill naonkd desaribesiinmer detaik bhwaigd ronrlpitipgeeRaPRlest er ni nal s
101 are degj ‘ g%ﬂgf elyg:data fromthe central
conput er sgﬁggggf%%véﬁﬂgﬂgg%ﬁ?ﬁ§1s 16{’g$gmghrther desi gned to provide an
interface for investors, such as broker firns etc., trading contracts

i ncludi ng corgl Patal LkrE AB beCdomp@brized automated exchange system,

- Fig 2 is a screen shot illustrating an exemplary graphical user interface for use in the

system of Fig. 1.
- Fig. 3 is a flowchart illustrating different steps performed in the system of Fig. 1 when

processing orders.

DESCRIPTION OF PREFERRED EMBODIMENTS

In Fig. 1, a general view of an automated exchange system 100 is shown. The system 100
comprises a mumber of remote terminals 101 all connected to a central computer server
system 103 comprising a matching unit 105 including a computer processor 109 and an
associated order book (memory) 111. The central computer server 103 is loaded with suitable
software, such as the CLICK TM software sold by OM Technology AB, Sweden, and forms
an automated exchange having all features and functionality of a conventional automated
exchange. The remote terminals 101 are designed to send data to and receive data from the
central computer server 103. The terminals 101 are further designed to provide an interface
for investors, such as broker firms etc., trading contracts including combination contracts at
the automated exchange. The matching of orders input in such a system is performed in the
central computer server by the unit 105 designed for this task. The system 103 further
comprises a deal capture module 107. The module 107 is responsible for performing tasks
such as receiving and register a deal in a designated database and reply to requests relating to
closed deals. Also, if a deal needs to be cancelled/altered, this is normally performed in the




t he aut omat ed exchange. The matching of orders input in such a systemis
performed in the central conputer server by the unit 105 designed for this
task. The system 103 further conprises a deal capture nodule 107. The
nodul e 107 is responsible for perform ng tasks such as receiving and

regi ster a deal in a designated database and reply to requests relating to
cl osed deals. Also, if a deal needs to be cancelled/altered, this is
normal |y perfornmed in the 6 deal capture nodule. The system 103 nay al so be
| i nked to ot her associated systens, such as a position keeping system 113.
The orderbook 111 of the systemin fig. 1 is further designed to handle, in
addition to- conventional financial instrunents, separate virtual
instrunments used in the matching in tshe automated exchange system In
particular a set of virtual instrunments for tradi ng hedged derivative
contracts having a reference instrunent virtua
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i nst r unentdsalcprze @gduly. Ahe gysiem W@zﬂf" B%h‘?k@‘i‘ g’r"ﬁﬁﬁasf"@aﬁgsﬁgﬁ derivative
|nstruneng&mmgqu¥%%5gﬁﬂy@e e.g. covered options. The reference
i nstrunent, the instrument in which options are traded, is then
preferably dlsplayed together with the hedged derivative contract
i nstrumentge drdbrtobld) 12 offhe @yc@iPinafisy 1 isdmﬂemd@igmd tofhaudles dv eddiipndpt i on in | BM
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i nst r ument “FYeRRRY ron in expiration date in
Decenmber  mRhatd Skdhidge sptdnc dn cpﬁmﬁﬂas a5=.©t ef itterl D@uw@nﬁmﬂoueadwl hedgedt ed for a
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Nt case sequent | i nes displ.ay other,
similar, cinntisaetenbs tefetrad/tomg hedgres! depspativg iptrmenis. R [Rfludge & o8 ‘1"’% ence
|nstrunent tgﬂ@ reference instrunent, i.e. the underlying contract, is
presented\ﬂ a price, see botton1romL Further, the reference instrunent
may or may not be traded on the specific exchange trading the virtual

deri vati vergopita linstdherf Q. théinkttuns: if @8@n bptm A8 teded i then preferably
displayed together with the hedged derivative contract instraments. In fig 2, an exemplary
screen shot of a covered option in IBM is displayed. The top line in fig 2. displays, from left
to right:
- the instrument traded, in this case a put op‘tion in IBM with expiration date in December

and a strike price of $ 5,50

- The Delta value calculated for a covered option, in this case 0.79
- The best bid, in this case $ 1.63, and
- The best offer, in this case $ 1.65

The subsequent lines display other, similar, contracts all having the IBM stock as underlying
reference instrument. The reference instrument, i.e. the underlying contract, is presented with
a price, sce bottom row. Further, the reference instrument may or may 1ot be traded on the
specific exchange trading the virtual derivative contract. If not, a price feed from an execution

point where a real time price is given can be provided.

In fig. 3, a flow chart illustrating steps performed in the system of fig.1 in accordance with a

preferred embodiment of the invention is shown.

First, an order is a first trader A enters an order to sell a virtual hedged derivative contract as
described above. For example, an order fo sell 100 contracts of a particular call option

contract and at the same time cover those option contracts by buying a corresponding number




point where a real tinme price is given can be provided. In fig. 3, a flow
chart illustrating steps perforned in the systemof fig.1l in accordance
with a preferred enbodi nent of the invention is shown. First, an order is
a first trader A enters an order to sell a virtual hedged derivative
contract as described above. For exanple, an order to sell 100 contracts
of a particular call option contract and at the sane tine cover those
option contracts by buying a correspondi ng nunber 7 of the underlying
contract to nake the deal delta neutral at a particular price. The sell
order is then transmtted to the central matching system where it is
recei ved step 301. Next, a second trader B enters an order to buy a
correspondi ng contract, matching the gell order input by trader A The buy
order is then transmtted to the central matching systen1 The order is
recei ved by the system step 303. The orders tran?nltte Pnéthe first and
second t r aglthe yderdyingsomaptde Mgl thesleplideltapyieah it 4 FaFlar Pge: ‘3 Tehtral system
for matchi ggn tdnBmikdd © 18Rl hilRindkRRMS wheasiels veelviditep BEPs 301 and 303 mat ch.
If there is no direct match an order nay be stored in the orderbook of the
systemfor future nmatch against future orders or killed depending on the
type of or def, a 06R tHitdr@ eders in b 6rBilyChiangspaundig, costraep m8OEHg thecllout come of

the match |s f or dt not her .en e, step
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hedged der oddadis reexivedby hagsem| swfp803.t s i npl i ed deal s, and capture those
inplied deals. In this exanple the trade in the virtual hedged derivative
contract will inply two deal together conprising four Trader A wil|
sel|l 100 ofit¢ arercombmiget feonnthe fitstapd seconddrdar sdken dﬁﬁctqdﬁ‘éth%’é}ﬁ%%‘tmt%derl yi ng
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the day mayhptak@icilias ene Siteinelkd, sph®5P0S iohicas obihe aeh ietorpodi té ons ar e

then another entity, the deal capture module, step 307. Next, in a step 309, the deal capture module

converis the virtual hedged derivative contracts into its implied deals, and capture those
implied deals. In this example the trade in the virtual hedged derivative contract will imply
two deal together comprising four legs. Trader A will sell 100 option contracts and buy X
contracts of the contract undérlying the option (the reference instrument), where X will
depend on the current delta value when the deal was matched. Trader B will do the opposite.
Le. trader B will bury 100 option contracts and sell X contracts in the underlying contract.

Next, the legs are output from the deal capture system and forwarded to a position keeping
system, step 311. In the position keeping system netting of positions taken by the different
parties during the day may take place, step 213. The positions or the net positions ate then

output for subsequent settlement and perhaps other processing, step 213.

The number of derivative instrument contracts will hence be according to the size traded and
the volume in the reference instrument will be according to a particular formula. In particular,
in the case the traded derivative instrument is a covered option contract, the formula (size of
derived covered option instrument) * (delta value) * (nominal reference contract) /(nominal

derived covered option instrument) is used.




out put for subsequent settlenent and perhaps other processing, step 215.

The nunber of derivative instrunent contracts wll hence be according to
the size traded and the volune in the reference instrunent will be
according to a particular fornula. In particular, in the case the traded

derivative instrument is a covered option contract, the fornula (size of
derived covered option instrunent) * (delta value) * (nominal reference
contract) /(nom nal derived covered option instrunent) is used. 8 The
price of the virtual hedged derivative instrument will preferably be

di spl ayed in absolute fashion by the system For exanple if the leg is

traded at 23 the trade will be executed at the price 23. The reference
instrument price will preferably be desplayed at the tinme of the trade. If
the reference instrunent is not traded on the specific exchange this can be
handl ed provided that the off-exchange t%ﬁes c&g b ‘]_«)edl o the
exchange t e Price abfee viFeal pedeg &l ve PHIER preferp bf‘)g‘? 808 her derived
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exchange, the delta value, the price of the reference contract and the
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mat chi ng process only the virtual
The market participant that wants to trade a hedged trade in accordance with the above may
calculate the delta differently than the delta displayed by the exchange. This is however not a
problem since the delta is displa}.'ed and made public. If the market participant calculates it
differently it might be a good opportunity to actually trade in the virtual derivative instrument.
All the information used in the trade is made available by the exchange, the delta value, the
price of the reference contract and the price of the traded virtual derivative instrument. The

virtual derivative instrument can of course be combination of securities.

Since the actual trade is only performed for the virtual derivative contract itself, the matching
process as described herein is very efficient. Thus, in the matching process only the virtual
derivative instrument itself is matched. Hence, no prices for derived coniracts need to be
calculated and no complex delta value calculations need to be performed by the processor of
the matching unit. Instead, the reference instrument associated to the trade is traded at a later
stage in the deal capture, i.e. after the matching but before the trade is completed and subject

to clearing.

If the reference instrument was to be matched simultaneously in the matching process this

would significantly reduce the performance of the matching processing, since the processor




derivative instrunment itself is matched. Hence, no prices for derived
contracts need to be <calculated and no conplex delta val ue cal cul ati ons
need to be performed by the processor of the matching unit. Instead, the
reference instrunent associated to the trade is traded at a |later stage in
the deal capture, i.e. after the matching but before the trade is conpleted
and subject to clearing. If the reference instrunment was to be matched
simul taneously in the matching process this would significantly reduce the
performance of the matching processing, since the processor 9 used in the
mat chi ng woul d have to nmake heavy cal cul ations related to each trade. Al so,
in an electronic trading systemthe nmatching process is usually one of the
bottl enecks with respect to performafce. In the case when there is no
avai l abl e price on the reference instrunent, the trades for the virtual
derivative instrune itself wll efera ecut t.there will be
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and system as described herein can al so be used for trading many different
types Furthermore, the delta value will change with the change of the reference instrument price. To

secure that no trades are carried out when the delta values and the reference price are changed
all instruments traded as virtual derivative instruments will preferably be suspended. All
virtual derivative instrument orders will also be inactivated when an update is made. This is
because the prices set for virtual derivative instruments before the update most certainly have
to be updated after the change. If they were not inactivated a market participant may have
his/her order traded before he/she could have adjusted the prices to the new environment and

thus be subject to risk, which is undesired.

The method and system as described herein can also be used for trading many different types
of virtual derivative confracts, in particular hedged derivative contracts such as covered

options and covered futures contracts.




of virtual derivative contracts, in particular hedged derivative contracts
such as covered options and covered futures contracts. 10 CLAIMS: 1. A

met hod of sinultaneous trading of a derivative contract and/or conbinations
thereof and a contract in an underlying instrunment in an autonated
exchange system the system conprising a matching nodule and a dea

capture nodule, the nethod conprising the steps of: form ng and di spl ayi ng
a virtual derivative contract and/or conbinations thereof, the virtual
derivative contract inplying a sinultaneous trade in a derivative contract
and its wunderlying instrunment. receiving bids and offers in said virtual
derivative contract matching the bids and offers in the virtual derivative
contract and/or conbinations thereof 1wn the matching nodul e, and
forwarding the data relating to the matched deal to the deal capture nodul e
where a conbi ned deal, one deal in the derivative contract and one deal in
its underlying instrunent, is forned in accordance with the data rel ated
to the fromytdpgsvi rtual derivative contract when there is a match in the
virtual option/future contract and/or conbinations thereof. 2. A nethod
according to claim1l1, wherein the price of the underlying contract and or
the delta valmihol 8f SihsRh&yeehding of H@risae contrvarr tduthinaiidn thateofched | vat i ve

contract. 3. A nethod according to claiml or .2 further c i.sing the
step of pr dvFEFg & aﬁr‘f“@%‘i)’?“@elagf“ﬂmmtlﬂeanuﬂ%’@?a?egi RN & T %Ef%ér%gdén ext er nal
executi on peoinpdsing\dreschinyanadnid @nid y deabeaptortmaicl, themetbdd compdaiiedhosteps he
exchange Ikﬁ%ing the virtual derivative contract. 4. A nethod according to

any of cl ai 1 - 3, wherein the virtual derivatives contract corresponds
to a cover ed foptin®amdcdisglayigta vifual Aenivetisoupnizast erdiir rgmbivationsatheredf, thaher ei n t he

nunber  of COWE@V&JV@@%&%&@% o @i%ftzl:%&d@ Qrade in a derivative contract and its
' underlying instrument.

- receiving bids and offers in said virtual derivative contract

- maiching the bids and offers in the virtual derivative contract and/or combinations thereof
in the matching module, and

- forwarding the data relating to the matched deal to the deal capture module where a
combined deal, one deal in the derivative contract and one deal in its underlying
instrument, is formed in accordance with the data related to the froro the virtual derivative
contract when there is a maich in the virtual option/future contract and/or combinations
‘thereof.

2. A method according to claim 1, wherein the price of the underlying contract and or the

delta value is displayed in the same view as the virtual derivative contract.

3. A method according to claim 1 or 2, further comprising the step of providing a price feed in
the underlying contract from an external execution point, when the underlying contract is not

traded on the exchange listing the virtual derivative contract.

4. A method according to any of claims 1 - 3, wherein the virtual derivatives coniract

corresponds to & covered option contract.

5. A method according to claim 4, wherein the number of contracts traded in the underlying
instrument is calculated as: (size of virtual covered option instrument) * (delta value) *

(nominal reference contract) / (nominal virtual covered option instrument).




instrunment is calculated as: (size of virtual covered option instrunent)
(delta value) (nom nal reference contract) / (nomnal virtual covered
option instrunment). 11 6. An automated exchange system for sinultaneous
trading of a derivative contract and/or conbinations thereof and a
contract in an underlying instrunent, the systemconprising a matching
nodul e and a deal capture nodul e, conprising: - neans for form ng and

di splaying a virtual derivative contract and/or conbinations thereof, the
virtual derivative contract inplying a sinultaneous trade in a derivative
contract and its underlying instrunent. - means for receiving bids and
offers in said virtual derivative contract - neans in the nmatching nodul e
for matching the bids and offers in the virtual derivative contract and/or
conbi nati ons thereof, and - means for forwarding the data relating to the
mat ched deal to the deal capture nodule where a conbined deal, one deal in
the derivative contract and one deal in its underlying instrunent, is
formed in accordance with the data related to the fromthe virtual
derivative contract when there is a match in the virtual option/future
contract and/or conbinations thereof. 7. A systemaccording to claim®6,
wherein th@.3ﬂhﬂ&mﬂ&i@hmmgngemhywn@mﬂmmmmﬂmﬂmgnﬂadﬂwmhecdsmm&mwmalue IS
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means in the matching module for matching the bids and offers in the virtual derivative
contract and/or combinations thereof, and

- means for forwarding the data relating to the matched deal to the deal capture module
where a combined deal, one deal in the derivative contract and one deal in its underlying
instrument, is formed in accordance with the data related to the from the virtual derivative
contract when there is a match in the virtual option/future contract and/or combinations

thereof.

7. A system according to ¢laim 6, wherein the price of the underlying contract and or the delta

value is displayed in the same view as the virtual derivative contract.

8. A system according to claim 6 or 7, further comprising means for providing a price feed in

the underlying contract from an external execufion poini.

9. A system according to any of claims 6 - 8, wherein the virtual derivatives contract

corresponds to a covered option contract.

10. A system according to claim 9, comprising means for calculating the number of contracts
traded in the underlying instrument as: (size of virtual covered option instrument) * (delfa

value) ¥ (nominal reference contract) / (nominal virtual covered option instrument).




11. An exchange system the system conprising a nunber of renote input
termnals for entering bids and offers in a financial instrunment inplying
t he sinultaneous execution of a derivative contract and a contract
underlying said derivative contract (a virtual derivative contract), to be
mat ched by the exchange system the renote termnals being linked to a
central conputer server hosting an automated matchi ng process of said
entered bids and offers, the systemfurther conprising a deal capture
nodul e provided to receive data output fromthe matching process rel ating
to matched bids and offers given for said virtual derivative contracts,
the deal capture nodul e being programed to capture a deal in the
derivative contract and in the contraet underlying the derivative contract
in accordance with the specification of the particular virtual derivative
contract matched by the matching process. 12. A conputer prQq pr oduct
storing a dénPlershange FEcam e dyrien CHBREDE Retinber P! Jrmee Py B‘H’c“glisafg}érforrrs t he
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thereof. contract and in the contract underlying the derivative contract in accordance with the

specification of the particular virtual derivative contract matched by the matching process.

12. A computer program product storing a computer program, which when executed on a

computer performs the following steps:

- forms and displays a virtual derivative contract and/or combinations thereof, the virtual
derivative contract implying a simultaneous trade in a derivative contract and its
underlying instrument.

- receives bids and offers in said virtual derivative contract

- matches the bids and offers in the virtual derivative contract and/or corabinations thereof,
and

- forwards the data relating to the matched deal to a deal capture module where a combined
deal, one deal in the derivative contract and one deal in its underlying instrument, can be
formed in accordance with the data related to the from the virtual derivative contract when .

there is a match in the virtual option/future contract and/or combinations thereof.




