EXCHANGES FOR CREATI NG AND TRADI NG DERI VATI VE SECURI Tl ES Thi s
invention relates to trading in financial 5 securities. There are
many types of financial security such as equities, bonds, |oans and the

| i ke, and many reasons why persons wish to trade in them For exanple sone
people or institutions will wsh to use 10 the securities to raise capital
or as an investnent vehicle, while others may wish to trade in securities
in order to reduce the risk of sustaining a loss if certain conditions
prevail, for exanple if the stock market or any particular stock that is
traded on it 15 falls. There are also & number of derivative financial
securities whose val ue depends on the value of an underlying asset w thout
necessarily being e i e £ | S js a futures
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requiring contracts to be
One form of derivative security is a futures

20 contract, which is a derivative instrument in which
two parties agree to transact a set of financial
instruments or physical commodities for future
delivery at a price agreed today. Futures are
standardised by quality, quantity, delivery time (at

25 fixed dates in a given year) and location for each
contract. The futures exchange requires each customer
to post an initial deposit in the form of cash or
acceptable securities prior to commencement of
trading, and they must then maintain a margin at the

30 start of each day once the contract is originated so
that they are always in funds. This margin account is
adjusted at the end of each trading day according to
the day’'s price movements until the expiry of the
futures contract. All trades are made via a futures

35 broker/market maker.



20cl osed, could be in place to limt down-side | osses should the market go
agai nst the trader. Anot her form of derivative security is a contract
for difference (CFD), which is a structured agreenent between two parties -
the trader and the CFD provider 25 (market naker) -:-to exchange at cl ose of
the contract the difference between the opening price of an underlying
share at the start of the contract and the price of the underlying share at
the close of the contract, multiplied by the nunber of shares

30speci fied. CFDs are open-ended contrac&s that automatically roll over one
day to the next. Li ke the futures“market, an initial deposit and a
margin are required prior to comencenent of tradlng and the margin may
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derivative s@EUEhbY doht¥#dct, and an initial deposit, the size of
which will depend on the futures broker, may be

10 required before the customer can trade. However, if
the market goes against the trader between agreeing

the contract and maturity of the contract, his account

will be debited (known as a margin call) for the

difference. The “loss” between purchase of the
15 contract and close of the futures position is
therefore subject to market movements and is
uncertain. To mitigate ©potential  losses, an
additional contract would need to be taken out. In
practice stop-loss orders, requiring contracts to be
20 closed, could be in place to limit down-side losses

should the market go against the trader.

Another form of derivative security is a contract
for difference (CFD), which is a structured agreement
between two parties - the trader and the CFD provider

25 (market maker) - to exchange at close of the contract
the difference between the opening price of an
underlying share at the start of the contract and the
price of the underlying share at the close of the
contract, multiplied by the number of shares

30 specified. CFDs are open-ended contracts that
automatically roll over one day to the next.

Like the futures market, an initial deposit and a
margin are required prior to commencement of trading,
and the margin may differ depending on the liquidity

35 of the stock, with stocks that are less frequently



15 option. A call (put) option gives the holder the right to buy (sell) an
asset for a specific price (strike) on or before an expiry date. Options
are exchange traded via a broker, and are traded in units of 100. 20Wen
the contract is made, the trader will pay a price which will be a
percentage of the underlying asset price. If the value of the underlying
asset rises, profit can be realised in either of two ways: by exercising
the option and then selling the asset, 25 or, for exchange traded options,
by selling the option (whose price willzhave risen by virtue of the rise in
the price of the underlying asset). Exchange traded equity options
are "physical delivery" options, which neans that there is a 30 physical
delivery of ghegedderbyungisock t taDghés ontirhdiagst amafgin accoumhe f the
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As with the futures wmarket, stop-loss oxrders could be

in place to limit loss and downside risk.

Yet another form of derivative security is an

15 option. A call (put) option gives the holder the
right to buy (sell) an asset for a specific price
(strike) on or before an expiry date. Options axre
exchange traded via a broker, and are traded in units
of 100.

20 When the contract is made, the trader will pay a
price which will be a percentage of the underlying
asset price. If the value of the underlying asset
rises, profit can be realised in either of two ways:
by exercising the option and then selling the asset,

25 or, for exchange traded options, by selling the option
(whose price will have risen by virtue of the rise in
the price of the underlying asset).

Exchange traded equity options are ‘“physical
deiivery" options, which means that there is a

30 physical delivery of the underlying stock to or from

the customer’'s account if the option is exercised.
The owner of an equity option can either exercise the
contract at a specific time (for European options) or
at any time prior to the exercise deadline (for

35 American options)set by the relevant exchange.




clearing nenber's default. Exi sting forns of derivative securities

t hus generally have a nunber of features that m ght be regarded as

di sadvantages for certain traders, for 20 exanple that the potential gain
or loss to one of the traders is not known at conmencenent of the

transaction and so needs to be hedged, or that additional

margin calls may

be received before the contract is closed. In addition, the financial 25
instruments are only avail abl e through market nakers, and usually nore than
one transaction (with associated costs) is required in order to close a
position. Al so, secondary exchanges to 4rade directly in the financi al
derivatives are generally not avail able. 30 The present invention proposes
an exchange, and nmet hod. of opera |n rel n ntIy
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meet a minimum set of financial requirements.

Market

maker members of the OCC must provide collateral for

the positions of options writers (market makers)

and

both market maker and broker members must contribute
15 to Clearing Funds that protect the OCC against a

clearing member’s default.

Existing Fforms of derivative securities

thus

generally have a number of features that might be

regarded as disadvantages for certain traders, for
20 example that the potential gain or loss to one of the
traders 4dis not known at commencement the
transaction and so needs to be hedged, or that

additional margin calls may be received before the

contract is closed. In addition, the

financial

25 instruments are only available through market makers,
and usually more than one transaction (with associated
costs) is required in order to close a position.
Also, secondary exchanges to trade directly in the

financial derivatives are generally not available.

30 The present invention proposes an exchange, and a
method of operatixig an exchange, where independently
tradable derivative securities can be created by

matching the expectations of multiple traders
and sellers) as to changes in the wvalue
35 underlying numerical variable. Such traders

(buyers
of an

may



(i1) data indicating whether the offer is a purchase offer or offer for
sale, 20(iii)the identity of the nunerical variable, (iv) nunbers
representing the price offered by a buyer (the bid price) or the price
offered by a seller (the offer price), (v) nunbers
representing the predeterm ned 25future tine, (vi) nunbers representing a
val ue of the nunerical variable at the predeterm ned future tine or before
the predetermned future time that is defined in the offer, 30 (vii)data

i ndicating the relationship between the_defined val ue of the numerical

vari able at or before the predeterninedsfuture time specified in the offer
and the actual value of the nunerical vari able at or before the
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securlty value that is contingent on a well defined,

externally influenced numerical variable associated

therewith at or before a predetermined future time,
which system comprises:

(a) a database for storing data defining purchase
offers and offers of sale of the derivative
gsecurities received from traders, whether buyers
or sellers, the database being structured for
storing records for each offer including
(i) the identity of a trader that has made the

offer,

(ii) data indicating whether the offer is a
purchase offer or offer for sale,

(iii)the identity of the numerical variable,

(iv) numbers representing the price offered by a
buyer (the bid price) or the price offered
by a seller (the offer price),

(v) numbers representing the predetermined
future time,

(vi) numbers representing a value of the
numerical variable at the predetermined
future time or before the predetermined
future time that is defined in the offer,

(vii)data indicating the relationship between the
defined value of the numerical variable at
or before the predetermined future time
specified in the offer and the actual value
of the numerical variable at or before the

predetermined future time that is required



(iti)the predetermned future tine, 15(iv) the defined value of the
nunmerical variable at the future tinme specified in the offer, and (v) the
rel ati onshi p between the defined val ue of the nunerical variable specified
in the 20 offer and the actual value of the nunerical variable at the
future tinme or at a tinme up to the future tine; and (e) a derivative
security creation nodule that is responsive to output fromthe decision
unit that 25a match exists in order to create one or nore derivative
securities, which conprises: (i) a traq§ settlenment unit for automatically
cal cul ating the agreed nunber of the derivative securities, being the

maxi mum 30 nunber of derivative securities that are the subject of both

the purchase offer and thg Qff &0 0ft sl i&adtt A8 AdAs-d hendexiaim) f i nanci al
obligation of a trader, being substantia I¥.the product of the ag&ged

35nunber of deri Vatdilde scrurberes FEPTEFENTITGyr cERCt r e 9T the
trader is a buyer, or gufistikiadldacddiciuodicttind ofibengreed nunber of

Securty valBd afiF { REPRG oA r SHECHYIBE | FienctFRaaror gy fHet ' ve ©
autosati cal |y reeeindhage witteds diwdn ddgrescsor responding to their maxi num
firnanci al OQngagﬂnﬁnﬁgg for receiving the data defining offers

of sale from sellers;

(d) a decision unit for determining whether or not a

match exists between a purchase offer and an

10 offer of sale in the database in terms of:

(i) the bid and offer prices, referred to as the
agreed trade price if a wmatch is determined,

(ii) the numerical variable,

(iii) the predetermined future time,

15 (iv) the defined value of the numerical variable
at the future time specified in the offer,
and

(v) the relationship between the defined value
of the numerical variable specified in the

20 offer and the actual value of the numerical
variable at the future time or at a time up
to the future time; and

(e) a derivative security creation module that is
responsive to output from the decision unit that

25 a match exists in order to create one or mwmore

derivative securities, which comprises:

(i) a trade settlement unit for automatically
calculating the agreed number of the
derivative securities, being the maximum

30 number of derivative securities that are the
subject of both the purchase offer and the
offer of sale; calculating the maximum
financial obligation of a trader, being
substantially the product of the agreed

35 number of derivative securities and the



(i1) a derivative security creation unit for 10 notifying the traders of
creation of the derivative security and of data relating to the derivative
security, and storing data relating to the derivative security in a

dat abase; and 15(f) a maturity settlenent nodul e for paying appropriate
traders at the predeterm ned future time or before the predeterm ned future
ti me depending on the type of derivative security, which conprises: 20(i) a
maturity data input nodule for receiving froman external source, data
guot ed by an i ndependent institution, n;presentlng t he actual value of the
nunerical variable at the predetern1ned future tinme or before the
25predeterm ned future tlne (ii) a determ nation nodul e responsive to data

fromthe maturity datg % e? foL ﬂft Fﬁ@ ergaeratlsora Qﬁﬁfé@ the

predeterm ned future t| hie“actual val ue of e 30 ‘nuneri cal
variable is the same ®r ofubstansialdy Hgﬁ%mPFﬁ@uGEfFHEdt@§l&ﬁTE ified in

the offer; (iii )arﬁﬁdﬁéiursc?fmnaem&tﬂvéesﬁéaﬁﬂtlb@ dairea f reme t he
determ nati on nodul e, for_ sending_,35t0 one the triﬂgrs or.to an agreed

third 8 party funds COiiEEFRHSR nd %ﬂﬁ??hnt | P AT EBY St he
agreagd nunber of the Wﬂﬂﬁ}ﬁ&fﬂlﬁbtﬂﬂdnbhenab‘rdedl \tactadﬁemecqﬁlig' val ue.
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they enabl e derivative securi Pres t e Crea wth a sign can
sinmplified procedure aetedivimg edusds c508 tbradener CHLHIPPRA :h%g have to

pay fees to market makey $HMQSGaximum financial obligation; and

(ii) a derivative security creation unit for

10 notifying the traders of creation of the
derivative security and of data relating to
the derivative security, and storing data
relating to the derivative security in a
database; and

15 (£) a maturity settlement  module for paying

appropriate traders at the predetermined future

time or before the predetermined future time
depending on the type of derivative security,
which comprises:

20 (i) a maturity data input module for receiving
from an extexrnal source, data gquoted by an
independent institution, representing the
actual value of the numerical variable at
the predetermined future time or before the

25 predetermined future time;

(ii) a determination module responsive to data
from the maturity data input module, for
determining, at or before the predetermined
future time, whether the actual value of the

30 numerical variable is the same as or is
above or below the defined value specified
in the offer;

(iii)a reimbursement module responsive to data
from the determination module, for sending

35 to one of the traders or to an agreed third



10 costs are necessarily passed on to the traders. Further, opening or
closing a position in the systemaccording to the invention involves only a
single transaction cost. By virtue of the sinplification of trading,
traders can use the system whether they are 15 traders in |arge vol unes,
which one may refer to as institutional investors, or are only small
traders, often called retail investors. One inportant aspect of the system
and nmet hod according to the invention is that both the price which is
agreed by the traders for 20 the derivative security on creation of the
derivative security and the price that $s to be received by one of the
traders on maturity of the derivative security is known at the tine the

agreenent is entered into and. the deri I ri .ed5.,Thg,gai n or
loss 25 that can be fde"%r dfs"ﬁ? Ser%8%%3%%?%%&??%erg%?égE%ﬁggsg%gmeahen t he
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not be subject to any margin calls the 30 narket goes against him In
addi tion, unlike futur®@CeBhEYat®¥uend CFDs, the potential gain or loss is
knowns at the incepid ogystumt heid hdhster hivebrdtngetar ithesioventédn
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for fixed peidestsdifgr sxaniie tinestdorsiinveiMes ®Rdyeas tﬁén_gé_@uri ties
according 'O e OVEGh! 8BSHRY D&y WALLGD b Ay PaRbPlei tAcadd] biron L he
derivative sécurities according to the 1 nvention do_not req?lre t hat an

e

15under | yi ngtzadingi s tpaderss R huser &Sy FiGS FeP albethedk eFage PEEs.
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that  the tracers; Ioy; Lest iwdieles! 2 "RReY &0f) ManlreR iaeeson
often called retail investors. One important aspect
of the system and method according to the invention is
that both the price which is agreed by the traders for
20 the derivative security on creation of the derivative
security and the price that is to be received by one
of the traders on maturity of the derivative security
is known at the time the agreement is entered into and
the derivative security created. The gain or loss
25 that can be made or suffered by any trader is thus
known when the trade is agreed, so that it may not be
necessary to hedge any trader’s position.
Thus, unlike futures contracts and CFPDs,  the

trader will not be subject to any margin calls if the

30 market goes against him. In addition, unlike futures
contracts and CFDs, the potential gain or loss is
known at the inception. Further, the derivative

securities created according to this invention may be
based on a wider set of underlying securities and
35 assets than those currently forming the basis of



20 deposit by the exchange over the period between settlenent of the trade
and maturity, and that this interest is payable to a trader even if he

| oses noney by the market going against him There will, on the other hand,
i nevitably be sone transaction and 25adm ni stration costs that are |evied
on the traders by the exchange. Thus the term "substantially" when referring
to the calculation of financial obligations of traders or reinbursenent to
traders by the exchange is intended to take into account any interest
earned . 30 on noney deposited and any transaction and adm nistration
charges, and such interest and chargesfhre inplicitly taken into account
whenever terns such as "prices", "values" or "paynents" and the like are

enpl oyed hergi.n. 35The _punerical_yarjiable that is SQe] d...10_w,th the
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specific location or a_nean t enperature over eographi cal a , or
ot her weat héi®% el §¥BHPASt a, EBERS ag@ nor THFi t 9‘0&&1% ecf“’?‘%ﬁe(ﬁt a éﬁg
popul at i ons,seduirir idat hetbedingr aznhths e igaengder anapn kendwrhbtenke. Such

data may for_ exanple be. used tg L& _Lnsyrance eSeb@rPLiLgate
their 25 exdEé’ r ch%{fc%éri SIIR-E: g??liitgo!f)lr% ora el% he vafue of the
nuneri cal vadcaiddingheohethen bavenyionndlx, neSmBsRYiLe ShAEr fRgure, be
wel | gdef i nedy,ddiat, g bgsgarer 1gd v dihddmartivel geabedingn, révatedanpl e a
stock or bond exchande, or an official data

brokerage fees.

Yet a further advantage of the trading system
according to the invention is that the traders may
receive interest on money that has been held on

20 deposit by the exchange over the period between
settlement of the trade and maturity, and that this
interest is payable to a trader even if he loses money

by the market going against him. There will, on the

other hand, inevitably be some transaction and
25 administration costs that are levied on the traders by
the exchange. Thus the term ‘“substantially” when

referring to the calculation of financial obligations
of traders or reimbursement to traders by the exchange
is intended to take into account any interest earned

30 on  money deposited and any transaction and
administration charges, and such interest and charges
are implicitly taken into account whenever terms such
as “prices”, “values” or “payments” and the like are
employed herein.

35 The numerical variable that is associated



30 generation office, and, in the case of financial assets, have a
sufficient degree of liquidity so that there is always a market in the
assets. Although the derivative securities may be descri bed below with
reference to an underlying asset, e.g. an equity, it 35w |l be appreciated
assets are only an exanple and 11 that other nunerical variables that have
no intrinsic "value" nmay be enpl oyed instead. The system and net hod
according to the invention have the significant advantage over previously 5
proposed exchanges that the formof the derivative securities is created by
the traders themsel ves rather than by tH: exchange. That is to say,

al though the overall rules of trading will be set by the exchange, once the
exchange has agreed to the liquidity and 10 defi,nition of._ the underlying
variabl e, t h@lggaoﬂ?% o n R (it nﬁgﬁﬂﬁfti’hé“%déﬁ VIRGSTati g%ef e Y

t oget her wi t hapiablepabaretfinctusttesaswitie tater isnd twhnese t reluel vs of the
under |l yi ng var]j t ' ti Pr eyl ou pr ed changes
have had thegxﬁggég%ggvaﬁggggh%%§%¥§hégggggﬁgPérgu%efﬁh¥hg.t %?co%%%acts
made were seinfjueneedxdivarigeading inethes@rchangelonlpravidadt &ratunber of
contrgcts werfeavVaih@bl £ £R) @41aEPlies #EE1 e¥elFanad . hasthdevarsatiant age
that contracts_my_be nade rel ati ng onl¥ 20t o L%dex vaLﬁes rat her .t han
speci fic shatedl also negmaddyehe A% drialh EetaletofipFPeE Siraidy of
separ at e var babliegliderit 1ar ecoorNecisl EucBoal | agaimsot éridhogome proovi ded

t hat the nunerical  variabl e_gives.a,sipgle. NO i ns ' t e

rel evant ti nECAs tBrigﬁﬁgthEgythgl %riggti%gggggu[ity&&#gﬁkg&ggyiééﬁ.

Ref erences tounenksaductaristilee pikleber inédnppcded tvareiaple, officéh nean
the ghose Ofekaaﬂfe%ﬁgev{a&ﬁenwfeh&p%lsé@aIé\b&ﬁ_é@fsﬁse&aﬁ > @by of an
under|yi ng asset” or jndex, and references ts,grlces of, "30 the underlying
asset or ot hdRCPPRanFSETYTRRYT e€5aF rePBCEEEY oG g irarREY 75 c & as
determ ned byntibe exehange an tihtereisietrate Windext, heyr ustecky maglkesset i s
bei ng traded,and. the prices of the assets er m . , npl e,
for US bonds™™¢f& F5pfi EEEESHL 6815 g?%(%e trrciag-’t%s b@ﬁ% ?r%?ggt mgﬁg/b%)é%t aken

single asset or a number of assets, for example a

15 portfolio of stocks. However, in the broadest aspect
of the invention, other variables, especially
variables that affect, or are a reflection of, a risk
may  be employed. Such variables may include
temperature at a specific location or a mean

20 temperature over a geographical area, or other weather
related data, average mortality or infection data of
populations, crime statistics, greenhouse gas

generation and the like. Such data may for example be
used to enable insurance companies to mitigate their
25 exposure to such risks. It is preferable that the
value of the numerical variable, whether an equity,
index, commodity ox other figure, be well defined,
that it be governed by an impartial custodian, for
example a stock or bond exchange, or an official data
30 generation office, and, in the case of £financial
assets, have a sufficient degree of liquidity so that
there is always a market in the assets. Although the
derivative securities may be described below with
reference to an underlying asset, e.g. an equity, it
35 will be appreciated assets are only an example and



12 as the final price at the maturity tinme of the derivative security.
However, it is possible for tines other than the end of trading to be
referred to, and it is possible for prices other than closing 5 prices to
be quoted. For exanple the opening price of an underlying asset on the
maturity date may be used. It is even possible for different tinmes during a
trading day to be used as maturity tinmes, depending on how the exchange is
operated or on the type of 10 derivative security that is created. For
exanple, with derivative securities whigh can secure a claimif the
underlyi ng asset achieves the relevant price before close of trade on the
maturity date, it is possible for the claimto be secured at any point of

15 ti n}e ?lﬁritﬂﬁatt hlﬁclﬁéﬁdhﬁﬂe?a&agr xﬁ&fi%:,}ﬁ;teﬁvﬁfa% f hhbe ??%Mi%@ié Ihe |
price o e underlying asset reverses later on during the day. Simlarly,
it is possibl é’afqé're pr“?gf & ﬁ%soi‘f"dfb‘él‘"(ﬁe@ﬁ{'i n general rather than close of
tradi ng. 20The dermheatswetarcandt meshod lacuonidny bhavéehe poedatteionned
nom nal securj va of . Gl cy j . 3% El . i.pl es or
fracti ons theHra{e‘%%‘, %#g a ﬁgﬁgérﬂééﬁgeri%ﬁ%‘égg%cun ‘lgfes véllﬁ%:bée&%ir%ded in
any orfe cont PROPOSRG epkebRRERy, Bhabntthet fP8m naf pehe ordesivaeiveat i ve
securl Ey Pa\é!sia]jzu@:i\t&'eléelii@‘ _@ré&'tEl Qe ppf tlélle” E?Q@)ér%n'ttl'férf]ns-@l'v%é Sréffiibli@f }’tﬁ
conceptual difference, i s.also possible for an exchange to deal w
derivative sé%‘(?]r‘i %%stpﬁ EXHARIC of didtentFesO Wi¥e Fﬂ@hﬂé’ﬁg\/a‘i]??/e
securities havelradi13Gulns tdée exalidnge widyl Neyvesdtf ber ehie rmtahaige,
derivative segur ty,uales fhe database Ihat storgs dptg, defiping,ghe

o7 sale na?%ﬁ er

purchase of fers and of férs So contarn nu S representing
the A8m nal defipitiva o he yundeokysyg BsThabiel athendvasians veam t he

defined val uge@briige 13nA¥MEELEA! uNAELBPL Ry SRRLE{ARTei N haQfditeand the
actual value at the predetermned future tiTre_or beforge the predeterm ned

future time P& ST BRYsMeEsts: Il oF%r the JBREHELFhe taPS m e |

normal |y be wadubelof hthacttiabrigling eartibdleunst i the watuailty isimpove, at
or bel ow theeggfi ned vglvueusgeci fied in th(g3 o%lf er. 1In aoxlfdi ti,.on ig ethe

val ue of theSnlreri caF Varisole Eéffofpﬁg(?di n r i he }%aéarre a& t he

act uab val uedasatitengrgect ethated fimeur e perametiehiss 16lefbyniby cordhalered as

falling bel owogkLEEENIn3RAVE,LRE agtyalyyal d | on.idie 1 s of
t he exchange. OAIf: t hat I|“s igrrp‘(":),%tgntg‘};"{éI that the re atirg%hi p spec%dijed in

the derivati ¥&8S8dEuriiat cPBAVed® oA iFdkey wHker &F | ePRBRACHE Ea¥RE f of
the buyer aravautsabhiby For example, one exchange has the

disadvantage that contracts may be made relating only
20 to index values rather than specific shares.

The numerical variable may comprise a number of
separate variables that are connected by Boolian or
other logic provided that the numerical variable gives
a single YES/NO instruction at the relevant time as to

25 whether the derivative security should pay out.

References to times such as the predetermined
future time will often mean the close of trade where
the numerical wvariable refers to the price of an
underlying asset or index, and references to prices of

30 the underlying asset or other financial figures may
refer to closing market prices as determined by the
exchange or the market in which the underlying asset
is being traded and the prices of the assets
determined. Thus, for example, for US bonds, the

35 prices on closing of the US bond market may be taken



15excl usi ve and together cover the entire range of possibilities. In
fact, according to a preferred aspect, it is not just a single derivative
security that is created if the decision unit determ nes that a match

exi sts, 20but rather a pair of conplenentary derivative securities. Thus
the derivative security creation nodule is operative to create (a) a
"buyer" security that will pay the predeterm ned nom nal derivative
security value, if, at the predeterm ned future tinme 25 or before the
predetermned future tine, the value of2the underlying nunerical variable
rises to or above, or falls to or beloﬁ, t he predeterm ned underlying
nunmeri cal variable value, and 0,1 a "seller" derivative security that wll

pay the nom'%léa! 89 defi yaq i V@ff@&uré‘-l{y é’l?éu%ati_\ir ¥t heisamecki nepkhe val ue

of the underTying nunerical varrable fails to riseto or aboye or fails to
fall to or béévivatiyect$s@UNAtYhe dEOWSFETnundEi chf vBPFaBPESvafBE. one

derivative segtédtyrhsrCERahednhinehhe ofamadlinghe o3Bul s antdedheoot her is
created in the_name of the 14 seller once all rghevané ;i elgiog."i‘ﬁ been
mat ched by t#Adekt silch RASE1RdE,cEhePBIGEP aREREEI | 5P 8ot FtPecEfve t he

nomi ngl deripaiéeae secbei tporabiue Folr tehxmynpdee thld eopanisgrupriaechbdin), the
buyer's profit wlLl . ang j I, N eri-MAtjhye, sggurity

val ue m nus %eu%%?]éggl?gaggg%ﬁzi CQ%{ aév%tlikuée(r e%@%ﬁ@sghtgr Hsa\%r%f i_?évvi Il be
substanti al | Jtt Hes agrwsad wosgdlgde cdor diffepenger EVREPy e V&R t Pes

created by t@fa&yﬁg!{ eFAFNEoBENOdeAC 60 datehrlid v NGl nidl/ eNdéEndBNgbent r aded
If 10 desired I nstead of being held unti] turit e securities may be

. T
traded by an§P¥eahde ndPFErEydesett f FPPEFAHTNg ??égo%/rf‘ab‘f‘ S ns¥Panents, for
exanpd e i n adéiheaecivé eahangs: that mby idrelseded bEoronesstpdeto t he
primary exchange although it _i ; 120eGRISALd | ;case. Thus,
accordi ng toWJaﬁ%tﬁ% * %g%‘é?, S?%‘é"glxﬁ\g}gﬁyﬁrgﬁ%& o%\?lgldes a céo%u%i;?ngyg?em t hat
al so constitthes anderdyingy srek&ngechdeviesadithly defelriYFRe sBPERFPt| es.

Such a conputef,syStEaBIBY oENCiHge on the maturity date, it is
possible for the claim to be secured at any point of

15 time during the trading day or before, even if the
movement in the price of the underlying asset reverses
later on during the day. Similarly, it is possible
for precise times to be used in general rather than
close of trading.

20 The derivative securities will normally have a
predetermined nominal security value of one currency
unit (e.g. $1 or £1) or multiples or fractions
thereof, and a number of derivative securities will be
traded in any one contract. Alternmatively, a contract

25 may be for one derivative security having a value of a
number of currency units. This is merely a conceptual
difference. It is also possible for an exchange to
deal with derivative securities in a number of
currencies. Where the derivative securities handled

30 by the exchange may have different nominal derivative
security values, the database that stores data
defining the purchase offers and offers for sale may
also contain numbers representing the nominal
derivative security value(s).

35 The relationship between the defined value of the



20(g) a secondary input for receiving purchase offers fromtraders
the existing derivative securities; (h) a secondary input for recei
of fers of sal e of the existing derivative securities

traders;

(j) a secondary decision unit for determ ning whether or not a matc
between an offer to buy and an offer for sale of an existing derivative 30
security created by the prinmary exchange in the database in terns of the
bid and offer prices of the existing dggivative security, the type of
derivative security, the underlying nunmerical variable and the
predeterm ned future time; and 35(k) asecondarytradesettl|ementunitfor 15

aut;)ngtltcal ﬁ’:m%ﬂ%&t@gvgégaﬁiéess?écibﬂewaﬁﬂ i the hmﬁmn@'}f@’ deus
unit deternines that a natch exjs in e s r

the derivat PEEUSdcUNPLRSS r 8in t &S5 elPF 5%?H%E%€uf%{%9§%d reéilgﬁi
froma tradgesehe has @ﬂ@immimdtmm@ethemexr@g}lﬁgeéermaﬁw
that has been matched, The deriyatiye SErEiheh twadednbynbieysasondary
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whether the actual value of the numerical variable is
above, at or below the defined value specified in the
offer. In addition, if the value of the numerical
variable defined in the offer is the same as the
actual value at the predetermined future time, this
may be considered as falling below or rising above the
actual value depending on the rules of the exchange.
All that is important is that the relationship
specified in the derivative security created on behalf
of the seller and on behalf of the buyer are mutually
exclusive and together cover the entire range of
possibilities.

Tn fact, according to a preferred aspect, it is
not just a single derivative security that is created
if the decision unit determines that a match exists,

to buy
Vi ng
from

25(1) a database for storing the offers to buy and offers to sell;

h exists

si on

fer of

g funds
security

but rather a pair of complementary derivative .

securities. Thus the derivative security creation
module is operative to create (a) a vbuyer” security
that will pay the predetermined nominal derivative
security value, if, at the predetermined future time
or before the predetermined future time, the value of
the underlying numerical variable rises to or above,
or falls to or below, the predetermined underlying
numerical variable value, and (b) a Zseller”
derivative security that will pay the nominal
derivative security value, if at the same time the
value of the underlying numerical variable fails to
rise to or above or fails to fall to or below
respectively, the defined numerical variable value.
One derivative security is created in the name of the
buyer and the other is created in the name of the



exchange will normally have been created by the 10pri mary exchange, but
they may have been created independently. According to yet another aspect,
the invention provides a nethod of operating a conputer system that
constitutes a primary exchange for creating derivative 15 securities that
secure a claimof a predeterm ned nom nal value that is contingent on a
wel | defined, externally influenced nunerical variable associated therewith
at or before a predetermined future tine, which nmethod conprises the steps
of : 20(a) receiving data defining the purchase offers from buyers; (b)
receiving data defining offers of saleg?{on1sellers; (c) storing the data
defi ni ng purchase of fers and 25offers of sale of the derivative securities

received frogy %g \ggﬁ;lhei}e?g;;g{l% Q3 S c# EI? ol gegndqﬁm

dat abase belng S or storing recor or each offer |nclud|ng
the dec181on unit. Since the buyer and seller bot

receive the nominal derivative security value (if they
are able to secure a claim), the buyer’s profit will
5 be substantially the nominal derivative security value
minus the agreed trade price, whereas the seller’s
profit will be substantially the agreed trade price.
The derivative securities created by the system
and method according to the invention may be traded if
10 desired instead of being held until maturity. The
securities may be traded by any means normally used
for trading negotiable instruments, for example in a

financial exchange. This may if desired be connected
to the primary exchange although it is by no means
15 necessarily the case. Thus, according to another

aspect, the invention provides a computer system that
also constitutes a secondary exchange for trading

derivative securities. Such a computer system may
include:
20 (g) a secondary input for receiving purchase offers

from traders to buy the existing derivative
securities;

(h) a secondary input for receiving offers of sale of
the existing derivative securities from traders;

25 (i) a database for storing the offers to buy and
offers to sell;

(j) a secondary decision unit for determining whether
or not a match exists between an offer to buy and
an offer for sale of an existing derivative

30 security created by the primary exchange in the
database in terms of the bid and offer prices of
the existing derivative security, the type of
derivative security, the underlying numerical
variable and the predetermined future time; and

35 (k) a secondary trade settlement unit for



(i) the identity of a trader that has made the 30offer i

i ndi cating whether the offer is a purchase offer or gf%egl;érdggﬁe
(iii)the identity of the nunerical variable, (1v) nunber s
representing the price offered by a 35buyer (the bid price) or the price
offered 16 by a seller (the offer price), (v) nunbers representing the
predeterm ned future time, (vi) nunbers representing a value of the 5
nunerical variable at the predetermned future time or before the
predeterm ned future time that is defipied in the offer, (vii)data

i ndi cating the rel ationship between the defined value of the nunerical
variable at 10 or before the predeterm ned future tine specified in the

?LIE:ea??n;hfhgfgﬁgbpﬁﬁhﬁélg&tdﬁadﬁi i gatapasésblog ather tibefler d ff he
the ggglo:gcelarlyn c(i)ég;%iogr Lhe trader 1o secungd hg claim
match exists; notifying the traders of transfer
of the derivative security from the seller to the

5 buyer, and receiving funds from a trader who has
made an offer to buy the existing derivative

security that has been matched. ,

The derivative securities traded by the secondary
exchange will mnormally have been created by the

10 primary exchange, but they may have been created
independently.

According to yet another aspect, the invention
provides a method of operating a computer system that
constitutes a primary exchange for creating derivative

15 securities that secure a claim of a predetermined
nominal wvalue that is contingent on a well defined,
externally influenced numerical variable associated
therewith at or before a predetermined future time,
which method comprises the steps of:

20 (a) receiving data defining the purchaée offers from

buyers;
(b) receiving data defining offers of sale from

sellers;
(c) storing the data defining purchase offers and
25 offers of sale of the derivative securities

received from traders, whether buyers or sellers,

in a database, the database being structured for

storing records for each offer including

(i) the identity of a trader that has made the
30 offer,

(ii) data indicating whether the offer is a

purchase offer or offer for sale,

(iii)the identity of the numerical variable,

(iv) numbers representing the price offered by &
35 buyer (the bid price) or the price offered



15(viii) nunbers representing the quantity of derivative securities in the

of fer;
of fer
of fer

(ii1) the nunerica
Fhe defi ned val ue of the nunerical
in the offer,

(d) determ ni ng whet her or
and an offer of sale in the database in terns of:

not a match exists between a purchase
20(i) the bid and

prices, referred to as agreed trade price if a match is determ ned

variable, (iii)the predeterm ned future tine,

(iv)

( vari able 25at the future tinme specified
and (v) the relationship between the defined val ue o?the

nuneri cal vari abl eatt he predeterm ned f [ i
ri _ ( gure tinme or before the 30tine
specified in the predeterm ned future value of the nunerical offer

act ual
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(v)

(vi)

by a seller (the offer price),

numbers representing the predetermined
future time,

numbers representing a value of the
numerical variable at the predetermined
future time or Dbefore the predetermined
Future time that is defined in the offer,

(vii)data indicating the relationship between the

defined value of the numerical variable at
or before the predetermined future time
specified in the offer and the actual value
of the numerical variable at or before the
future time that is required in oxrder for

the trader to secure the claim,

{(viii) numbers representing the cquantity of

derivative securities in the offer;

(d) determining whether or not a match exists between

a purchase offer and an offer of sale -in the

database in terms of:

(1)

the bid and offer prices, referred to as the

agreed trade price if a match ig determined,

(ii)

the numerical variable,

(iii) the predetermined future time,

(iv)

(v)

the defined value of the numerical wvariable
at the future time specified in the offer,

and

and t he

the relationship between the defined value

of the numerical variable at the
predetermined future time oxr before the
predetermined future time specified in the
offer and the actual value of the numerical
variable at the predetermined future time ox
at a time up to the predetermined future
time that is required in order for the

trader to secure the claim; and



vari able at the predetermned future tine or at a tinme up to the
predeterm ned future 17 (e) creating a derivative security in response to
output fromthe determining step that a match exi sts, which step conpri ses:
(i) automatically calculating the agreed nunber 5 of the derivative
securities, being the maxi mrum nunber of derivative securities that are the
subj ect of both the purchase offer and the offer of sale; calculating the
maxi mum financial obligation of a trader, 10 being substantially the
product of the agreed nunber of derivaghve securities and the agreed trade
price if the trader is a buyer, or substantially the product of the agreed
nunber of derivative securities and 15 the difference between the nom nal
derivative s&gumé@ééﬁaﬂgeamddbbevagﬁﬁed teadeipyi céni f refponegdekois a

seller; autonatlcal ei ving, fun (o] ogdi their
Oc?%%n;x@%ﬁfﬁ?yf‘ér%elf viastpoadi aac kA

HBX|nun1f|nanC|aI &PMon he traders of creation
of the der|vatlv&mmansﬂtwhxnhjsﬁepkﬂqmpmiéﬁ$ng to the derivative security,

and storing data {J?I atj. d}%‘ﬁé)m'g&}qﬂgrb&%h\lgtg%urtﬁy a@x@eﬁdﬁﬁﬁbese and

(f) a maturity settlement ste % prlate traders at
predéternined future tefe ©he be@@‘f’évﬁ éVSre &P of ut DT | n% 8epend| ng
on maximum number of derlvatlve securities that

are the subject of both the purchase offer
and the offer of sale; calculating the
maximum financial obligation of a trader,
10 being substantially the product of the
agreed number of derivative securities and
the agreed trade price if the trader is a
buyer, or substantially the product of the
agreed number of derivative securities and
15 the difference between the nominal
derivative security value and the agreed
trade price if the trader is a seller;
automatically receiving funds from traders
corresponding to their maximum financial

20 obligation; and
(ii) notifying the traders of creation of the
derivative security and of data relating to
the derivative security, and storing data
relating to the derivative security in a

25 database; and

(f) a maturity settlement step for paying appropriate
traders at the predetermined future time or
before the predetermined future time depending on
the type of derivative security, which comprises:
30 (i) a maturity data input step of receiving from
an external source, data quoted by an
independent institution representing the
actual value of the numerical variable at
the predetermined future time or before the

35 predetermined future time;



the type of derivative security, which conprises: 30 (i) a maturity data

I nput step of receiving froman external source, data quoted by an

i ndependent institution representing the actual value of the nunerical

vari able at the predeterm ned future tine or before the 35predeterm ned
future tine; 18 (ii) a determnation step, of determining in response to
data fromthe maturity data i nput step, at or before the predeterm ned
future time, whether the actual value of the 5 nunerical variable is the
same as or is above or bel ow the defingg val ue specified in the offer;
(tii)a reinbursenent step of sending t0 one of the traders or to an agreed
third party, 10 funds corresponding substantially to the product of the
agreed number of (tllg_ geria/eq;%%ﬁmﬁtigé ﬁpd bee peWARirdelg vainve
security value, i'n"response to data ron1t%e det erm nat.i on, step
15According to yet ansesmongspedic (9ata ni&R orbhs oWAE % a9 whi ch
](c:arri es a conputer pr Qg cgg@f,i,sia&g 68NBERIrd rmhengmaiétaeﬁmﬁsnedlctionfs
or causing a conputer_fo constitut ri Qr o] hapge or for
performng a nethod afBEHsedi¥ied @B%Vg‘?rngﬁg 2 ﬁ‘s’l‘ég't %ﬂh@eé Sdr%l:rra.ry
exchange and the seconfimderieedhangerisblmay ilse dbei r gbihg, af | @hsti®inder
sone circunstances, that it | ' o] a i ég al so-
made in respect of thé"?o\?a'lleun%j?ogjeé]%pdgﬁgv%ie}%%cﬁ??ﬁées efore the trade
is conpleted. Alternatitvdihe afifew; quite possible for a trade to be nmade
for part of the vgliung ofcdgblvabincgtsestept icds bbading aro obher of a buyer

I's prepared to purchase only part thereof, or for trades. e for the
30vol une of derivati véB&ctrPEREs ofFerkd t?spaaﬁllfrer’géf g?llgfa atRYs

10 funds corresponding substantially to the
product of the agreed number of the
derivative securities and the nominal

derivative security wvalue, in response ToO
data from the determination step.

15 According to yet another aspect, the invention
provides a carrier which carries a computer program
comprising computer-implementable instructions for
causing a computer to constitute a primary OF
secondary exchange or for performing a method as

20 specified above.

In both the primary exchange and the secondary
exchange it may be desirable, at least undexr some
circumstances, that it is determined whether or not a
match is also- made in respect of the volume of

25 derivative securities before the trade is completed.
Alternatively, it is quite possible for a trade to be
made for part of the volume of derivative securities
that is on offer if a buyer is prepared to purchase
only part thereof, or for trades to be made for the

30 volume of derivative securities offered by a number of
sellers.

Although not necessary, it is highly desirable
that the secondary exchange is operated in conjunction
with the primary exchange SO that necessary

35 information concerning the traders and the derivative



sel l ers. Al t hough not necessary, it is highly desirable that the
secondary exchange is operated in conjunction with the primary exchange so
t hat necessary 35information concerning the traders and the derivative 19
securities can be passed between the two systens. The secondary exchange
may be operated by different hardware fromthat of the primry exchange or
the sanme hardware. Much of the data required by the two 5 exchanges such
as the client list, will be common to both the primary and the secondary
exchange, so that the sane database is;gdvantageously used for both
exchanges. As stated above, tradable derivative securities 10 are created
by matchi ng expectations of different traders as to changes in the val ue of

the under | yigag RYBIJL Hary Hd M Ssed bstwEeACthey edobpymtanss .of The primary
exchange where trades are made by natcggng t he o{éﬁysbgadqigy dAe,traders
to buy and £&cEBRPhe SHFPRFS valiVe KeurfXFEETSThus? the derivalive

securities gmedked-a@twmprileas dhathar primarpy ekchdags oFr tHe ngaRet
dependi ng on_a nunber of factorsg i udj t § HEST Yo | €8e Of tdhbE
under | yi ng g@éi?’,arﬁe trgaggls' ogxpg% at?‘%ﬁ?o “Zthanges ig the asset 20
price and t kedhaleres nslechl, ashathearaglbentn lagsr opft bt ePLRaCHMIP pFPce for

one trader pRy.nofybe 2PRLeDriAle LA RQIIRIaxy adechinge| eazonshatbat are
det erm ned purgly %y ﬁl S owh cCl r(,:umstgnces. A _conput er 8Ysk t hod of
tradi ng ri siEhe2ssameagdataPassnt tact SIRARLBEERBr §posed i n % 318 114517

in the nane QicHzegastreet Inc. In that system bundles of contracts are

created and put on offer Ry mar ke rit : t GPPEfast s of
the bundle will &% 8EF£F$ o%éo‘(’ﬁ' attnr%%ga(ra‘éof Xﬁﬁﬁ%ﬁ‘?& 3%&;:% | usi ve
out gONes oCeires, carehttete &y cwakichiot urRimesrErasy ‘&%ntﬁi’aﬁgeﬁﬁ"f’ pay out

|s set by ajJpmrLels ayLhap téhérgéaés r 9AS thiae EOrRelt 8F LI emmdSkDeengnl y one
contract can pay out, the aggregate value of the gugdl e is GC%IL@| +h8 t he
payout of amunetidalyayariable. = This is achieve Yy means

primaxry exchange where trades are made by matching the

offers made by the traders to buy and to sell the

15 derivative securities. Thus, the derivative

securities created have prices that are set by traders

in the market depending on a number of factors

including the maturity price of the underlying asset,

the traders’ expectations of changes in the asset

20 price and the like. Indeed, what may be an

appropriate maturity price for one trader may not be

appropriate for another trader for reasons that are
determined purely by his own circumstances.

A computer system and method of trading risk

25 management contracts has been proposed in WO

2005/114517 in the name of Hedgestreet Inc. In that

system, bundles of contracts are created and put on

offer by a market authority. Each of the contracts of

the bundle will pay out if one of a number of mutually

30 exclusive outcomes occurs, and the circumstance under

which any contract will pay out is set by a market

authority that runs the computer system. Since only

one contract can pay out, the aggregate value of the

bundle is equal to the payout of an individual

35 contract. A trader may hedge a r:’gsk by buying a



35contract. A trader may hedge a risk by buying a 20 bundle of contracts
fromthe market authority and selling one or nore individual contracts that
he is not interested in fromthe bundle on the market for what price he can
get. This systemhas the 5 disadvantage that if the circunstances under

whi ch any individual contract of the bundle will pay out are not
appropriate to that particular trader, it will not be possible for himto
hedge his risk in that way. The derivative securities created by the
conputer 10 system are novel per se, and so, according to yet another
aspect, the invention provides a trada®l e derivative security, which
conprises a legally binding right of an owner thereof to receive a

predeterm ned sum of _noney, referrgd to t I N vat i weg 15
security vapPuedlen %fci?%‘ﬁ%?ﬁﬁ%e i tt%ge vgt%ue olf %‘lllr?gﬁrr)rrsfrll al variable
associ at ed welhihhe ¢ies i vat imers edndivydveler eEREERGYS abRTdepRndent

institution_rises .to or oye, 1 debav L deiined \fare, or
fails to ri 5‘8{-1 o ej%eb%t%/e:@o\fﬁgt oﬂ%oj f‘l:i{x% or 20 below the defi ne(%hveal ue, at

a predet er nivhatl f gouiree t i he ocaBef g/Ea pr edOES mi PEFTTt uPB®ti e t he
nom gal dergyggh\/,gnig@ér ivtg tv &l flec ave Decheetadepssihddri whicke@mye account

and received fromthe owner and another. trader g ? agreed-awitdy t he
owner 25 t REEIVAEUSINSOTWGRT r%ge'tt?)ee P %ny}rﬁg? g ivative security
val ue in t hapsabpraateurss atet apdrthatlaire toEdsr « rideVihdbuP@t R%ive the
noni nal deri\lljgti S ur't1 %I %d % Qthar q{rmtwe The proportion
: i i . 1 in 't £.
of the noni ﬁglss&g’ile\/gt%ﬁrv.gl é‘e_\c?urllﬂ%yg%sﬁyal ue t hat |§ recel ved fromthe
owner and from t Rkeotdearivatide seeiriiedr gEPRFStn ysg:%& TPy
norggl 1y besg'gtt%ﬁﬂj ped Byoddpdigag: 0Bedn @x@hastge. accordiAgeotdi ket o yet a
further aspecCt, the 1 nvention provi.des .toradal?tl qﬁgﬂé val i US.SeEFd ty which
35conpr i ses3@IEEA | FBEing TAGhtIEHE Bndt Thereor * 0
derivative security, which comprises a legally binding
right of an owner thereof to receive a predetermined
sum of money, referred to as the nominal derivative
15 security wvalue, in a circumstance that the value of a
numerical variable associated with the derivative
security determined by an independent institution
rises to or above, or falls to or below, a defined
value, or fails to rise to or above or to fall to ox
20 below the defined value, at a predetermined future
time or before a predetermined future time, the
nominal derivative security  value having been
deposited in a secure account and received from the
owner and another trader who had agreed with the owner
25 that the owner would receive the nominal derivative
security value in the said circumstance and that the
other trader would receive the nominal derivative
security value in any other circumstance.
The proportion of the nominal derivative security
30 value that is received from the owner and from the
other trader are not normally the same, and will
normally be determined by trading on an exchange.
According to yet a further aspect, the invention
provides a tradable derivative security which

35 comprises a legally binding right of an owner thereof



21 to receive a predeterm ned sum of noney referred to as the nom na
In a circunstance that the value of a nunerica
vari abl e associated-with the derivative security determned by 5 an

derivative security val ue,

I ndependent

value, or fails torise to or above or fails to fall to or below the

defi ned val

future tinme,
of a security exchange which defines:

institution rises to or above or falls to or bel ow, a defined

ue, at a predetermned future tinme or before a predeterm ned

the derivative security 10conprising data stored in a database
(49 the identity of the owner (ii)

the identity of the nunerical variable, (iii)the predeterm ned future tine,
15(iv) the defined value of the nunerical variable; (v) the relationship
gef ireedival He prlddteriimmid calm @i imbhey areberbefiote wlse future

ied in the I vative security_and ac val u of he
FgﬁblenﬁTlB? 20b ?B?XagﬁgefutﬁFgufggi thagihe’rqulred%in or der
for the omerntoumetaneet hehaot aithe avallyei pfdaga dukenidad nyakdaédchel d in

bet ween t he
time specif
nuneri cal

a secure aCCQHQB

funds will

dw%ﬁ%hpﬁﬁg taePHQ

whi chbi s |ndépeﬁaéﬁpe@ﬂepﬁel@ﬁﬁ#ﬁﬁﬁ#oqrﬁﬂ$ﬁﬁd§°mﬁﬁrﬁF%@%noFe

the owner toggt ber Bildy,anet ReEipeasa M), had ggited oy thisdetowerr that
t he owner mogﬁd recei ve Hhe f unds

10

15

20

25

30

35

ove or fails to gglinto or below the defined value,

at a predetermined future time or Dbefore a

predetermined future time, the derivative security

comprising data stored in a database of a security
exchange which defines:

(i) the identity of the owner

(ii) the identity of the numerical variable,

(iii)the predetermined future time,

(iv) the defined value of the numerical variable;

{(v) the relationship between the defined value of the
numerical variable at or before the future time
specified in the derivative security and the
actual value of the numerical variable at or
before the future time that is required in order
for the owner to secure the claim; and

(vi) data identifying funds held in a secure account
that were wused to purchase the derivative
security.

The funds will normally have been deposited in a
secure account, preferably one which is independent of
the exchange, the funds having been received from the
owner together with another person who had agreed with
the owner that the owner would receive the funds in
the said circumstance and that the other person would
receive the funds in any other circumstance. This may
be done by the traders themselves or by the exchange
at commencement of trading or in advance of any
trading by the traders. Of course, a trader need not
be an individual. Wherever a trader is referred to

ﬁmeﬁ gease fé&dﬁrey/aaéﬂsrﬁsﬁaal by 25The
nor ma ave been deposited In a secure “account, refj fab

|y one
from



30 the said circunstance and that the other person would receive the funds
I n any other circunstance. This may be done by the traders thensel ves or by
t he exchange at commencenent of trading or in advance of any trading by the
traders. O course, a trader need not 35be an individual. Wierever a trader
Is referred to 22 herein, this may include a nunber of traders, for
exanple formng a consortium The fact that the funds form ng coll ateral
for the derivative security have been deposited in an i ndependent account
related to 5 the securities created (as opposed to an account relating to
the individual traders) neans that th Securities may be traded by any
means nornmally enployed for trading financial instrunents, and not solely
by using the secondary. exchange. Also, Lh acle t ddie cokkbat eral for
t he derivathﬁﬁeéﬁcurF¥+§s‘W@Yhéﬁﬁlpﬁ%h éegﬁ?%g?%dg%%n gﬁi accqunt. rat her
than by theegrampaagéoritiage & cansontskm.o dFe t Fagler ShAF HBFa%PPQ% t he
exchange begoURFnBaNkslcefhe0 cCenLNCadiadieive ammusigreetiared ( he
Securi ,

derivative Ires created, (it is not possible fo Xxghange
thereaf { er beehnidepasttedt i heh s aRsReREEntTHaCFRHAS v#?#aﬁgee&hgtl%g in the
i ndegendent ggcogabusatiiksmictehtirdol (khe dppobeati véoseew i BFCOBESause t he

derivative securities _accarding 0. 20.the irf i flngd bligye t hey may
be used as Pp&LBtINIa EBrt#hﬁitﬁﬁihv 5@@-0§F5§§§§2 a %%%%on 0. qther
securities guwelrasisisocksandbept toadedf obyexARY e PEEPEnePXEEH N same
return as the_qther; s rigies. ang.are Ganablgseiusehskit Whdg,nar bei ng
substituted® ,ioygtdhefégh_eéfag&é%ﬁi ?ilglg'?l It is ossiy&%g def{ga@di ng on
the creditwepfleilyesby ofuging t thgerSe¢RIRhE 9% pa ?taction of the
cost of thegtradeand dhe ePARERI1 Ofot heheoskertivalié veuaeantriddiasy a third
party or by the exchange. In 30,any case,. if _J.S.l al pRessikle for
any funds dd€ tyedd It % FRFVED f%g%%eﬁé?%tt%?Eénge?EE?% be recgﬁted from
or paid to ameageseHanbierd phety, bmd nef edekcesohe?BY n ¥EAdeERi f5 from or

payment to %e%ragsrdﬁéggéﬁe%?c#%ggés % I ehikeihe. 1 eadiset, Wn&df unds

froma thir thir arty. ) )
the trade has been agregi %nd the derivative
15 securities created, it is mnot possible for the

exchange thereafter to interfere with the securities.
The funds will be held in the independent account
until maturity of the derivative security.

Because the derivative securities according to

20 the invention are fungible, they may be used as part
of a portfolio in place of, or in addition to, othexr
securities such as stocks and optioms, for example to
generate the same return as the other securities, and
are capable of substituting, or being substituted by,

25 the other securities.

It is possible, depending on the creditworthiness
of the trader, for the trader to pay a fraction of the
cost of the trade and the remainder of the cost to be
guaranteed by a third party or by the exchange. In

30 any case, it is in general possible for any funds due
from, or required to be paid to, traders to be
received from or paid to an agreed third party, and
references herein to receipt £from or payment to a
trader are to be understood as including receipt of

35 funds from a third party or payment to a third party.



23 It is possible for a nunber of different forns of derivative
security, which will pay out under different circunstances, to be created
by the system and net hod according to the invention. The derivative 5
securities are referred to herein as "State Prices in an e-Xchange for
Conti ngenci es", abbreviated to "SPeCs". The derivative securities may pay
the nom nal derivative security value if an underlying nunerical variable
achieves a specified value 10 (hereinafter referred to as the maturity
value) at a predetermned tinme. For ex | e, where the nunerical variable
relates to the price of a given stock, Is may be the close of trade of a
st ock exchange on a specified date, or if the nunerical variable achieves

15 the maturity vahug At ARAHILTEEMP 4 nddisePr efetieEfeRestt ifthms of
Alternatively, the derivative securi Bﬁb‘rmi{ p%\é IELhe nom nal tgler id/ﬁagé'lye
security val G8YiVatRFey gl BRCBFIEHe n ol WAl abPEYt al P8 bel BV S
predet er m nedifEsbentt Gipheneteirenedbuthe ecreatedr Hal thet ystem
20pr edet er mi ned, val‘ue at_ any {. f t er mne . s fd ITE.
Each mat ched aﬂ%aéfgt#‘é’?ﬁlatcsc%éltn\% ‘?Oﬁd%%%n%%ﬁﬁqgfgﬁédab % ?é#\ﬁt%v‘éé
securisti es: meSmedsiEsuyard seferied badherspaCHselPERfesFEIHGHTy 1B5As

regards a buyer sggyéﬂ%_‘x ed %3 " ggﬂil_g-_gggﬁ&}_egeguri&ybﬁéirbaaeﬁri as p
secures a contingent clarmwhich pays, the nom na% derivative secur

, ity
val ue, for eXSRSCS"El (orThihy FREFAHR erfeRErtht PEN PN PRucH R $1 or
El) if the updgiinkiingaBuRBELS®e Vaetabliey3Ovahievest i tan mamderlyied ue or

Thori zon 1] mitmezical || Varigbag (SaerlayEst oS mifhc B ks o
secunes a coniergdmhftleai mekechedaye tire Howi matuTddst i valvek séciity
val ue If thep%%%ﬁ:'e@m&%e@'ﬁrﬁ&al For example, where the numerical
variable relates to the price of a given stock, this
may be the close of trade of a stock exchange on a
specified date, or if the numerical variable achieves
15 the maturity value at any time up to the predetermined
time. Alternatively, the derivative security may pay
the nominal derivative security value if the value of
the numerical variable falls below a predetermined
value at a predetermined future time or falls to a
20 predetermined value at any time before the
predetermined future time. ‘
Each matched trade results in two independently

tradable derivative securities: a SPeCs (buyer)
security and a SPeCs(seller) security. ‘
25 As regards a buyer security, a SPeCs® " (buyer)

security with a price p secures a contingent claim

which pays the nominal derivative security value, for

example £1 (or any other convenient currency unit such

as $1 or €1) if the underlying numerical variable

30 achieves its maturity value or more at any specified

time, referred to herein as the “maturity time” or
“horizon time”.

A SPeCs™* (buyer) security with a price p

secures a contingent claim which pays the nominal

35 derivative security value if the underlying numerical



24 variable falls to a maturity value or less at the maturity tine. A
SPeCsg' " (buyer) security with a price p secures a contingent claimwhich
pays the nom nal derivative 5 security value if the underlying nunerical
vari abl e achieves a maturity value or nore at any point in tinme from
creation of the security up to the maturity tine. A SPeCs" (buyer)
security with a price p secures a contingent claimwhich pays the nom nal
derivative 10 security value if the underlying nunerical variable falls to
a maturity value or less at any point in tine fromcreation of the
derivative security up to the natuﬂty?%ine. For seller securities, there
will exist four 15 derivative securities, nanely a SPeCeP ' (seller)

security whi ggéggigf ;gaifomtgglh?g\eyrélel l'%/ 26 t ¥rval desi fatt henender | ying

nuneri cal rity value or nore at the
maturity tlﬁatualsﬁeeéﬁe-(seller) security which pays the 20 nom na

derivative secur tYpY EH£+'.H%¥E% 'Egﬁéﬁi ﬁ@@ﬁracﬁilﬁerpabbeukesls to
fall to a maturity va ue or Ss_at time Bri
SPeCsge’ (sehl eontsimannt ychpiBh Pags: tP@yﬁo ?ﬁﬁ?%%lgﬁglsecurlty val ue
if the undeglbyipgrPurpsigel if25tuarieieriping trmmmcaﬂe ayamdeddie y val ue
1(-_) rhemn;? u?ftggépﬁ%gg;ﬁhrt}ta:[tlurlty om.creation of e fer uahtvensSeGud ty up to
from creation of the security up to the maturity time.
A SPeCs®™ (buyer) security with a price p secures
a contingent claim which pays the nominal derivative
10 security value if the underlying ‘numerical wvariable
falls to a maturity value or less at any point in time
from creation of the derivative security up to the
maturity time.
For seller securities, there will exist four
15 derivative securities, namely a SPeCs™" (seller)
security which pays the nominal derivative security
value if the underlying numerical variable fails to
achieve a maturity value or more at the maturity time,
a SPeCs™' (seller) security which pays the
20 nominal derivative security value if the underlying
numerical variable fails to fall to a maturity value
or less at the maturity time,
a SPeCs™ (seller) security which pays the nominal
derivative security value if the underlying numerical
25 variable fails to achieve a maturity value or more at
any point in time from creation of the derivative
security up to the maturity time, and
a SPeCs®™" (seller) security which pays the nominal
derivative security value if the underlying numerical
30 variable fails to fall to a maturity value or less at
any point in time from creation of the derivative
security up to the maturity time.
As an example, one may consider a SPeCs
derivative security that relates to stock of the
35 company Shell which is listed on the London Stock



a SPeCsge' (seller) security which pays the nom nal derivative security
value if the underlying nunerical 30variable fails to fall to a maturity
value or less at any point in time fromcreation of the derivative security
up to the maturity tine. As an exanple, one may consider a SPeCs
derivative security that relates to stock of the 35conpany Shell which is

| isted on the London Stock 25 Exchange (LSE). Underlying asset: Shel

Stock Price at current date (1 Feb 06) 5.45 5Predeternmined future tine

(Maturity Time):Cl ose of trade of LSE & 1 Feb 07 UK exchange |isting
code: Shel

Exchange (LSE).

Underlying asset: Shell
Stock Price at current date (1 Feb 06) £5.45
5 Predetermined future time
(Maturity Time): Close of trade of
LSE on 1 Feb 07

UK exchange listing code: Shel
Price at predetermined future time

10 (Maturity Price): £7.00
Nominal derivative security value
£1.00

Four possible SPeCs securities can exist in
15 relation to Shell with a maturity price of £7.00 (i.e.
a price above the current price):

(i) SPeCs™t!*(buyer) (Feb0107): will pay £1 if
the price of Shell achieves £7.00 or more at the
maturity time that is close of trade of the LSE on 1

20 Feb 2007;

(ii) SPecCs®l* (buyer) (Feb0107): will pay £1 if
the price of Shell achieves £7.00 or more at any point
in time from creation of the derivative security up to
the maturity time that is close of trade of the LSE on

25 1 Feb 2007;

(iii) SPeCs®™t"l*(geller) (Feb0107): will pay £1 if
the price of Shell fails to achieve £7.00 or more at
the maturity time that is close of trade of the LSE on
1 Feb 2007; and

30 (iv) SPeCs®™hl*(geller) (Feb0107): will pay £1 if
the price of Shell fails to achieve £7.00 or more at
any point in time £from creation of the derivative
security up to the maturity time that is close of
trade of the LSE on 1 Feb 2007;

35 In addition, it is possible to create derivative



Price at predetermned future time 10(Maturity Price):7.00 Nom nal
derivative security value 1.00 Four possible SPeCs securities can
exist in 15relation to Shell with a maturity price of E7.00 (i.e. a price
above the current price): (i) SPeCel' esbuyer) (Feb0107): will pay 1
if the price of Shell achieves 7.00 or nore at the maturity tinme that is

cl ose of trade of the LSE on 1 20Feb 2007; (i)

SPeCs(buyer) (Feb0107):wi |l pay El if the price of Shell achieves 7.00 or
nore at any point in time fromcreatioggof the derivative security up to
the maturity time that is close of trade of the LSE on 251 Feb 2007;

(iii) SPeCs(seller)(Feb0107): will pay 1 if the price of Shell failé to
achi eve 7. 0000 iPk8sathaldi®l NBh Utiiey SHEEL tbghity olicde »f mptagdtyf the LSE

on 1 Feb 2007; and 30(i SPeCs i i :
LS Samciuth o SR HERs S R ) e 1) e
i

creation of phBedden tafiisvexseglrdty the thashat @ et URESTHYR TS
of trade of the LSEdq:n 1 E%lé 2007, @IID' . \ ¥ .tni s close
equity data g ' ove, it is possible to consider

5 the following four SPeCs securities with a maturity
price below the current price:

(i) SPeCs®™hl" (huyer) (Feb0107): will pay £1 if
the price of Shell falls to £5.00 or less at the
maturity time that is close of trade of the LSE on the

10 1 Feb 2007;

(ii) SPeCs®™"!" (buyer) (Feb0l107): will pay £1 if
the price of Shell falls to £5.00 or less at any point
in time from creation of the derivative security up to
the maturity time that is close of trade of the LSE on

15 1 Feb 2007.

(iii) SPeCs™™*" (seller) (Feb0107): will pay £1 if
the price of Shell fails to fall to £5.00 or less at
the maturity time that is close of trade of the LSE on
1 Feb 2007; and

20 (iv) SPeCs®™"!-(gseller) (Feb0107): will pay £1 if
the price of Shell fails to fall to £5.00 or less at
any point in time from creation of the derivative
security up to the wmaturity time that is close of
trade of the LSE on 1 Feb 2007.

25 As described herein, the traders are unconnected
with the operator of the exchange. However, it is
within the concept of the invention for the operator
of the exchange to be one of the traders so that the
exchange operator becomes a market maker for the

30 derivative securities or for certain derivative
securities. The exchange operator will in this case
be acting as a seller, offering derivative securities
at a given price or price range chosen by the exchange
operator.

35 One form of computer system and trading method



35In addition, it is possible to create derivative 26 securities based on
the Shell equity with a maturity price below the current price, for exanple
at 5.00 based on this exanple. On the basis of the underlying equity data
gi ven above, it is possible to consider 5the follow ng four SPeCs
securities with a maturity price below the current price: (1)
SPeCssPOt 2h1- (buyer) (Feb0107): will pay El if the price of Shell falls to
5.00 or less at the maturity time that is close of trade of the LSE on the
101 Feb 2007; (ii) SPeCsgenst' I3 (buyer) (Feb0107):will pay El if
the price of Shell falls to 5.00 or less at any point in tinme fromcreation
of the derivative security up to the maturity tinme that is close of trade
of the LSE 98c4pdifigh &pozhe inver(tiiodn swzn:ssmw( sbel algsqirdped oy will
pay 1 if the rice of Sh fails to I turity
time that @I o%g ?X?IF% IFtthe ﬁ_egflze%‘lenéeo 2 0(79 g%gozgah@@.ﬂ@
SPeCSgensthdréwéher)ﬁth@tb?) wll pay 1 if the price of SheII fails to

fall To5.00 or Legsal any;poigt bAnkhEeibr oFepreatneatdbn homen vative

security up to the naturlt time that is close f trade of on 1 Feb
20073 Y pcomputer system according g. 1nvent1$ lfgé

creating and trading derivative securities;

Figure 2 is a flow diagram of the overall
operation of the computer system when creating a
derivative security;

10 Figure 3 is a flow diagram of the operations
involved in initiating the system for receiving offers
from traders;

Figure 4 is a flow diagram of the operation of
the computer system when matching offers and bids of

15 traders in the process of creating the derivative
securities;

Figure 5 shows information stored in the client
database of the primary exchange;

Figure 6 is an example of information stored in

20 the “Settlement Information” database of the client
databasgse of Figure 5;

Figure 7 shows information stored in the
“Unmatched Trades” database;

Figure 8 is an example of a display which would

25 be available to traders showing unmatched offers and -
bids in relation to a particular derivative security;

Figure 9 shows information held in the “Matched
Trades” database of the primary exchange;

Figqure 10 is a flow diagram showing steps

30 involved in the trade settlement process of the
primary exchange;

Figure 11 is a flow diagram showing steps
involved in settlement on maturity of a derivative
security; '

35 Figure 12 is a flow diagram of the overall



25As described herein, the traders are unconnected with th

exchange. However, it is within the concept of the inventignOFg;atg; of the
operat or of the exchange to be one of the traders so that the exchange
operator becomes a market maker for the 30 derivative securities or for
certain derivative securities. The exchange operator will in this case be
acting as a seller, offering derivative securities at a given price or
price range chosen by the exchange operator. 350ne form of conputer system
and trading nethod 27 according to thg invention will now be described by
way of exanple with reference to the acconpanying draw ngs in which: Figure
1 is a schematic representation of a 5conputer system according to the

H“é\?vn‘é: gnr;%"ie fﬁéﬁnefaeﬁet st ede Idyeaidw efaating t tles; sEgudsr? is a
a J exc(:)hangee ?n\ileernal ltrgg(:?.g%t Igzgisotf.irtlghed%mttgrvesyﬁ@éﬁk‘ﬂ’ﬁggscr eatl ng

that have been created by the primary exchange; and

Figure 13 is a schematic drawing of a pair of

5 certificates of derivative securities created

according to the invention, showing data that are

required for the securities.

Referring to the accompanying drawings, figure 1

shows an exchange for creating and trading SPeCs

10 securities according to the invention. The trading

exchange comprises a computer system 1 that forms a

primary exchange for matching bids and offers from

different traders, and for creating the SPeCs

securities, and a computer system 2 for trading in the

15 derivative securities that have been created by the

system 1. The primary exchange system comprises a

computer, normally a server, having a central

processing wunit (CPU) 3 and memory, for example

provided by RAM, ROM, optical or magnetic media or any

20 other form of memory. In the memory a number of

databases 4 to 14 may be stored relating to various

aspects of the trading exchange, and the exchange can

communicate with a number of traders (referred to as

primary traders) 16 via a primary exchange

25 communications server 17 and a network 18, for example

a local area network (LAN), or a wide area network

(WAN) and especially via the internet. The primary

exchange communications server may include any means

for enabling communication with end-users and the web

30 by wireless, voice-enabled, television, hand held
devices, PCs, laptops, mobile telephones etc by
appropriate protocols. All communications preferably

comply with industry standard protocols ensuring
secure connectivity and firewalls.
35 The server 1 can also communicate with other



derivative security; 10Figure 3 is a flowdia [
( e security, gram of the operations
involved in initiating the systemfor receiving offers fromtraders;

4 is a flow diagramof the operation of
mat ching offers and bids of 15traders in the process of creating the

derivative securities; Figure 5 shows information stored in the client

Fi gure

t he conputer system when

dat abase of the primary exchange; Figure 6 is an exa ' '
: f ; ( npl e of information
stored in 20the "Settlenent Information" database of the client database of

Figure 5; Figure 7 shows information sgored in the "Unmatched Trades”

dat abase;

10

15

20

25

30

35

institutions 20 who are not using the server to trade
in the securities, for example with financial
institutions such as the various stock exchanges or
bond, currency of commodities exchanges in order to
receive general market information, for example
information relating to asset or commodity prices. In
the case of equity securities, asset prices will be
real-time updated prices as traded on the respective
stock exchanges, while for other forms of securities
real time currency exchange rates, commodity prices
etc will be required. Derivative information in
relation to ﬁhe assets that is available or wmade
available to registered users of the exchanges may be
received, for example, for equity securities, asset
price analytics will include dividend yield, price to
earnings ratio, free cash flow, underlying futures and
option prices etc. For fixed income securities asset
price analytics include information such as 5 Yyear
bond yields, underlying bond futures and options etc.
In addition, the server will communicate with banks in
order to deposit and retrieve funds on settlement of
trades or on maturity of securities as explained
below, and to investigate traders’ creditworthiness.
vet other institutions may communicate with the server
1 as desired.

The memory of the server 1 will contain the
following databases:

(i) Client Database 4

This database contains relevant information
regarding a client that is required in order to ensure
secure trading and access by the client; maintenance
of confidentiality of all client records; and
compliance with regulatory bodies and laws of the
jurisdiction in which the exchange is trading.

The client database is shown in figure 5, and has



Figure 8 is an exanple of a display which would 25be available to traders
showi ng unmatched offers and bids in relation to a particular derivative
security; Figure 9 shows information held in the "Matched Trades" database
of the prinmary exchange; Figure 10 is a flow di agram show ng steps

30i nvol ved in the trade settlenment process of the-primary exchange; Figure
11 i s a flow di agram showi ng steps involved in settlement on maturity of a
derivative security; 35Figure 12 is a flow diagramof the overall 28
operation of the conputer systen1fornig% t he secondary exchange when
trading existing derivative securities~rhat have been created by the
primary exchange; and

a number of fields including fields containing the
account holder’s mname 50 and address 51, and the
company name 52, address and other relevant
information such as authorizations in the case of

5 companies. The database will also include
compliance/regulatory information 53 as detailed by
the regulatory bodies of the jurisdiction, and any
trading limits 54 imposed on the trader. 1In addition,
the client database will include fields for each

10 trader containing security information 57, settlement
information 55 and trading information 56.

The security  information 57 will include
passwords employed by the various traders and the
password history, the user names of the traders and

15 the setup information. This information will also
include any additional protocol information required
to enable secure trading by the client.

The settlement information 55 includes details of
bank accounts where all transactions will be settled,

20 authorizations from the client and from the client’s
bank, and any additional information that is required
to be held to ensure settlement of transactions
entered into by the client such as any guarantees £rom
third parties. The database is shown in Fig. 6.

25 (ii) Numerical variable Information 6

This information will comprise the numerical
variable value and analytics information e.g. p/e
ratios for equities, dividend yield etc referred to
above and obtained from various institutions 20 such

30 as stock exchanges, weather centres, WHO etc.

(iii) Historical Trades 12

This information  will include a detailed
transaction 1level trading history, statements of
account and any correspondence with the client.

35 (iv) Unmatched Trades 14



Figure 13 is 5certificatesof according to the a schematic drawing of a
pair of derivativesecuritiescreated invention, showi ng data that are
required for the securities. Referring to the acconpanyi ng draw ngs,
figure 1 shows an exchange for creating and trading SPeCs 10 securities
according to the invention. The tradi ng exchange conprises a conputer
system 1l that forns a prinmary exchange for matching bids and offers from
different traders, and for creating the SPeCs securities, and a conputer
system 2 for trading in the 15derivatizye securities that have been created
by the system 1. The primary exchange system conprises a conputer, normally
a server, having a central processing unit (CPU) 3 and nenory, for exanple
provi ded by RAMmROM g9eLbsat 96 Brghat i tnngdeater amraidl oimeFifer m of

menory. In the menory _a nunbey. of _dat abase . Vi r relating
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exanpl e a I%%"éﬁléar eggﬂ%lfgor%%E?‘EA%?éog%ﬁ%ﬁeﬁ%a net rEg%V\ANi:hand

espexi al | y databasei nteoneainghe $rtaar yl’éﬁéﬁaﬁgﬁgconﬁﬁﬁf‘ i onsServer may

i ncl ude any, means, £gr t%ga | N0 £RME#HGAtd©NaWdild, enchesendeaiyinge web 30
I e '

by wirel ess, vol ce-enabl ed, television,. ha hel [ , t ,
n%bi | e tel epwoaeical c WD pGCat Zf!%ﬁFBto ?s?t%cgee\ég&m%ﬁan‘?{sgtsi S@ oPs

preferably eppml yrwWiddiivatisis yeduniiay d pr ot ovbledheds Uit ngs s@curé

connectivi tgrar‘l‘(_:l_“f Isreecvt\?rliltsy, whether it is a “spot” or “gen” and
10 whether it is a ‘“buyer” or “seller” security, the

trade price and the volume of securities specified in
the bid or offer. This database is used to generate a
webcast that can be accessed by traders of the
exchange in order to decide how to bid. The trader
15 identification field in the unmatched trades database
is not used for generating the webcast, so that all
traders remain anonymous. Figure 8 shows part of ome
page of such a webcast. This page shows part of a
page broadcast relating to SpeCs®™** for underlying
20 shares in Shell quoted on the LSE. The spot price for
shell stock 60 is quoted as 545.00 pence in the left
hand column, and various prices that are quoted by
traders for purchase and for sale of the SPeCs
securities with a maturity or horizon time of close of
25 trade of the LSE on 10 March 2006 are given. Each row
62, 63 of the page gives offers (offers to sell) and
bids (offers to buy) for a SPeCs security having a
different maturity price (i.e. share price of the
underlying stock at the maturity or horizon time).
30 Thus, cell 66 represents an offer (which may be made
up of offers from many traders) to sell up to 100
securities at 20 pence each that will pay £1.00 each
if the Shell stock rises to a value of 550.00 pence Or
more at close of trade of the LSE on 10 March 2006,
35 while cell 68 represents an offer to buy up to 50



35The server 1 can al so communicate with other 29 institutions 20 who are
not using the server to trade in the securities, for exanple with financial
i nstitutions such as the various stock exchanges or bond, currency or
comodities exchanges in order to 5 receive general market information,
for exanple information relating to asset or coomodity prices. In the case
of equity securities, asset prices will be real-tine updated prices as
traded on the respective stock exchanges, while for other forns of
securities 10real tine currency excha% e rates, commodity prices etc wll
be required. Derivative information ifn‘relation to the assets that is
avai l abl e or nade available to registered users of the exchanges may be
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or of maturihyclf isedwr idrndes offemepl GonedEPer oVl EFREeRE i ARERT g&fe
traders' creditworthiness o [ | taht | Qs ymeyr-& O depiiested, W th t he
server 251 %rh‘é%ﬁ‘éa Ssﬁ1ceur§§é%r39§?t(ﬁ§hservervl will cont aciln tlg(;T

fol | owi ng damdbastes: sdyesd | eR0 DRLabISECYLFR| LHSHa PRl nS™r el evant

i nformati ong 30,5 £88,diB0 ki I Heddaind sbidguEoed echongeiertly iags ur e
secure.tradlng and atccess, by the Ilgn : t nance, Lrgg f RMdzal ity of
all client Pe@eFysalaid ?eﬂﬁguﬁn?% Fggéﬂgfory ﬁogles nd_aws of the
jurigdictiognén vakieah) tWRikschdrgescseenadian. be scrolled left to
right to view different bid and offer prices for the
same underlying numerical wvariable and maturity or
horizon time. Each cell under the “OFFER” heading
indicates the number of derivative securities at a
15 given maturity value (either 550p or 565p) that are
offered for sale at a given price. These offers may
come from one or more traders. Similarly, under the
heading “BID”, offers to buy derivative securities at
different prices are shown. The price corresponding
20 to the difference between the highest bid price and
the lowest offer price may well represent the prices
at which the bids and offers are matched.
(v) Matched Trades 8
This database includes all offers and bids for a
25 SpeCs security that have been matched and for which a
gpPeCs has been created. -Usually this database will
contain information relating to the creation of ‘the
SpeCs security as shown in figure 3 which has been
obtained from unmatched trades database 14 and some of
30 which data has been generated by the decision unit
when the trades were matched. This information
includes the names and identification 71, 72 of the
parties to the trade and any authentication
information, the number 73 of SPeCs created,

35 information 74 identifying the underlying numerical



35The client database is shown in figure 5 and has 30 a nunber of fields
I ncl uding fields containing the account holder's nane 50 and address 51,
and the conpany nanme 52, address and other relevant information such as
authorizations in the case of 5 conpanies. The database wi Il al so include
conpliance/regulatory information 53 as detailed by the regul atory bodies
of the jurisdiction, and any trading limts 54 inposed on the trader. In

addition, the client database will include fields for each 10trader
containing security information 57, sefflenent information 55 and trading
I nformati on 56. The security information 57 will include passwords

enpl oyed by the various traders and the password history, the user nanmes of
t he trader svgggabiglt he et Whidaf onset i @imeThivel ihnfror nebeondayl | 3 so

i ncl ude any additiqnal profocol [nfqr | on..r.equi . SRRUre

tradi ng by PRBrEPréfte) ot % el:g@afargﬁén&&en%%%g?}%g ?gallﬂnc ides details

of bank accodnus weer et Imatansactoonsoni zonpeivet fled thepFvRf i zati ons

fromthe client, and f t ' ' Kqrand anygpdeista-ofialyeaif or mati on
SERC T e Ay Ls perher i y

that is req ensure settlement of trangactions entered
i nt 05by t heSPeCeffdbulreas ,any FRACATTRERUYEBM t hi r §EF5FL | e Y dat abase

i's shown i ngll.g e+ (226 hie}) Nurgd Ept--vadd Bl ) | népegatdsed. lex) offhi s
i nformation Wil conprise the numerical var ;L:abl e value .ggguﬁg%l YEhES

i nf or mat i onS&e§s*pi 96490 f or i SPESTUREF Heritd VT el d etc referred to
above and obtaigeesrfic@nrardvusricst thati vas 20reech BodhetwddesEhanges,

weat her Cen%%%% the é%ééh(%gg)midgfniﬂ&“tﬁ£a98§aizfunds received
10 from the seller 80 and from the buyer 81. This
information is necessary in order to vreimburse the
relevant party when the SPeCs security matures or when
the security is sold.
(viii) Invested Cash 10
15 This database is a record of all funds that have
been received by the traders when the SPeCs security
ig created and which have been deposited.
Creation of Securities
Figure 2 is a flow diagram of the steps conducted
20 by the primary exchange when a SPeCs security is
created. Before any trading can coumence, it is
necessary -for a client to open a trading account with
the exchange 1 so that the client’'s name and
identification are entered on the client list 4. This
25 information is necessary to ensure secure trading and
access by the client, to ensure confidentiality of
client records is maintained and that all activities
are in compliance with regulatory bodies and relevant

legislation.
30 Once a client account has been set up, the client
can begin to trade. During trading the exchange or

server 1 will receive bids and offers from different
traders S22, and on receipt of the various bids and
offers, the exchange 1 attempts to match the two.
35 Figure 3 is a flow diagram showing the steps



This information will include a detailed transaction |level trading history,
statenents of account and any correspondence with the client. 35(iv)

Unnmat ched Trades 14 31 Thi s database is shown in greater detail in
Fig. 7, and includes all offers and bids fromtraders for the derivative
securities for which no match has been found. Apart fromdata identifying
the trader, the 5 database contains data indicating whether the unmatched
trade is an offer or a bid, the underlying nunerical variable to which the
trade relates, the type of derivative_security, i.e. whether it is a u+,,
or "-" security, whether it is a "spo or "gen" and 10 whether it is a
"buyer"” or "seller" security, the trade price and the volunme of securities

specified in the hid oy offer at ab t Qa8eiqd eia webcast
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mat urity orlélovamdatememf thesexghang® .t r ageeoPWsd UEE{nS2GSKEr ch 2006
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(i.e. sharetlpsel *Peffs t e ldhdde yFﬁ@d§fioc SEEPt urttS or Hor i zon time) .
30 T us, % 168 £88" e§§nt1§h@n stdremdahi chmfa:;exbevaé-ddadﬁpqlﬂf, otheérs from
many traders

to sell tq 100 securifig ncg,each dhatened | 1 pay
1.00 each iPuy®® %‘F?" t “ﬁ@rﬁ&' Ya vaI ue 0219 @’go 00 pence ar nore at

cl ose of tradeepichhe {rSE:Labléo Mad¢hr206be 3BaFIEd tye| |°r68hpé:ﬂ12§’§]ents an’
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the LSE on 18 Meephr2doéo buy (step 822 and w:.ﬁ %hen én h
15 number of units that he/she is willing to offer to buy
at that price (step §224) . Tt is not necessary to
enter a precise number of units: it is possible to
enter a maximum number of units and, if desired also a
minimum number of units he/she is prepared to buy.
20 Then, a mwmaturity or horizon time is entered, or
alternatively he/she may enter a time range for the
horizon time, for example from 1 to 6 months for which
he/she is prepared to buy the derivative securities.
Independently, a seller will enter corresponding
25 details of derivative securities that he/she is
prepared to sell (steps S226 to 8230) in the same way
as the buyer. Once a trader, whether a buyer or a
seller, has entered details of the securities he/she
wishes to trade in, the exchange requests confirmation
30 (step §231) and, on receipt of confirmation, the
exchange obtains bank/credit pre-approval, if
appropriate, in order to ensure that the trader has
available funds to settle the trade (step $232) .
, Approval is either not received in which case the
35 trader is notified of that fact (step 5236), or it is



Figure 8 shows only part of the trading screen in 5 which bids and offers
for four different types of derivative security (spot/gen or +/-) are

di spl ayed, and the screen can be scrolled either upwardly or downwardly to
show of fers and bids for each underlying nunerical variable val ue at
different maturity values 10 and tines, while the screen can be scrolled
left toright to viewdifferent bid and offer prices for the sane
under | yi ng numerical variable and maturity or horizon tine. Each cell under
the "OFFER' headi ng indicates the nuni g of derivative securities at a 15
given maturity value (either 550p or 565p) that are offered for sale at a
gi ven price. These offers may cone fromone or nore traders. Simlarly,
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15 the bid or offer relates, for example as to whether it
is a SPeCs™t or a SPeCs™" security, and whether it is
a + or - security. The exchange then attempts toO
match the maturity or horizon time or time range (step
S38) and to match the maturity or horizon value of the
20 numerical variable or value range of the numerical
variable (step S39). Where a time and/or value range
is specified by one or both of the traders, it is
necessary to specify the relevant parameter OX
parameters with precision in the matching operation.
25 For example, where a numerical variable value range or
a maturity time range has been specified by only one
of the traders and a precise numerical variable value
or maturity time has been specified by the other
trader, the computer may match the bid and offer by
30 specifying the precise numerical variable value or
maturity time. Where, however, both traders have
gspecified a range, some further algorithm is necessary
to specify the parameter precisely. For example, the
computer may determine the range of overlap between
35 the two ranges, and then determine some point within



10 fromthe seller 80 and fromthe buyer 81. This information is necessary
in order to reinburse the relevant party when the SPeCs security matures or
when the security is sold. (viii) Invested Cash 10 15Thi s database is a
record of all funds that have been received by the traders when the SPeCs
security is created and which have been deposited. Creation of Securities
Figure 2 is a flow diagram of the steps conducted 20by the primary exchange
when a SPeCs security is created. Before any trading can conmence, it is
necessary for a client to open a tradifijg account with the exchange 1 so
that the client's nane and identification are entered on the client list 4.
This 25 information is necessary to ensure secure trading and access by

the client, {g e{lgﬂggscorfgﬂe@éaaiﬁl@' af widepbinecoras ikeineg nttdiened and
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is consistent and that all traders are aware of it.
Finally, the exchange or server 1 attempts to match
the quantity of derivative gecurities that are
available for bid/offer (step S40). Where a complete

10 quantity of derivative securities is not matched, then
at the option of the buyer and seller a partial
quantity wmay be matched. The exchange may have a
minimum lot size (for example 100) that will be made
available for trading with increments at discrete

15 intervals.

Of course, since a match only occurs if all the
criteria are matched, the order in which the above
steps are conducted may be altered.

Finally, all unmatched trades are checked (step

20 S42) on a continuoﬁs bagis for valid offer times and
the unmatched trades database 14 is updated before the
unmatched trades data is broadcast on the web.

Once all the trades have been matched in ali
respects (step S$24) the trades can be settled in real

25 time (step S26). This is shown in Fig. 10 and
involves initiation of payment of funds from the
traders’ nominated accounts into the exchange’'s
nominee accounts (step $90) and sending confirmation
to the traders (step 892). These funds, net of

30 transaction costs levied by the exchange (step S94) as
explained above, will then be invested in a secure
fund cash management account until maturity of the
SPeCs (step S96). Tnterest on the funds invested,
minus any administration fee levied by the exchange,

35 will be accrued and paid to the traders, normally in



undertaken by the traders of the primary exchange in the initial process of
maki ng offers. In step S221 the buyer inputs the type of derivative
security (e.g. whether the trade is for a spot or gen, a + or -, or a 5
buyer or seller derivative security) for which a bid will be placed in the
exchange on an input screen that is validated by the exchange. The buyer
then enters details of the underlying nunerical variable on which the SPeCs
will be traded (step 8222) and this is 10 validated by the exchange. After
val i dation, the buyer enters the matur3g#ty or horizon value of the nuneri cal
variable and/or the maturity or horizon value range of the nunerical
variable for which he/she is prepared to buy (step $223) and will then
enter the 1§fa@g@9ﬁ1@ﬁ ua,l tﬁ;ﬁdmttlmysh@vespmﬂl i nFawn otawpleo BOY at t hat
price (step 5224 y. er, r e nper, oof units:
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he/ she wi sheﬁvéﬁttnéadeotfn thdﬂeiwldﬁ\angé:h%cﬁ@%hsa@‘éﬂﬂqarr&ﬁ §87%50( &t ep 5231)

and, on rec}e_hg qf .confi rmatd ong @@angﬁdobt@ﬂﬁlﬁa@ﬁ@medlatnd

pr e- approva i f a propri ate, |noder to ensure hat trad@S{

availDabl e fGﬁdgltEQCg@f-’-ﬁl anaYie themebest {8239 %\ﬁ PR ST not
received ingwih¢h Caﬂﬁ‘eééleséé @ad@re lﬁmmiuine&lghrehato:facﬂvh(ewepa S236) ,
or it is 35 received in sejlhe _exc shgr@{é:lkéthe bi d
and of fer (BH¥pr&s4pPr sel %I% F3d8ss 3 W ure WhICh is a

flow chart 6k the hiidiof fiey Imiechenghpngeesssgrg§ugg4fuqﬂ§ may be
released at the request of the buyer or seller.

15 Upon settlement of the trade, the derivative
securities will be created (step S28) by a process
comprising sending confirmation of creation of the
derivative securities to both parties, one “buyer”
gecurity and one “seller” security. Certificates will

20 be sent to the parties as soon as convenient. The
derivative securities may be issued in electronic
format. For example, securities based on underlying
equities may be similar to electronic stock
certificates recording details of ownership. Figure

25 13 is a schematic drawing showing a pair of
certificates 130 and 132 that have been generated in
respect of a single trade, and shows the information
that will be held in the primary exchange computer
database that defines the derivative security created

30 by the trade. As a minimum, the certificate will
normally record the name or other identification of
the underlying numerical variable 74, the type of
derivative security 78 (i.e. whether spot or general
134, buyer 136 or seller 138 and whether + or - 140},

35 the maturity or horizon value 76 of the numerical



5 primary exchange processing engine will first check the offers for valid
maturity times and other data (step $32) and will attenpt to match the
under |l yi ng nunerical variable details of the SPeCs which will, where the
nunerical variable is the price of stock, be 10 represented by the
underlying securities unique International Securities ldentification Nunber
(I'SIN) step (834). After matching the underlying nunerical variable details
the exchange will attenpt to match the type of derivative security (step
$36) to which 15 the bid or offer relgtes, for exanple as to whether it is
a SPeCePc't or a SPeCem security, and whether it is a + or - security. The
exchange then attenpts to match the maturity or horizon tinme or t:ﬁme range
(step 538) t t J tLYime hor i za1d vehee nofmktelre 7200(uner i cal
vari abl e or{;‘%‘9 %glggnegeo%‘ﬂﬁtirﬁme cal. variable ft(]%’{& 839a Wgee a tine
and/ or val uéerhvigbive sEé@PFFE&eSy REYGPIh ot %)r aders it is
necessary tgompgsify dlaud el @uant oﬁr andieer dlerpana&n@ﬁerssﬁp’elﬁlﬁb’em sion in

t he mat chi ngﬁ’&ﬁ?}l% tgF‘ﬁe 25 For 175 wiRer éalrag‘fgfigfédvgﬁl ghlkee val ue

range or a OP“EW‘&e een speci % ga?)ﬁ of .t he
tradgrs andcerpiftcaeepumiti cak vaﬂtabnécﬁéﬁaéyoroﬁat Py 2P e s been

specified b 3ot t4ades . gL OoRBUt Ehe rmm;a{aﬁ ch ttmfbrrdla&n@mffer by
30speci fyi né H%e prtg‘(f;%secr numerlp% yt:/arl abl e vaI u vfa rptat %rl t Wher e,
ur

however,  borhgarddess Hage %‘ﬁé%?fl%%fr%yré'r?ge her & gor| mis
necessary te,sReCid dthagparaneteatponciofelthe F@erexahp\\f@ seiedddiput er may

determ ne the range of ,over b.et ween dl.angesrh@neaidi@ealet er m ne
some point WRVEi Pesiy %ngﬁgﬁg D¢ 8 eé;,%htl?e%gﬂm d- point, .as bel g the

agr eed val Uerb.ﬂébedathbamﬂ& dther shisoet et | §§F9esaﬁa€ﬁ‘@aﬁ such as

the earli est LB N tq%f‘e d ange. nPé!fi)@c@hoﬁﬁé trewtlibnbe cppridus at ed

that the B&Ptl Cl?l ar gorithmis _not rrportant ovi de
consi st ent dﬁ@tllvh&thQI IseF s FBIaf&FET oS INE cﬁ%} Ilnla‘(9 gef%ggtgxc ange or

server 1 attepprt Ssdia dWBlf &heagisnt offy uie ol@e¢w:ait1/@ssé;b@r wekapgthat are

avail able for bid/offer (step.640 e cgﬂﬁxgt 10iguapti tphof
derivative S&uFhei é?s’“il'éa(l}ﬂﬁ %@GV\Qg en@%t e oa'?lton of _t he 37 er and

sel hgr a pagerdkagiaet i taedmﬁ}e mat cﬂh@seThéeEﬁéﬁﬁngé‘%y ni mum

| ot size (for e le 10 Wi | rradg ﬁgﬁbﬁ_aml e fiifdrneadtignwi t h
i ncrements &t odi& ?rieete 1@3% Jeri¥ *

vaI S. co Si nccﬁ ]tﬁjh gp only
occurs if alsuppidemsi-teri al\@r‘-‘@aﬁ{lfche@e'@hésor e above steps
are conduct ed By Re vAlllensd made available in the webcast the day

following creation of the derivative security although
20 other timescales may be adopted.

Tn addition to information required for the
certificates, £figure 13 shows other data recorded in
the relevant exchange database but not necessarily
shown on the certificates, including the trade price

25 146, the total price paid by the buyer 148 and by the
seller 150, and the transaction date and/or time 152.

Maturity of Securities

Figure 11 is a flow diagram showing the process
for paying funds on maturity of derivative gsecurities.

30 After creation of the derivative gecurities, a
maturity list will be generated (step S100) by the
primary exchange that will initiate payment on
maturity of the dexrivative gecurities. The condition
that initiates maturity of the derivative security

35 will depend on the type of derivative security, for



Finally, all unmatched trades are checked (step 20S42) on a continuous
basis for valid offer times and the unmatched trades database 14 is updated
before the unmatched trades data is broadcast on the web. Once al

the trades have been matched in all respects (step 624) the trades can be
settled inreal 25 time (step 626). This is shown in Fig. 10 and invol ves
initiation of paynent of funds fromthe traders' nom nated accounts into

t he exchange's nom nee accounts (step S90) and sending confirmation to the
traders (step 592). These funds, net @fg 30 transaction costs levied by the
exchange (step $94) as expl ained above, will then be invested in a secure
fund cash managenent account until maturity of the SPeCs (step 696).

| nt er est on%*,gﬁj‘_%ndsaj NVEsLeghrotM Rutscdityadnilbest r atilon f dpikdated by the
exchange, 35w 1 be accrued and i.d to the it S kRea37
proporti on BRCEEHEE Pﬁefrhﬁa\%rﬁvﬁagilvlgoﬁeec%grr%p‘{ﬁff# or geégggse%glecﬁri ty of
prijceI P pen@ﬂnéhfitwl}i\iié mylgpémsssft mﬁ(%ﬁgngmﬁonlpﬁglﬁge of the
under | yi ng nuperical var, . er ; ebi pupemdeals per
derivative ‘g%g‘gﬁ\%' \ﬂ?ial %ﬁghg)eértélp%g?}%l Isfa\%e dehited (L. 00- p% gﬁerrat chi ng.
The 8l ient varbadiedhnabasdeers tpdar edbavesC&p -SIeo? i PhatFon o

| nvest ment ?él&@e.é ugd$ e {Hfusatb@sOulhel snaentity tdie hosd@on at step
899 and confirnation ang 10 certificates nma thce:w]é)e agB ngignbh%r;raders
(step S100)timpeor sttepaheyr BAEREWRY | R*f %@Fe%fb er 93 uéer s or
seller's trades i fof | yehedgedvandsédericyls. no ThesknagurhEYeddifinge,

surplus funds y be rel eased_at r eskuRbst hgyercne seddsr. 15
Upon sett| e%ﬁgaofcwrfcreade,gr?ﬁ%%%gri \e/OCaEtJi v}é Securities wll be created

(step 828) mynagpmentssacoopntsity stieli RELHRIS nAURST &SI of the
derivative ggg%gt g:égzt %F@téio%r t1PSch Oiee " Byl pasdcubi thheaduiysie
y. rtific

"seller" secUri ates wil], 20 be,sent_to t ! : soon as
conveni ent . OIhé’—Qjei?h%aﬁle&ée%@(ﬁHeﬂdé'sr@rm?nbﬁﬁess‘ﬂ@? i %gelﬁgﬁlﬁ%&f or mat .

For exanpl egesgeytit ks harathen dindest ythg equiitdonmafoye PAYRIH to
el ectronic ﬁt ock certifi cat(% egaecso_{djé)ng dgtaid S30f 1 Ngh§hi ihe et e

ave been met

15 that has accrued on the sums paid initially is also
paid to both the buyer and the seller (net of any
administration fees levied by the exchange) . The

client database will be updated to record maturity of
the derivative security and a maturity statement is

20 issued recording the final value of the derivative
security and confirmation is sent to the buyer and
seller (step S110).

Secondary Exchange
The derivative securities created according to

25 the invention may also be traded during their period
of currency. For the purpose of trading in the
derivative securities, a secondary exchange 2 as shown
in figure 1 may be created. The secondary exchange 2
is preferably associated with the primary exchange 1

30 and may exchange relevant information with the primary
exchange in order to facilitate trading. Like the
primary exchange, the secondary exchange may comprise
a computer having a central processing unit 22 that
communicates with memory, for example RAM, ROM,

35 optical or magnetic media or any other form of memory,




25 13 is a schematic drawi ng showing a pair of certificates 130 and 132

t hat have been generated in respect of a single trade, and shows the
information that will be held in the primry exchange conputer database
that defines the derivative security created 30 by the trade. As a

m nimum the certificate will normally record the nanme or other

I dentification of the underlying nunerical variable 74, the type of
derivative security 78 (i.e. whether spot or general 134, buyer 136 or
seller 138 and whether + or - 140), 3§bhe maturity or horizon value 76 of
the nunerical 38 variable, the maturity time 77, and the nunber 73 of
derivative securities formng the trade, and the nom nal value 144 of the

derivative Securily- cALLBONAR bhe Qynss dleOktézed.!| digeidemputesd on the
|

Scertificat’eé, 1T" 1S not necessary or desirable to record the o%hgﬁ party to
the trade. fouwinmttba resordedy (HERAMS Paley iLPTTFRSRENt "siice the
funds rel at ngnfudh & eaf ORrRfddihe deri (atifeeredcutbt yahaveebendarnvest ed in

a secure fund. The matched _10 trades, databas [ hg hi i gabatrades
dat abase nehy*3dHS heVafddt eBC 8°F§fﬁ§%t %ﬁg 5&%%%%5% %fhi éghe§?vgtive

seclgity, amstwdiler Qoue defomech perided efregi nbetwPrbui APAR) eat BBA of t he
securities trm% \E t %_tg eexg#ggggeé§ qﬁggtggcbgdgggw detBbhgeof the

15der i vat i V& Recur . These detalils may al so be avgilable throggh ot her
financi al i rfeommeniext sagpl vEER . Neheml 1§EITLi | 380f PYhe™BBFPvalive®

security widd-hggdBdeea¥ahhabl @dninidivamhaast seheedag of.ol | Boi wgthr eati on
of the derivative security although 200t er tioes may Qghgﬂggted.
In additiorf®® i PHHHEFY on F§G39Fg3'for e C€$¥I$€%%?%S, Frgure-13 shows
ot hgg dat a ¢emmisteeht fohde geehavmantmayxchamgendaabbasel Pat thet ABCessarily
shown on tht?sé:l?srt i:;écaéﬁé’ ﬂ:l@&l ugding }596 i{Ad€eBEi Cevoice-enabled,
television, hand held devices, PCs, laptops, mobile
telephones etc by appropriate protocols.
The databases in the memory of the computer
15 forming the secondary exchange 2 are generally the
same as the databases in the primary exchange 1,
namely the client database 24 which includes client
information as shown in figure 5 in order to enable
the client to pay and receive funds, (account holder
20 name and address, company name, approved
authorisation, compliance/regulatory information,
settlement information, trading limits of the client
and security information). Security information 57
includes passwords, password history, username and
25 setup information, and any additional information
required to enable secure trading. The secondary
exchange may also include a historical trades database
30 that includes a detailed transaction trading
history, statements of account and any correspondence
30 with the relevant secondary trader. As in the primary
exchange, the secondary exchange wmay include an
unmatched trades database 26 but in the case of the
secondary exchange, this database contains details of
all existing SPeCs securities that have been offered

35 for sale and/or offered for purchase by traders.




25146, the total price paid by the buyer 148 and by the seller
transaction date and/or tine 152. Maturity of Securities

is a flow di agram showi ng the process for paying funds on maturity of

derivative securities.
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30 After creation of the derivative securities, a

ity list will be generated (step S100) by the primary exchange that

initiate paynent on maturity of the derivative securities.
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(step S110
the primary exchange as shown in figure 2 wg.th the

exception that the securities are transferred from

the

seller to the buyer in step S126 rather than being

created. The initial part of the trading is

the

receipt of bids/offers from traders (step S120) which
is exactly the same as the corresponding receipt of
bids and offers as shown in figure 3 in the primary
exchange with the addition that the traders will need
to specify whether the derivative security is a buyer
or seller security. The bids and offers may be
displayed on a screen generally as shown in figure. 8
in respect of the primary exchange with the excepta‘.on
that eight different types of derivative security

(spot/gen, +/-, buyer/seller) will be displayed.
further difference between the confirmation
approval steps in the primary exchange (steps S‘231
§232) is that it may mnot be mnecessary 1in

A
and
and
all

circumstances for the secondary exchange to obtain
bank/credit pre-approval from the seller since he will

only be receiving funds from the buyer.
In addition to receiving offers/bids from

the

traders, the secondary exchange processing engine will
verify from the derivative gsecurity and settlement
databases of the primary exchange that the seller is
the authorised holder of the relevant derivative
security and that the number of derivative securities



Secondary Exchange The derivative securities created
according to 25the invention may al so be traded during their period of
currency. For the purpose of trading in the derivative securities, a
secondary exchange 2 as shown in figure 1 may be created. The secondary
exchange 2 is preferably associated with the primary exchange 1 30and may
exchange relevant information with the primary exchange in order to
facilitate trading. Like the prinmary exchange, the secondary exchange nmay
conprise a conputer having a central ppocessing unit 22 that conmunicates
with nenory, for exanple RAM ROM 35o0ptical or nmagnetic nedia or any other
formof nenory, 40 in which databases 24 to 32 are stored. The conputer
forming the af ¥ CX5DANGG re R Y iHMLinG Cabd leirt lrerandbefd of- trader s

36 (referre 0 as secondary fraders) via efwor 8, dmibeaxanpke a | ocal
area 5 netmtk (ER{), s&llS%n citégfé%a ﬁ‘gt W(E;lr%“'%\/\g\l\f,—léand efpeci ally via the
internet, tye-seaondarsecaxchnnge comane ofbgroft FOXh82h&! work 38 by neans

of a secondary exchange conmni gat S.eS8LV 6 o 3Bi o ldrh maechingary
exchange, the se"lzé'bendggﬁ?c&&z’(’?hangéeI§1 %Secgmmni cati.on seryer nmay g?grruni cate
wi ths t he enfetmersiBs) andThhe wEBPby-sSwies@edsdally % 2B 2d™"t el evi si on,

hand hel d ﬁ‘gf‘gﬁ}%{%&{:éﬁiﬂﬁs’ stepi | echehenkaheset ctihy appiLepEYat e

protocol s. ases In the nenpry. of .the NRIY dpiftpegipg the
secondary exxtharge 2fare F&AAN f?h%hgal’?ber&g%t%he dgétea%ases i,a_s;he primary
exchange 1, 0a@E! Ynt Fegldent : datiEasex@dange c lehieskisy d&T cVRAAELEHT or nat i on

as shown in figure 5 ip_order t | e e Gldtiyindaynandrieadi ve
f unds, (acc‘aﬁnt e de‘?&é%ﬁaneg‘r? At ?sgsst,:corrp,anynarreﬁrr anAr ov%qld th
10 variable, the type of derivative securlity e

maturity time and the trade price, and attempts to
match for the quantity of derivative securities, oY to
achieve a partial match for quantity. The trades are
then settled and payment of funds will be initiated.
15 Funds are paid £from the buyers’ to the sellexs’
nominated accounts (net of transaction costs), and the

derivative securities are then transferred by
cancelling the seller’s ownership for the quantity
sold and registering that quantity in the name of the

20 buyer. Each trader will be sent confirmation, the
secondary exchange and client databases are then
updated together with the matched trades database, and
the relevant information is sent to the secondary
exchange webcast.

25



aut horisation, conpliance/regulatory information, settlenent information,
trading limts of the client and security information). Security

i nformati on 57 includes passwords, password history, usernane and 25setup
i nformati on, and any additional information required to enable secure
tradi ng. The secondary exchange nmay al so include a historical trades

dat abase 30 that includes a detailed transaction tradi ng history,
statenents of account and any correspondence 30 with the rel evant
secondary trader. As in the primary exchdnge, the secondary exchange nmay
I nclude an unmat ched trades database 26 but in the case of the secondary
exchange, this database contains details of all existing SPeCs securities
t hat have be€RadmBered 35for sale and/or offered for purchase by traders.
41 Secondary Exchange Trading The operation of the secondary exchange is

simlar to that of the prin%é¥ exchange, and wi |l not be, descri bed
in detail where the pr8c&S® s ISt Bt oreR2FyiERERSNGe PHMAHE sane

as L hose (2)f tahehahjﬁ&ar w@(?h@ﬁggtirzlg derivga.tzzi.@ ad'seguﬁltltﬁ.ﬁe sedtgtdar y
exchange is_as_shown _in.fi el teps 8120 t . <Thi. ess is
general ly t h8SHAE &% F#’t%”ﬁrg’tcgas% PE% e%&&?“&&e%n ]?%é%ﬁ%iprqer%ﬁglaq%i%%ange as
shown in figaeeuitit valhe eikisept ien edritindenseowr ia | welar dlafimegd,erred
fromthe sel bt ' ep : he [ The
initial partggFe%ﬂg&??ad?ﬁginﬂf%g rﬁgé%%%E%? b?ﬁ%?%??%fs f%ﬁ?%&%%%rs
(step 8120) WRPERWiLh ftex &t IBefore s aePBIeherRRLEs pbRbRRg rtdd& pt of

bi ds and of f gh$cRSs§BeER Eam%gggég:3 in the primary exchange with the
addition %hat t raders will whet her_the deriyative

dt i fv
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and offers of sale of the derivative securities
received from traders, whether buyers or sellers, the
database being structured for storing records for each
offer including

(1) the identity of a trader that has made the offer,

(ii) data indicating whether the offer is a purchase offer
or offer for sale,

(iii) the identity of the numerical variable,

(iv) numbers representing the price offered by a buyer (the
bid price) or the price offered by a seller (the offer
price),

(v) numbers representing the predetermined future time,

(vi) numbers representing a value of the numerical variable
at the predetermined future time or before the
predetermined future time that 4is defined in the
offer,

(vii)data indicating the relationship between the defined
value of the numerical variable at or before the
predetermined future time specified in the offer and
the actual value of the numerical .variable at or
before the predetermined future time that is required
in order for the trader to secure the claim,

(viii) numbers representing the gquantity of derivative

securities in the offer;



20 di splayed on a screen generally as shown in figure 8 in respect of the
primary exchange with the exception that eight different types of
derivative security (spot/gen, +/-, buyer/seller) will be displayed. A
further difference between the confirmation and 25 approval steps in the
pri mary exchange (steps 8231 and 8232) is that it may not be necessary in
all circunstances for the secondary exchange to obtain bank/credit
pre-approval fromthe seller since he will only be receiving funds fromthe
buyer. 30In addition to receiving offers/bids fromthe traders, the
secondary exchange processi ng engi ne 41 verify fromthe derivative
security and settl enent databases of the primary exchange that the seller

is the thori sed holder of the,rel eyvant, deri ive 35securjity.and that the
nunber(gr d§#i3 I'vVe Qﬁnﬁ???%¥1n§2g§Ff5P'&1@§¥%£ﬂ%gaéﬁ8e§hH€W%% e seller
records (i.effehat frbm buikees;hol ds at | east the nunber of derivative
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securities aip) tfed hhassiesledabyasaacel ling the seller's ownership for
t he quantity.solgvand rggistering %hat uantity in the nanme of the 20
buyer. Each't1hdere wrerdpkesBite@ofiPFIthEt FMS t he secondary exchange and

cli ent (ifa) atias eslefrimeichenalipeatetl tiget hementithlt heambtbhed dtr adbe
database, and. dheerl SYANE.LALQ" PREEOBRLE: 520k 4G the Sepuanypxchange

webcast .
(v) the relationship between the defined value of the

numerical variable specified in the offer and the
actual wvalue of the numerical variable at the
predetermined future time or at a time up to the
predetermined future time; and

(e) a derivative security creation module that 1is
responsive to output from the decision unit that a
match exists in order to create one or more derivative
securities, which comprises:

(i) a trade settlement unit for automatically calculating
the agreed number of the derivative securities, being
the maximum number of derivative securities that are
the subject of both the purchase offer and the offer
of sale; calculating the maximum financial obligation
of a trader, being substantially the product of the
agreed number of derivative securities and the agreed
trade price of the derivative securities if the trader
is a buyer, or substantially the product of the agreed
number of derivative securities and the difference
between the nominal derivative security value and the
agreed trade price if the trader is a seller;
automatically receiving funds from traders



43 d ai ns: 1. A conputer systemthat constitutes a prinmary exchange
for creating derivative securities that secure a claimof a predeterm ned
nom nal derivative security value that is contingent on a well defined,
external ly influenced nunerical variable associated therewith at or before
a predetermned future tinme, which systemconprises: (a) a database for
storing data defining purchase offers and offers of sale of the derivative
securities received fromtraders, whether buyers or sellers, the database
being structured for storing records fgr each offer including (i) the
identity of a trader that has nmade the offer, (ii) data indicating whether
the offer is a purchase offer or offer for sale, (iii)the identity of the

nunerical verhkeipending Bynhtisir epagsmn nfitdecpal ceoliffgateibmy a buyer
(the bid pr|§§) or the price offered by a seller (the offer price), (v)

nunbers refPEsenting the predetermned future tine, (vi) nunbers
repreiémblmgdenmﬂauivﬂ seeunmhgrccabbwgnzﬂnxtaﬁcth@oﬁmﬁmﬂﬂﬁrﬁ$%d future

time or é. e %g ﬂeﬂff WY add {Pat éécd%ﬁ.tﬁ}e%.ﬂ&l éhe offer,

(V||)data i'n re atlonshl bet ween t he, defi ned val ue, of the
nuneri cal daﬁaamaiaﬁlnﬁ b@f§h§t@ﬁ?%ﬁ%&%w%rﬁ?ﬁﬁﬂlFﬁtuﬁ?q|§ﬁ9§&ﬁ%|f|ed in

the offer aa@at hergrdtphg Vakwe Oofhd hedqauaweaiiee vase@hbtttat dn bedore the
predetern1 3Luture tiyme that is required in order for the trader to

secure the RESivA®d nunbers representing the quantity of derivative
securKEDeSalnnahErbtﬁfﬁset@mbmenx module for paying appropriate

traders at the predetermined future time or before the
predetermined future time depending on the type of
derivative security, which comprises:

(i) a maturity data input module for receiving from an
external source data quoted by an independent
institution representing the actual wvalue of the
numerical variable at the predetermined future time or
before the predetermined future time;

(ii) a determination module responsive to data from the
maturity data input module, for determining, at the
predetermined future time or before the predetermined
future time, whether the actual value of the numerical
variable is the same as or is above or below the
defined value specified in the offer;

(iii)a reimbursement module responsive to data from the
determination module, for sending to one of the
traders or to an agreed third party  funds
corresponding substantially to the product of the
agreed number of the securities and the nominal

derivative security value.

2. A computer system as claimed in claim 1, which
includes quoted value input means for receiving from
one or more external sources values of numerical
variables quoted by an independent institution.



(b) an input for receiving the data defining the purchase offers from
buyers; (c) an input for receiving the data defining offers of sale from
sellers; (d) a decision unit for determ ning whether or not a nmatch exists
bet ween a purchase offer and an offer of sale in the database in terns of:
(i) the bid and offer prices, referred to as the agreed trade price if a
match is determned, (ii) the nunerical variable, (iii) the predeterm ned
future tinme, (iv) the defined value of the nunerical variable at the
predetermned future tine specified igethe of fer, and (v) the

rel ati onship between the defined valué”of the nunerical variable specified
in the offer and the actual value of the nunerical variable at the

predeternig@d f Yt ULEmii,PBOMg téhtggedﬂ%*#ééhﬁnpﬂﬁﬁﬁﬁﬁrT'“%E{Hﬂuré tine;
and (e) a derivative Security creation nndh e that 1S responsive to output
fromthe dd&icdiugiesunimeanigat farne @l shing iat olgastt oSeMeatEHMeSor nore

derivati ve f5RelrdddRSrs WS hwE QBRI hé ematthksa Hahd bl tder@nhinadt for
autonaticah%y alculathnqbthe,agreed nunber of the derivative securities,
bei ng the rEXi RO et i vat i ve securities that are the subject of
both the purchase offer and the offer of sale; calculating the maxi num

financial qbligati f tr bej.n nt . al e pragiicty of the
agr eed nun%ér o%’d§$? %%?5@ Qcﬁ?}t%%sqg%gg%%g %Gré%%x%ﬁa e prlp%hof t he
derivati ve isedudes ea pubihishingdemiits fopupublishisghsinkr¥eation he

product of Lhe+3giLeed D eumRlrdell aldiragurities and the difference
bet ween the nom nal derivative security value and the agreed trade price if

the trader is a seller; automatically receiving funds fromtraders 45
correspondisng t o tdemputexi myBddmansi allaghdddaihorelaaim @i,i )wiaickeri vative

security creatiaon unit_for.nptifyi th r : j . 1 he
derivati vel?géblgielsy %nﬁu%;lﬁgfggr e atl n%oj% ogﬁﬁgigglg'?%fﬁ/fe&%%%}%l?y, and
storing datrelpshing g ttde hwatgdesd dMagessecurity in a database; and (f) a
maturity settlement nodule for paying appropriate traders at the
predetermned future tine or before the predetermned future tine depending
on the typ&-of AeCOPRMLAX BN \2s wPlaimednpp §¢&im 1, which is

operative to create different types of derivative
security, some of which generate the right and
obligation of payment if the value of the numerical
variable rises to or above, or falls to or below the
defined value at or before the predetermined time, and
some of which generate the right and obligation of
payment if the numerical variable rises to or above,
or falls to or below, respectively the defined value

at the predetermined time.

7. A computer system as claimed in claim 1, wherein,
if the decision unit determines that a match exists,
the derivative security creation module is operative
to create (a) a “buyer” derivative security that will
pay the predetermined nominal derivative security
value if, at or before the predetermined future time,
the numerical variable rises to or above, or falls to
or below, the defined value of the numerical variable,
and (b) a “seller” derivative security that will pay
the predetermined nominal derivative security wvalue
if, at the same time, the wvalue of the numerical



(i) a maturity data input nodule for receiving froman external source data
quoted by an independent institution representing the actual value of the
nunerical variable at the predeterm ned future tinme or before the
predeterm ned future tinme; (ii) a determ nation nodul e responsive to data
fromthe maturity data i nput nodule, for determ ning, at the predeterm ned
future time or before the predetermned future tinme, whether the actual

val ue of the nunerical variable is the sane as or is above or bel ow the
defined value specified in the offer; (iii)a reinbursenent nodul e
responsive to data fromthe deternm nat4on nodule, for sending to one of the
traders or to an agreed third party funds correspondi ng substantially to

t he product of, K the agreed punber of the securities_.and the inal
derivative ‘é‘%’&’cl‘?]?f? 8‘311@%. to TASEL MR Yeerr?%sf%+g?nga {%%T(::LI g’lom 1,

whi ch i ncl ustes sebdwed vedsipetbpuelyppanshéor deéinedi nyafluem ofe dherore
external soyrges; vaj ues ol pher i cal, vanbad! 8axgyakegeby st adapendent
institution 7 . A'conputef systemas clained_in claim1, which

i ncl udes neeetng orrpabefshiomg dm | Eaet navre off fAF (PBnFhradEPESEH whi ch
no matches have Reed P8LET HhBEHeEYpi/hendeaksligiouniunit 4. A conputer system
as clainmed 1n claim 2, which includes a publishing unit for publishing
information relating to the nunerical variables. S. A conputer system as
clainmed in g]ai mlcomphebri Reistias & pubbinbindunilairr 1pubihesising
information_relating to the match rades. el LS BMAS
claimed in R rf#elﬁgﬁ?ﬁrb%tlr%nod%?cg"ﬁéve %(; gpg%aﬁﬁ%ntd.e? esq_i(ﬁEl
derivati ve weetinét ythsometoa Imvalugenér &he thumeyigal aﬁﬁréﬁigﬁﬁatﬁson of

payment 11 {fe wahe o Uhe JUMBRAl uar bl kas dérDiedbaidueor fal s
to or below the defined val ue at or befor th%ﬁpredet erm ned EEI rre; and sone

of which gefreatElede i1 ghbeanaifBli @i dihof BFREARRT IS %e cal

vari able risgageto or above, or falls to or below, respectively the defined
value at the predetermned tine. 7. A conputer systemas clainmed in claim
1, wherein, if the decision unit determ nes that a match exists, the
derivative Securitgompeatromsysickn s scopimeti va tolairale (@lergirhuyer"
derivative ur i | e pred ' ngyy n s¢ad i ve
security va uée i#%é/%ﬁ%éa%ie(%%r g‘ﬁ%{%{égprgéet g#rgn&%&e:g%?ut Sr@e ﬁerrﬂé',%?{tlh :
nunerical wiretite dBeato dheaberEuad FAYUE t @for B oSt i ned

val ue of the,Muwrd cal Veheaedatthiite@ "SAfURS " tdRel Vot i befkarurity
that will pay the predeterm'tfeg nom nal, deri,vatjyve securi t)é val ueié'f, at
the same tithe PRESGLEFBIZEY hEVRUKE itcHIS 47 VEPPai®S afs rise to or
above or faidsvrd aclaldefined valaw, spespédeidyéhy thehefifefrd .ned val ue of the
nunerical variable, two such derivative securities being created, one in
the nanme of each of the traders that have been matched by the decision
unit. 8. AconAitesmpysernsistemapsedlaingdiin 1c1ak®8r & nWiHeh 1s

det er m nat lan-JIMY Crbs Bd Veuhasdel S shaei vhet pereddie agtualogval ue of
al varl a

the nuneric e is the sane as or, I s above or b<=}léow t.he d&l‘l ned
val ue specithedtradere ofF & afIrREdp UL RRREY £l kS Falie the

trade settlement unit creates the derivative security,
and to deposit the funds in a secure account.

11. A computer system as claimed in claim 10, wherein
the reimbursement module 1is operative to pay any
trader that is owed money out of funds that have been

deposited in the secure account.

12. A computer system as claimed in claim 1, wherein
the database stores numbers representing the nominal
value of derivative securities created thereby.



9. A conputer systemas clainmed in claim1, wherein the determ nation nmeans
is operative to determ ne whether or not the actual value of the nunerical
vari able at the predeterm ned future tine or before the predeterm ned
future time is the same as or is above the defined value specified in the
offer. 10. A conputer systemas clainmed in claim11, which is arranged to
receive funds autonmatically fromeach of the traders or an agreed third
party at the time the trade settlenent unit creates the derivative
security, and to deposit the funds in ggsecure account. 11. A conputer
systemas clained in claim10, wherein the rei nbursenent nodule is
operative to pay any trader that is owed noney out of funds that have been
deposi ted ind.he sseegmPuBeeOWiister 2asA Eiidd®r isy s¢Eaims 16| avledhi n cl ai m
1, wherein the database stores nunbers represent.n he m ue of
derivative ?gﬁ?ri TR R i R taherse%ﬁl‘?né%%’ 163’.“:%&%@%%? s‘%‘%%(nﬁ s
clai ned i n @dighinhg Wiezhvat $veceestirtitties stlsatohdaey heethasyeated tradi ng
exi sting derj Y |t have been created by the primar

8. B LIS SR Y which i nol b

exchange. SYS s clainmed in claim 13, which includes:
(g) a secondary input for receiving purchase offers fromtraders to buy the

exi sting denrigvat izvecSRgutbli st #sseganpary imputaiar yxcewnion offers
of sale of the _exjsting derivative securities fromtraders; (i) a database
for storing ¥¥dUstS%rs to buy and offers to sell; (j) a secondary decision
uni t f qig)detzer séeondarhetigrutor foot recrEivimge xpestchbse wedifears offem to buy
and an offer__f sal.e qf exi sidnng. derj ILVe: SECULLLY; cEgated by the
pri mary excﬁé:r?éﬁéerlsn %%gnud‘g&a}bas%qgn@%rgfn‘%%%\"% o %i %é%%%l%?%%r, prices of
the exi(@ing demdandaxy $Bpuki fpr tecaipingfofEeryaplveade fFt Fhet he

nunerical vahi;ahlie ARkt dfvdelaiNeted U tee tragerapd (k) a secondary
trade settlenment unit, responsiye to an %Et Qut fr%mthe c?ecggdary gem si on
uni t tHa? aamPRaRRBESEOT ORI nEREC REEFEEatOuRHY P Het 55T BebCnumber

of existingg@ani;vative securities that are traded in the secondary exchange

ubj act 0t Bot T aTRaT s CE B hrian Grtor iy e PEEHLG Fhdiife (6% he”
financi al olcitgagi owatfh a etrisder hbbwhen e ofifest f BP tIHuPhedBxi sti ng
derivative seadnl !yqandshak ayronghi caklyrifgel qendvitade fsesuthsy trader,
updati ng databases of the trade it the secondary deci siqgn, unit determ nes
that a mat c¥rERitess: b¥ndchpt PEIMREY h8*Xchaages tt&%ﬁ]s%@?:ag?s[eneln
derivative seewd t ¥rf remet sebhar deféhe gatvess o9 the existing

derivative security, the type of derivative security,

the numerical variable and the predetermined future

time; and

(k) a secondary trade settlement unit, responsive to an

output from the secondary decision unit that a match

exists, for automatically calculating the agreed

number of existing derivative securities that are

traded in the secondary exchange being the maximum

number of existing derivative securities that are the

subject of both an offer to buy and an offer for sale;

calculating the financial obligation of a trader who

has made an offer to buy the existing derivative

security and for automatically receiving funds £from

that trader, updating databases of the trade if the

secondary decision wunit determines that a match

exists; and notifying the traders of transfer of the

derivative security from the seller to the buyer.



15. A conmputer systemthat constitutes a secondary exchange for trading

exi sting derivative securities which includes: (g) a secondary input for
recei ving purchase offers fromtraders to buy the existing derivative
securities; (h) a secondary input for receiving offers of sale of the

exi sting derivative securities fromtraders; (i) a database for storing the
offers to buy and offers to sell; (j) a secondary decision unit for
determ ni ng whether or not a match exists between an offer to buy and an
offer for sale of an existing derivative security created by the primary
exchange in the database in terns of th2 bid and offer prices of the

exi sting derivative security, the type of derivative security, the
nunerical variable and the predeterm ned future tinme; and (k) a secondary
trade settlenment unit, responsive to an output fromthe secondary deci sion
unit that alsmtch ecomistef orsyaitemathesl | goratitrbieRng t RERFEHY nunber
of existi ngeggflé%géi \égo§e°¢§é&ix‘§$ tdhads@igy U RAsd el Jd1e srafdares exchange
bei ng the maXinunt nunber of existing J%rlvative securities that are the
subj ect of waighawnelndesto buy and an offer for sale; calculating the

financig} obli@Rinaf EnphadeomhpeBasvimge pircdfsy bafbuy thwsomexisting

derivative secyrity and for_automati.cally recei.ving funds fromthat trader,
updati ng datuBEeEs bP PH¥ FP&dé’xilF%lP?g éé&}ﬁr Yy <d (ﬁ%{}%ﬁthémg't det er i nes
that a(nptch estshdargndmmait f fongrebeiviaders fifrs rafssaleofoft Hehe
derivative gecuri [ el Qs efl}lt%er Rcl6. A conputer system
as cl ai ned %ﬁlﬁgﬁ}f‘%n %@?%F’gﬁ% ‘ssegﬁlft&%&tg% to ort\/\J?aard funds automatically to
an accbiht andahabassefofr iHowriad dthofoffrrextat PRy asd RRisxS SRurity or
an agreed tgi{gl,party in respect of the purchase of the derivative security

by the buyer. 17. R nmethod of ,oger ating_a conputer, s.ysten%lt ggt coonsti tutes
a prinkiy ekcHERGEREY cHeGtPhgRd at FOE MBS W HPESEETr €5 claim
of a predetgdfi RedmaerhnadxietsVvaidtmeaecan t gyffakruea hiuy sagdntdamgent on

a well defin externally influence rjcal r.jabl e a i
therewith a?ggﬁérb ¥t e B ?eaoe]% ert neaagtﬁiﬁirgg t‘jlle\rﬂr%‘}ﬁﬁ net ﬁolzﬁf:‘}grrpri ses
the steps ofredegdrédnei they paimauyf ienchpnde [y chhse @REaPaSer oMt buyers;
(b) receivipng gatadetip ng;af feng e al ephhiemssebershe (@xidomgg the
data defining purchase offers and offers of sale of the derivatjive
securiti es FREEYHeHVEr GRTEdehs, thRetiBr Ry ePETVRELVPeECHH W dat abase,
t he dat abasgpdeifithest et Uned-if51 et ahbingtiiec arsddiosrmimdd offusrurercl udi ng
(i) the identity of _.a trader that has nade the offer, (ii) data indicating
whet her t he"HP¢era®e a purchase offer or offer for sale, '

(k) a secondary trade settlement unit, responsive to an

output from the secondary decision unit that 'a match
exists, for automatically calculating the agreed
number of existing derivative securities that are
traded in the secondary exchange being the maximum
number of existing derivative securities that are the
subject of both an offer to buy and an offer for sale;
calculating the financial obligation of a trader who
has made an offer to buy the existing derivative
security and for automatically receiving funds from
that trader, updating databases of the trade if the
secondary decision unit determines that a match
exists; and notifying the traders of transfer of the
derivative security from the seller to the buyer.



(tii)the identity of the nunerical variable, (iv) nunbers representing the
price offered by a buyer (the bid price) or the price offered by a seller
(the offer price), (v) nunbers representing the predetermned future tine,
(vi) nunbers representing a value of the nunerical variable at the
predeterm ned future tinme or before the predetermned future tine that is
defined in the offer, 51 (vii)data indicating the relationship between the
defined value of the nunerical variable at or before the predeterm ned
future tinme specified in the offer an he actual value of the nunerical
vari able at or before the future tine at is required in order for the
trader to secure the claim (viii) nunbers representing the quantity of

der i vati ve SeCurA ! befplBebha aliay | abdkadabian thne1uast het ofmgel, 3 mat ch
exi sts between a purchase offer and_an oftfer of sale in_the database in
terms of: ¥¥) 3BT ankP of Fe¥waFd cefundar cppbamebigalite 5£8red® trade

price if aaed@int s idet ehal neshe (0f ) thhe salBerCcaf VaHeabkeisting) t he
predetermrgg%{&gégégtlggéurity or an agreed third party in
respect of the purchase of the derivative security by

the buyer.

17. R method of operating a computer system that
constitutes a primary exchange for creating derivative
securities that secure a claim of a predetermined
nominal derivative security wvalue that is contingent
on a well defined, externally influenced numerical
variable associated therewith at or ©before a
predetermined future time, which method comprises the
steps of:

(a) receiving data defining the purchase offers from
buyers;

(b) receiving data defining offers of sale from sellers;

(c) storing the data defining purchase offers and offers
of sale of the derivative securities received from
traders, whether buyers or sellers, in a database, the
database being structured for storing records for each
offer including

(i) the identity of a trader that has made the offer,

(ii) data indicating whether the offer is a purchase offer
or offer for sale,

(iii)the identity of the numerical variable,

(iv) numbers representing the price offered by a buyer (the
bid price) or the price offered by a seller (the offer
price),

(v} numbers representing the predetermined future time,

(vi) numbers representing a value of the numerical wvariable
at the predetermined future time or before the
predetermined future time that is defined in the

offer,



(iv) the defined value of the nunerical variable at the future tine
specified in the offer, and (v) the rel ationship between the defined val ue
of the numerical variable at the predeterm ned future tine or before the
predeterm ned future tine specified in the offer and the actual val ue of
the nunerical variable at the future tine or at a tine up to the future
time that is required in order for the trader to secure the claim and (e)
creating a derivative security in response to output fromthe determ ning
step that a match exists, which step cgfprises: (i) automatically

cal cul ating the agreed nunber of the derivative securities, being the
maxi mum nunber of derivative securities that are the subject of both the
pur chasg; a | f.fer ; t G wileS ! 1 ci al
e R e g et e )
nunber of d¥R{vati9E sekerinuEsricRlt nEaEtRREY 13hdPDr iRGEWE t Here
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bet ween t he“HBni 1A @tr i Vattoe Lbcurity DH% t‘F?erJa%? 2d ¥ ad® price if

the trader bsfarselther ;futoentineg |Bhatecksviregufimeds in onxtieadeiasr
correspondi t L.r I fipanci.al;_obligation; and (ii) notifying the
traders pf'ggga f%ﬁg%ftgﬁéégg?%vg |v%1§3gﬁrity and of data relating to the
deri vatvidikectiwipors angeprepengiogt athel aguagtidn hefde GardMakd & ecurity

in a dat abaggsupndiék) ia ERBULKEERSEtt] enent step for paying appropriate
1 bef.ore t.h redeterm ned future

traders,at the predeterm.n future time or

tine def)‘g%oﬁ&?'lbe LRI t Wﬂﬂ?elaep?:vé?‘??/easé%‘??]?y,e %ﬁ? ReMBPFled (i) a
maturity daparchpee of€prohndecs Gified rain smlexinr hhe databaseatin quot ed
by an indeggggﬁgtoknstitution, representing the actual value of the
nunerical variable at the predetermned future tinme or before the

predet er ni n6) f utlee e hidreand | pffeget Pricasyi oneferpedof tdetas nithierg in

response to,dalda f¢pame herTBLULEL ¥ fatan RBUHeteoRinRdla,0r before the
predeterm ned, future tine, whether the actual value of the nunerical

vari abl e i s{ihe heeraresicpd ¥BEiaPdR bel ow t he defined val ue specified in
the of fer; (iii)the gprbacsemihedt Entaikesendieng to one of the traders or to

the act80u iR TaPehe VBEPey a0 F STt T S Mna FRA= R8T T BT Vat i ve.
security vafuisire ncimspspeseifdedain thenoflierdedsdni nati on step. 53
?ﬁi_telr {‘ﬁ{)i 3‘;&He°e§ce‘ﬁ%lﬂie§n£§iﬁ'u@éév9@énVaéﬂé‘b'cf‘éfﬂ%ﬁ ed,Piyd hed ndgpendent
numerical variable at the predetermined future time or
before the predetermined future time specified in the
offer and the actual value of the numerical variable
at the future time or at a time up to the future time
that is required in order for the trader to secure the
claim; and

(e) creating a derivative security in response to output
from the determining step that a match exists, which
step comprises: '

(i) automatically calculating the agreed number of the
derivative securities, being the maximum number of
derivative securities that are the subject of both the
purchase offer and the offer of sale; calculating the
maximum financial obligation of a tradexr, being
substantially the product of the agreed number of
derivative securities and the agreed trade price of
the derivative securities if the trader is a buyer, or



19. A nmethod as clainmed in claim17, which includes the step of publishing
at | east sonme offers fromtraders for which no matches have been

determ ned. 20. A nethod as clainmed in claim17, which includes a step of
publ i shing information relating to the nunerical variables. 21. A nethod
as claimed in claim17, which includes the step of publishing information
relating to the matched trades. 22. A nethod as clainmed in claim 17, which
is operative to create different types of derivative security, sonme of
which give the right to, and obligation_of, paynent if the value of the
nunerical variable rises to or above, dF falls to or bel ow, the defined

val ue at or before the predeterm ned time, and some of which generate the
right to an i ay if t % e cal yariabl e
i 9es 1o or SERAAALP) LY BRduct, 7 CBAL, Sanb0f, AMRRLET o

predet er m né@rthwlve%sewn‘éthed amd:l sheedlififetence 1betmeme| hl,lei fitis
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"buyer" derivative security that. wll ‘pay the predeterm’™ned nom nal
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derivative securit ing created, one In The nane eac
that have b8ERUNAE¥medhith $HRTHREelAta mplatehng 2o Rhﬁet%‘%t%ﬂ'%l med in

claim17, wseebrif¢l Hdes databdseg famels aut omatl cally fromeach of the
trader r from reed ty.at t i me_t.he derlvatlve security
i's creZF Fang® ggﬁﬂi Yti ﬁSEEPrSmFE%dS SHrPy ts%g) Fur EREBUNPPPEPT Rt hod as
claimed in bradﬁr24atmktéreelpreﬁqtazrmdtfuture oned omondefmreantlagr eed
third partysisgRakdmni heesr el pur n 0%} f S e been
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numerical variable at the predetermined future time or

before the predetermined future time;

(ii) a determination step, of determining in response to
data from the maturity data input step, at or before
the predetermined future time, whether the actual
value of the numerical variable is the same as or is
above or below the defined value specified in the
offer;

(iii)a reimbursement step of sending to one of the traders
or to an agreed third party, funds corresponding
substantially to the product of the agreed number of
the derivative securities and the nominal derivative
security wvalue, in response to data from the
determination step.

18. A method as claimed in claim 17, which includes a
guoted value input step for receiving from one or more



deci sion step of determ ning whether or ex ists between a purchase offer
and an of an existing derivative security in terns of the bid and offer
prices of derivative security, the type of 55 derivative security, the
nunerical variable and the predeterm ned future time; and (k) a secondary
trade settlenent step, responsive to output fromthe secondary decision
step that a match exists, of automatically receiving funds froma trader
who has nmade an offer to buy the existing derivative security or froman
agreed third party, notifying the trad LS of transfer of the derivative
security fromthe seller to the buyer, and updati ng databases of the trade
if it is determned that a match exists in the secondary decision step. 28.
A met hod of e%%&ﬁh‘ln%&lf&@%ﬁiué¥sb%mﬂ1ﬂﬁér£@£§t’«rﬁh’:&%l@sswy o
exchange for trading derivative securities, which conprises: (g) receiving
pur chase of P&r §her dRCEPSHEEP Y J 5t I i sting derivative securities; (h)
receiving offers of sale of the existing derivative securities from
traders; (i) stocin he, of fer s _t.0 y..an fers to L0 base;
(j) a seconégry eé&?ﬁgﬁis?ﬁpc Jﬂﬁggrﬁ?ng%ég&he brwggchofﬂggha Ch exists
bet ween a pthehastepffef gmidbhbsbifgr dor beast ofseme exdBierg dordwati ve
security inelbAcdal 28asgniiby SMhaflndhe i HUbPiddleRtings. of the

exi sting derivative security, the type of derivative security, the
nunerical variable and the predeterm ned future time; and (k) a secondary

t :ade rs]et t QUEntﬁsh%!&hoﬁe%&?rtﬁﬂd&%é@_ﬁultclﬁ)l&iﬁr om, t hﬁif:acg&dﬂrwecheoasi gn
step that a_patch exists, _of . autonmatica recei vi unds from.a trader
who has nadﬁjggﬂ ofter PEPLIFBLRE ex:’rlyfcc? taje??vaﬁe\r;‘%ts’é%ri P? orig?‘?om an
agreed thi rodupartigalnedirfigbigst.he traders of transfer of the derivative
security fromthe seller to the buyer, and updating databases of the

2f. A method as claimed in claim 17, which includes
the step of publishing information relating to the
matched trades.

22. A method as claimed in claim 17, which is
operative to create different types of derivative
security, some of which give the right to, and
obligation of, payment if the value of the numerical
variable rises to or above, oxr falls to or below, the
defined value at or before the predetermined time, and
some of which generate the right to and obligation of,
payment if the value of the numerical variable rises
to or above, or falls to or below, the defined wvalue

at the predetermined time.

23. A method as claimed in claim 17, wherein, if it
is determined that a match exists, two sgecurities are
created, namely: (a) a “buyer” derivative security
that will pay the predetermined nominal derivative
security wvalue if, at or before the predetermined
future time, the numerical variable rises to ox above,
or falls to or below, the defined numerical variable
value, and (b) a “seller” derivative security that
will pay the predetermined nominal derivative security



56 trade if it is determned that a match exists in the secondary deci sion
step. 29. A nethod as clainmed in claim27, which is arranged to forward
funds automatically to an account in the nane of the seller or an agreed
third party in respect of purchase of the derivative security by the buyer.
30. A carrier which carries a conputer program conprising

processor-inpl enmentabl e instructions for causing a conputer to constitute a
pri mary exchange for creating derivative securities that secure a cl ai m of
a predeterm ned nom nal derivative secugjpty value that is contingent on a
wel | defined, externally influenced nunerical variable associated therewith
at or before a predeterm ned future tinme, which program conprises; (a) code
for generatinglaeddtfalasehen dame cotmelt Ehe NRUMEYiEal hetiahg <dati Tef i ni ng

pur chase offers offers _of .sale of the.derjvative securities received
from trader s?o\/\h]g?%eer tﬁuy%?s 3PV PEr £24 % Egt a’%) %& n‘ﬁrs%?}é?"ﬁ'r ed for
storing recorgspegtivadly difeerddfigiadlimgugrjcahevadbabiey veflue t rader t hat
has nmade theggbhelgedivar dal a éeﬂfggaea_g %&yteﬁréaeeatf Und Sif ghase

offer or offer for sale, (ili)the 1dentit e nunerical variable, (iv)

nunber s reprBEBRt Phg A (RF cEhef FEprdarsy thafuyrave tiheeni masched) it t he

price of feredhéydateembiatingt Beepf.fer price), (v) nunbers representing the
predeterm ned future tine, (vi% nunbers representing a value of the

nunerical variable at the predeterm ned future tinme or before the
pr edet er m ne@4f ut &r eettiheel tdat ciisioel ngd chaine 16f,f ewhi¢hi idddhales

indicating t 1.0 i . fd e of e ica
variabl e gt %?c%%?%%g ?ﬁgh%r%%%%@%%ﬁhegq%i%ﬁé?ﬂ%%%#sogcF%gq§ggﬁﬁ%ﬁi of fer
and the actud¥ vBFae ofnt hadweesh i ddiindhr iRy ataer bBBeor imge the

predet er m nedef iVt evéi Badiititys i£qWrRMtdd), OB WRpddiaidpdaind o
secure the 9%8]%% viii nunber's rgﬁresentlng t he quantity of derivative
securities in® f@rsecure account.

25. A method as claimed in claim 24, wherein any
trader that is owed money or an agreed third party is
paid in the reimbursement step out of funds that have
been deposited in the secure account.

26. A method as claimed in claim 17, which includes
trading existing securities that have been created by

the primary exchange.

27. A method as claimed in claim 26, which includes:

(g) receiving purchase offers from traders to buy the
existing derivative securities;

(h) receiving offers of sale of the existing derivative
securities from traders;

(1) storing the offers to buy and offers to sell in a
database;

(j) a secondary decision step of determining whether or
not a match exists between a purchase offer and an
offer for sale of an existing derivative security in
the database in terms of the bid and offer prices of
the existing derivative security, the type of



(b) code for receiving the data defining the purchase offers from buyers;
(c) code for receiving the data defining offers of sale fromsellers; (d)
code for determ ning whether or not a nmatch exists between a purchase offer
and an offer of sale in the database in terns of: (i) the bid and offer
prices, referred to as the agreed trade price if a match is determ ned,
(i1) the nunerical variable, (iii)the predetermned future tine, (iv) the
defined value of the nunerical variable at the predeterm ned future tine
specified in the offer, and (v) the rﬁéationship bet ween the defined val ue
of the numerical variable specified in“the offer and the actual val ue of
the nunerical variable at the predetermned future tine or at atinme up to

the predeterm.ned.future tine:. a e I gheabbneg 2adgrivadive
security iﬁeFé¥3gﬁ¥8 t%e%]ﬂfgg}”f%rétk‘g&%gﬁgfra% ning step that a natch
exi sts in predetermined: fubmareotimerie 3@k i vative securities, which

conpr i(i?S: a 5%e(cio}1d‘é‘}§e ft%fba&b t r gger s&héheeptepl ep repamisdr | cad | y
a ed n

cal cul’ating the agre unber of the derivative securi,tj.es ' t he
maxi mum nueBEPUST e vERRy SRR eSSt HATORr 5?"[ e és%%?eg't q‘g‘%%t h the
pur chase otkektrand dehenidnelt idaEhy erecal vihat FugdshExerxiaminademnci al
obl i gation of trader, being substantiall h t e pes eed
nunber of &’g'f’i 3’&\51 \/‘Eaé%c&i”i tc%efze%n t %’él?)a.g%%ééedg%c?%ggﬂgr i(,icger?'of t he
derivati ve sgequtityi es | frdheanr ageeads thind eparey . sHRFENERA 1Y% he

product of the agresd nymher-of deriual i we-99ekiivd esesaditie tirdher ence
bet ween t he nom nal derivative securi t% val ue , and theqaa%r eed f régg price if
e adeérs

the trader the seddiererto fihonReyesl | §0deEBAFEARIr FRFSFFSH 13
correspondicRggko itdhei HBXidayafianti shaobh getticin; ezhdtéi idp cge for a
derivative securit reati.,on nqotifying the traders of creation of the
security af@coRd %@c&rsilr‘?& tsg:eiphe security, and storing data relating to
the security in a database; and

28. A method of operating a computer system that
constitutes a secondary exchange for trading
derivative securities, which comprises:

(g) receiving purchase offers from traders to buy the
existing derivative securities;

(h) receiving offers of sale of the existing derivative
securities from traders;

(i) storing the offers to buy and offers to sell in a
database;

(j) a secondary decision step of determining whether oxr
not a match exists between a purchase offer and an
offer for sale of an existing derivative security in
the database in terms of the bid and offer prices of
the existing derivative security, the type of
derivative security, the numerical variable and the
predetermined future time; and

(k) a secondary trade settlement step, responsive to
output from the secondary decision step that a match
exists, of automatically receiving funds from a trader
who has made an offer to buy the existing derivative
security or from an agreed third party, notifying the
traders of transfer of the derivative security from
the seller to the buyer, and updating databases of the



(f) code for a maturity settlenment step of paying appropriate traders at
the predetermned future tinme or before the predeterm ned future tine
depending on the type of derivative security, which conprises: (i) code for
a maturity data input step of receiving froman external source data quoted
by an i ndependent institution representing the actual value of the
nunmerical variable at the predetermned future tinme or before the
predeterm ned future tinme; (ii) code for a determ nation step responsive to
data fromthe maturity data input stepggof determ ning, at the
predeterm ned future tinme or before the predeterm ned future tine, whether
t he actual value of the nunerical variable is the sane as or is above or

bel ow the 3pdgfanad Vet UesSRRGIdrneithdd) thet obf etatclbekiskpcdde the a

rei mbur senent stgg responsi,ve to data fromthe determ nation step, for
sendi ng to BRECH FﬁégFFéﬁéPg ﬁgeﬁb an agreed third party funds
correspondi ng substantially to the product of the agreed nunber of the
securities and the nom nal derivative security value. 31. A carrier which
carries a conputer program conprising processor-inplenentahl e instructions
for causi ng24.cohputethod c@sst iglatm seé%ndﬁ??lgxc@%nya#ﬁﬁcgraﬂﬁng

derivative sechpbbieto WSk Rl 0§LANSC Qiltidneasicd Yy cede orateseanti ng

purchase offers fromtraders to b t he existing deriyativ riyies; (h)
code for retBi Fhfg eIt o‘Fh§aF§H‘éFrt & e%ﬁs?’?%ﬁege#l\%ga:ﬁ %aEsg‘gu#lt i es
from tradersgespedtcede gurclsiasi of the cdderativéugegndistf &% EBesell in
a dat abase; &kércode for a secondary decision step of determ ni ng whet her
or not a mafch exi sts between a purchase offer and an offer for sale of an
exi sting derivative security in the database in terns of the bid and offer
prices of the existing derivative security, the type of derivative
security, the nunerical variable and the predetermned future tine; and (k)
code for a secondary trade settlenent step, responsive to outgpt fromthe

secondary dé@i-si &n SIFFIPat ¥istch SFEeS of aliIMRLTRAl | PLPEEENI ng
funds from aochbaderngho plascagseraimpiibpentabley tihesexistiogsderfiomtive

of the deri GAFPIECacE TP O tho SEPPERTHSS 18 Bl e eoaat g
dat abases ofotrhedssadag fdétivat teeesrcned tilest thatnteecere sascilaifhe
secondary dgﬁi%iogrﬁhgﬁermined nominal derivative security value
that is contingent on a .well defined, externally
influenced numerical variable associated therewith at
or before a predetermined future time, which program
comprises:

(a) code for generating a database in the computer memory
for storing data defining purchase offers and offers
of sale of the derivative securities received £from
traders, whether buyers or sellers, the database being
structured for storing records for each offer
including

(i) the identity of a trader that has made the offer,

(ii) data indicating whether the offer is a purchase offer
or offer for sale,

(iii)the identity of the numerical variable,

(iv) numbers representing the price offered by a buyer (the
bid price) or the price offered by a seller (the offer
price),

(v} numbers representing the predetermined future time,
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(vi) numbers representing a value of the numerical variable

at the predetermined future time or before the
predetermined future time that is defined in the

offer,

(vii)data indicating the relationship between the defined

value of the numerical variable at or before the
predetermined future time specified in the offer and
the actual wvalue of the numerical variable at or
before the predetermined future time that is reguired
in order for the trader to secure the claim,

(viii) numbers representing the quantity of derivative

(b)

(c)

(d)

(iv)

(v)

(e)

securities in the offer;

code for receiving the data defining the purchase

offers from buyers;

code for receiving the data defining offers of sale

from sellers;

code for determining whether or not a match exists

between a purchase offer and an offer of sale in the

database in terms of:

(i) the bid and offer prices, referred to as the
agreed trade price if a match is determined,

(ii) the numerical variable,

(iii) the predetermined future time,

the defined value of the numerical variable at the

predetermined future time specified in the offer, and

the relationship between the defined value of the

numerical variable specified in the offer and the

actual value of the numerical variable at the

predetermined future time or at a time up to the

predetermined future time; and

code for creating a derivative security in response to

output from the determining step that a match exists

in order to create one or more derivative securities,

which comprises:
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(1)

(ii)

(£)

(1)

(ii)

58

code for a trade settlement step of automatically
calculating the agreed number of the derivative
securities, being the maximum number of derivative
securities that are the subject of both the purchase
offer and the offer of sale; calculating the maximum
financial obligation of a trader, being substantially
the product of the agreed number of derivative
securities and the agreed trade price of the
derivative securities if the trader is a buyer, oY
substantially the product of the agreed number of
derivative securities and the difference between the
nominal derivative security value and the agreed trade
price if the trader is a gseller; automatically
receiving funds f£rom traders corresponding to their
maximum financial obligation; and

code for a derivative security creation step of
notifying the traders of creation of the derivative
security and of data relating to the derivative
security, and storing data relating to the derivative
security in a database; and

code for a maturity settlement step of paying
appropriate traders at the predetermined future time
or before the predetermined future time depending on
the type of derivative security, which comprises:

code for a maturity data input step of receiving from
an external source data quoted by an independent
institution representing the actual value of the
numerical variable at the predetermined future time ox
before the predetermined future time;

code for a determination step responsive to data from
the maturity data input step, of determining, at the
predetermined future time or before the predetermined
future time, whether the actual value of the numerical
variable is the same as or is above or below the

defined value specified in the offer;
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(iii)code for a reimbursement step responsive to data from

(g9)

(h)

(i)

(1)

the determination step, for sending to one of the
traders or to an agreed third party funds
corresponding substantially to the product of the
agreed number of the securities and the nominal

derivative security value.

3. A carrier which carries a computer program
compriging processor-implementable instructions for
causing a computer to constitute a secondary exchange
for trading derivative securities, which program
comprises:

code for receiving purchase offers from traders to buy
the existing derivative securities;

code for receiving offers of sale of the existing
derivative securities from traders;

code for storing the offers to buy and offers to sell
in a database;

code for a secondary decision step of determining
whether or not a match exists between a purchase offer
and an offer for sale of an existing derivative
security in the database in terms of the bid and offer
prices of the existing derivative security, the type
of derivative security, the numerical variable and the
predetermined future time; and

code for a secondary trade settlement step, responsive
to output from the secondary decision step that a
match existg, of automatically receiving funds from a
trader who hags made an offer to buy the existing
derivative security or from an agreed third party,
notifying the traders of transfer of the derivative
security from the seller to the buyer, and updating
databases of the trade if it is determined that a
match exists in the secondary decision step.



