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indices against which they are benchmarked. The investing public is becoming increasingly resentful

25 of significant management fees in cases where the managed fund fails to outperform thekbenchmark.
Recent dramatic losses by various hedge funds have served to underscore the fact that professional
management does not guarantee i)rotection of principal.

For all of these reasons, an alternative mechanism by which a retail investor can obtain cost-
effective exposure to the major equity indices is desirable. Index futures contracts, where available,

30  partially address this need, but have significant disadvantages. The forward settle of the contracts (hence
the name "future") means that there are many contracts trading for a given index, each with a different
expiry. An investor wishing to maintain a long-term position must continually roll into the next contract

as the front contract expires, which can be a confusing requirement for many investors. In addition, index
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25 In a first aspect, the present invention provides a method for operating an electronic exchange

for a market having a periodically fixed value, such as shares of individual companies, interest rates,
foreign exchange rates, financial indexes, commodity prices, or weather parameters. The exchange sets
a maximurﬁ market swing value, effectively a maximum daily limit for movement of the market either
up or down, and determines an opening market value based on the actual market. The electronic
30  exchange has a plurality of clients, and each client has a margin account and a position in the market.
The position held by the client can be short, long or nil. The method begins with receiving an order from
a client. The order includes a size, and price or amount. The order is confirmed if the client's margin
account is at least equal to a a potential position that would result if the order were filled times the
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25  client are first confirmed against the current balance, the existing position of the client, and the unfilled

orders that are currently in the market. In the case where the client has a nil position and no unfilled
orders in the market, the entire current margin balance can be withdrawn by the client.

According to a further aspect of the present invention, there is provided an electronic exchange

system for an electronic exchange having a predetermined maximum market swing value. The system

30  consists of a processor unit with means to connect to a network, and a mass storage device for storing and

retrieving client information including a client position and a client margin account balance. The

exchange engine further includes an exchange engine for receiving and processing orders from a client,

an end-of-day engine for marking the margin account to market; and an auto-reduction engine for
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speculating on the movement of any market having a periodically fixed value, such as stock indexes,

shares in individual companies, interest rates, foreign exchange rates, financial indexes, commodity
prices, and weather parameters. Essentially, the present invention provides a electronic futures exchange
25  that limits the risk, or exposure, of the exchange and the participants in the exchange, to the amount of
money deposited in margin accounts for each client. Asin any futures exchange, clients hold long and
short positions that net to zero, apd the losses and gains associated with these positions also net to zero.
As is understood by those of skill in the art, commissions payable to the exchange can also be charged
on each transaction. Generally, commissions are charged either as a percentage of the value of the

30  tramsaction, or as a flat fee.
The electronic exchange of the present invention is operated with certain minimum constraints
on the market and participants. First, there must be a session-to-session price change limit, referred to

herein as a maximum market swing value. This maximum market swing value an arbitrarily chosen value
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25  electronic digital communication device, such as a computer having a modem. Client registration
generally involves providing identification information, credit information, and accepting the particular
rules and constraints of the market, including, where appropriate, disclosure of risks in compliance with
securities and related regulations. Once registered, the client must open a margin, or deposit, account, and
must maintain a balance therein in order to participate in the market.

30 Figs. 1 to 4 generally illustrate the method of operating an electronic exchange according to the
present invention. Referring to Fig. 1, at step 100, the maximum market swing value Fg is set. As
mentioned above, this step is normally performed by the exchange administrator, and can be based on

historical or other market movement data and indicators. Typically, step100 is not performed daily, but
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rather, is set at the founding of the exchandge and adj usted only enit is
enpiri c\atﬂlteyS@pibmhehtOOﬂWat the value is too high or too Iow The net hod
then procee eni ng
or ool £ oCC Rrafsin Rl iBs f0BSuRREN ARPHRk: JlelD BGEL BlectP

t r adi ngdepeemmedl Sten1@his pc:rforxm 4t theelregmhmg io§ each trading periodnehicls fog enermadrkets tshe

cl osi ng, price. of t vVi.ous.tr he .met hod now proceeds to

t he gr ec(gﬂﬁ’tangfsggﬂer%fyd@?elf’lwréfeogg’e?%é’? {r%(f?gepﬁflo%f the exchange at step
104. An or deTheGidiisidsioss Iﬁ(ﬁce&l@! t@fht edceipt oftah drdef frém @@égﬁs@éréﬁ diesof the. @chahgy ata
nunber of uglts or contr S%f % éﬁe ask, or price ‘gt whi ch the

ol ent SifRsiids AR 5rder pagsits o offrh or B o Rl (lteh fé%t}rﬁ‘é?‘i@ unjist ACATIRES): t he

client’ s iRALEHMYi@HridRABWhic®Me Blsnt (WikBls 6 etfdctla RRUAL sté c]flt%htﬁe S cHBige dSterdif@pt €d.
The size of the order 10 determ nes a potential osition PO, either

| ong orthe lignt's petesish pesitian) KO, deberiad myulp i mﬁ@f%ps Qqﬁ@’tedoff(hélslzP of 8¢ Bfrer to
sel |, or 0 t ent
pos!ot i o‘ﬁ?eglalngs £BOtQHMI o@%pg)%? @bﬂ e&%il?ﬁglrpé)%esgﬁg 2 %S%Qt%wglty he or éﬂ gedh S th%

that i sordérfis am O(ﬁf@UﬂQtSé]f partid/tothay Patenidsd puisi nositior Beris he plékintrgpresont ppheoreBc (Dhlange
and a t r c t i.ent's
et ual BT E rgh O IRl Gl ek MR B b e B BBl il
orders @the alcbmgbadparade Blnhage,fthd ﬂomlnallofﬂevqtsnsﬁion Pgdecohtee tht Slialt's mntal posaioh ual

rade. BB g ® 45ees it Subf efonorscsd sredkera sl Mol ikt hefony

POSist i OdliehtS a@udd B&sition \Peafiesednt @iverl Me(id deRRhinBS the ¥RKTHAR o886 Buddl BivbdnRédtion,
contains _funds on deposit, adjusted for day trades, as is further

descri b*’e%‘oﬁQP%Wnl%P@ﬁaHV“aY?@t%‘H@ MnE PositiRidik & BOSHVesElE 108 to ensure that the

client has spffeligitant @¥cdift MeRO SdrtaitsFutR V8 Hefolie MRERY fof 88 LrRIELARK O
for the mark eteml n or%lg?@ﬁorcthe ord ernatloS be COI’leI rnegﬂZO at step 110,

mar gi n futhag descileed delot MergimasaounpM ipefigalied pbstent Q@ tognsise thetthe elicnichag ﬁtfﬁ@mtent s
pot ent '1?% eggfhéed %tpto cbvert e% t b€ st T T TRY: tln%géel@%r\ﬂ@o%r F550d dofiBneft

t hresho act or us a constant: In a presently
pr efoer raedteehﬁbdlargarM m@t bfqgraalte’ thanogr el tohthe Fbsobitd m@teyhm@me pblestial posgionent
can in rtlme emax1 Osr%aer etlsQVltV\\PlueF'C F%E% & éolgvalu fag% Q dlu apg(;cngret the
mar gi n 4 ¢8tn Fn“Ft epl B1eg P O & grea t rafi "t Wo

exchange has an even greater cusnl>qrpd)=fp§egpt(:ty If Qis set at Iess than

two, the exchange's risk is not fully mtigated, and a client's margi

accountnfeiyesiaiy prafperes ambedimenit Qfeat?éﬁstv@n Whab sHestively gneasy tat Hrabisnfrean iHeur
pot ent i @lyihO836Ses i Rfo NBbd8vtadinglpRribdbPeoRd thy maflin 4R IRl WRYRN 1r @ & for

25  greater than two, the exchange has an even greater cushion of security. If Q is set at less than two, the

exchange's risk is not fully mitigated, and a client's margin account may not have sufficient funds on
deposit to cover maximum potential losses. The value of C is typically set to zero. However, if, for
example, the exchange desires to extend a line of credit to a client, C can be set to a negative number
" equal to the amount of the line of credit. Conversely, if the exchange, or a client, wishes to limit the
30  potential losses to less than the full value of the client's margin account, C can be set to a positive value
that provides such a cushion. If the client's margin meets the condition at step108, the order is confirmed

at step 110 and posted to the exchange at step 112.

Posting the order permits trades to occur with available counterparties who post appropriate
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exanpl e, the exchange desires to extend a line of credit to a client, C can
be set to a negative nunber equal to the anount of the line of credit.
Conver selwQ 0i/887vhe exchange, or a client, w shes to |im tPCHVEABDIYS®E ent i al

| osses to less than the full value of the client's margin account, C can be
set to a positive value that provides such a cushion. If the client's
Tar Oi N {HRekSaiiFoRBOH hi Otniee HARMM mabil WhAS 1S vaR0kI olRparfils RLED 110
and post t%“t%% exchange %:gestep 115na Pos\?lﬁng ta!he ord enr opeg‘lr)r?tss trades to
occur wiathcougtipedlls wagoLart@mpia pieiligs! onkebitodby anegupuninortaspendinglo e diff¢re8? 71
PCT/ CA 04‘[\9 %é%% QY :]]3}15% Xr?d' tjh(L, %g ?I{g eér{cﬁ tﬁx%s ttltf'ees1§3( Q%d rfn 4 rﬁ IJSa 1111llmner
When a et we count er par F occurs, —eac coun “er ar s marg
account comenuoraﬂfutlm emhan@b ﬂhecbub’gtrpanuesammﬂtpomm esmlmnddjnged 0 actcbﬁlaﬂhef\xﬁthr ence
bet ween_t he t ce and t eni n ri etl t SIZ of .the trade,
h & moihre S ok PO o dBRen o SR PO P 5k Tt B StsteB e | es:
over aI | gippensisik blﬁh&§arﬂl’aQoﬁﬁi&Bar@d1abl s Rdeptddl b@&ﬁl&hdiﬁﬂﬁa and glk}eerla bﬂcesarm&h@ﬁncte he
trade. For, exanp when one counterparty has a confjrmed offer on the

exchang@uals oaem@?%h? agk prigf thea 2 teadg ocpuEsoRA o8iesiuRg BosHiges &R esfablispideier BP i n

the narkefesair the He¥ 8MhDbMerRhll Gi@,areaéagalttﬁé%rdib"ré &6 £ill &P dfopFFoneine BRASL. tI'Pﬁhe ask
price, then a trade occurs and fsetti n a(goleons are established fo

bot h  peffer presbid arp of wrequdl sise thsfrsrrlaH@ ogsfer i fillgth @ndbihg langes O@QMaredtmé amoabmgéy ar e
filled and si ze,
the Grmal 1 er - opaer RIS ot ri by Ger g e b R LR
10 | f tiespectomrbi Rcmtloatof i eplel @8tep d 14vorsulte in the trenswrssion of & dlejrewit ewssagy to

adj ust e at 14a r 114 thve Q or. der at
step 11t % cl}en1zs 1{1ﬁ &1 he Ie] erclrtsl(%i %nsd,I t@ nrgtg re!i Xlar ?./nne{:e%éa?ﬁ? tto be Qe os1teE1 If'qf'\the cl%eﬁt
client maﬁgmramdugt tb Iaﬁfmtm‘e dedned bﬁpxeﬁttﬁlmﬁntamﬂeqdaﬁtly ®gw1meﬂnamgryfumae&sar y
to be de OSItedt the client's . in ac?o%{jto ef fect si red

or der . PFERRgoouph Biforder (o &g trarmife é% PRy fidheehwgs sy %a st PiETs

Mar g N AGEEHY: steﬁt} MmOl Sibe AR ddger 2B tidtR the cOAditRINARIY/RISY satisFied. Ngain,
exchange i s enabled to adjust orders 15 as shown at step 114b, the size of
t he or cRrelqcBomgmeEssgs gy bR ﬁevt tp fhe chicstipntifyiemibem ofthe pdiusygent sngarssertivanefensgai n,
an el ectiORintenMBRIBER £Hk HenTRYp tlBIQOFJ‘tﬁeIQJa{nﬁE%he RQld Fe)ébt@&l o R Ote Lieor
adjustnment. In'a presently prefer red enbodi nent, the client can be given
t he optﬁheﬁad?fadﬂlﬁﬁeﬁer having the trade rejected, or having the size of the
trade adj ust o 3 ﬁﬁq S
accordi ng to}%%ﬁmﬁgﬁtogi ér}' |4it’1%rﬁclta?%r(ll Ogrd & f}r%édxﬂ% g‘g’]ﬁ at eaq}ﬁeﬂé1 B eﬁge%gg%rgeach
t r aghi ngillsss®il.okt thetené ofeeaclh‘aardgg sessioh,i thesdxclohgrsie tirst dosed tabgp@ 200, t¢ ncanmoonderg)

orders ot her tra i ons e |l ue EI.,is then

et or m HAGTE nappbgon st pakd efis 10 el Sih i ek enale: B BeRp0gi ng

val ue II&eﬂﬁéceéﬂiﬂoﬂﬁlﬁbnb}fhedﬂld’sﬁl@tvalﬁel‘sﬁétemﬁﬁedt@ daBcteoftrefiddad an éxtkeda] indéxt, @Hcadr

ot her pa aneter. ter nat i vg ‘)é t he cl osj g val ue .can be. bas ﬁd on trading
it g G

level s FHETPRETPEEt 1F%%“W?1 osingrvafue gaf} bepasedon;tiading (qvels fn the fapfdew quaiiey; ¢
noSt  f UdfUiFa@g O%GHAREREY thASast RN MEN fubireexdhbdigest RS sitbwin £ 68PLMR, the daeiMREN t he

cl osi ng mar ket value FT and the oPenl ng market value FO is conpared to the
max &nunketween the closing market value FT and the opening market value F( is compared to the maximum
market swing value Fg. If
[FT-Fol < Fg
the end-of-day procedure continues to step 204. If the above condition is not met, i.e. if the market
movement during the trading period exceeds the limit set by the administrator, the method proceeds to
30  step 206 and moves to the procedure outlined in Fig. 4, as is described in further detail below.
If the condition at step 204 is satisfied, an auto-reduction list maintained by the exchange is

checked at step 208 to determine if any client's account are subject to auto-reduction. If the answer is in

the affirmative, the method of the present invention proceeds to step210 and moves to the auto-reduction
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mar ket swing value FS. If IFT - FO < FS the end-of-day procedure continues
to step 204. If the above condition is not net, i.e. if the market

novenent wiapi/sgy7t he tradi ng period exceeds the limt set PgTARA/00584

adm ni strator, the nethod proceeds to 30 step 206 and noves to the
procedure outlined in Fig. 4, as is described in further detail below If

the conghdh@B odfiinsd ﬁpﬁlgOﬂ ab & Sat aegérib@@l in g,ga@#&e@alfﬁéﬂ&wt ;f% Adtosfedﬂafo{ﬁ gi.ned

by the ‘exchange is ¢ hécked at step 2 determne it any client
ac countreguiied.dhfopeiead nreceedstto stmewdthe@rall pr:lfdmg{ee aosfiveed b nptfilledherders on the

affir f the present invention proceeds to step210 and
mvesnﬁ%btaﬁ%e%%?dogaeﬁg@te?on -7 WO 01/88771 PCT/ CA0OO/ 00584 procedure

out | i ned | n Thegnd G dap balargeafos eachl elent arbtein balcufpteicd eiep 21t aajdltheheeriWacdohntno

aut S, are hod praqce to ste 12 whe

pond: ngot b IRELRF ol HRH b PRI By BEPET TR G hniAg i B o
cancel Iled/ell Ri{medﬂdmm‘ofdlau btk aﬂthM:hf:HHnt'ﬁ&ﬁ’@inCabé@ﬂﬁm adjestddtgan @mbﬁig kqlab@d at
step 214. and the accounts each client are adjusted to

ref | ect™ n@ﬂm&flﬁrﬁnﬂa#%id@yéh% leph@nﬁéye glﬁfﬁliegcq BYegR F@ﬁ%&g@ﬁ@mﬂ&%ﬂk@t as
is wellpdppwn to those of skill in the art. Each client's margin account is
adj usted by an anount equal to the position currently held by the client
times the difference between t heMciMsi@&g-Bat" Bpeni ng market prices:

MEMg( FT- FO) g ;(Qusm' ﬁaf%ﬁlﬂ H%Be%dcx%hﬁh %t i¥p IER &XAT tﬂzﬁqh@%heﬁ R 3&@ il

ensure that the Client has sufficient remalning mninmum eposi t
to sat |r9mylnmh@lgmﬁmfandsem@hwgéo tisfy theggenaral exphangeRoR@ra@t+C | f thi s
constraint is not satisfied, PMCSI iﬁg% @ Jplaced on the auto-reduction
list at step218. The client is 8titied and has the opportunity in

t he next tHig caditatt Reiot @sficd, dd dlichtfipldceed thé R6lSeduidntift 4TBIeP218. THSIRAGOUNT
toraise it to the requi red m ni num mad@gl n |evel, or, falllng%thls t he

cl i ent ' thenapatifighand fias (the gppeuy duths nee tng@ﬁﬂodpﬁmariéwi%mi f toSI’eSéparalae or

218y5 2SR 10 Plide @18 thelr 1r5d hﬁﬂﬁuﬁ mﬁ%ﬁﬂlﬂ:\te'l R_Y PR tfn's QR @Ak TRt yill B
are then set, at step 220, for l owi ng trading period. Referrlng to

Fig. 3, autoredugtiero Fellaing 4ither smf-lﬁmi 28, ag approprigs dlretclipmy easeliiegpdsision didusargiat ed.
A clienfiSce ACHOMI HB éﬂ)ofE)%t}é‘fSl?ovﬁﬁéj&a%‘idﬁ%nX‘é‘e“ its margin account is

insufficient to cover Its ¢turrent posit 20 the nmarket in two
successi ve tRedetiimgtoges. 3odis putarcaioctthnmggtiiod of the pm@mmvamtn:tms dlbomaed. Atclisttsp

g_'([)oi e;g%coga uunpergge% a%ﬁre/l%g‘&ulggqp \{fhf%gtg%gﬁngécot h r1_|nsu 1-016 '{ato c? 1(‘: 1és cigae%gsmﬁ%{ 111,l[J Rlet S
cli®mnt thamaskat inytwbascaasstrarddinggetiddspAccotditg: tithe Eonpirdiaie abse FQAtstdp300, the
exchange creates an order for the client at for a number of units at least equal to:
M-P *Fg * Q)/Fg |
at the limit price Fo £ Fg. If the client currently has a short position, the limit price is Fo + Fg.
Conversely, if the client is currently long, the limit price is Fp - Fg. This automatically created order is
25 i)osted to the exchange at step 302, and the order is processed against available offers by counterparties
on the exchange. As will be apparent from the discussion of Fig. 2, where the auto-reduction procedure
is invoked, all counterparties' outstanding unfilled orders are held on the exchange board until any
required auto-reductions are completed, and are then cancelled. Each trade generates a profit/loss to the
client's margin account, as detailed above. If, after the possible trades between counterparties have been
30  exhausted, the order is filled at step 306, the auto-reduction ends and the client's remaining position and
margin balance are set for the following trading period.
If, at step 306, the order has not been completely filled, the exchange generates a counter-order

at the limit price large enough to fill the order, as shown at step 310. This counter order is processed as

-8-



Conversely, if the client is currently long, the [imt price is FO- FS
This automatically created order is 25 posted to the exchange at step 302,
and the ovaer/ss731 processed agai nst avail abl e offers by coP@T/€ApEIISEBLS ON

t he exchange. As will be apparent fromthe discussion of Fig. 2, where the
aut o-reduction procedure is invoked, all counterparties' outstanding

unfi |1 ey ar AR A (8LE) 88 olelifea UNBNAL AR BEAcHI: 1 e o Bitbi itk with

aut o-reductions ‘are conpleted, and are then cancell ed. Each trade generates
a pr of i th¢i wspectivs posidonsclt isent expeatsitit thisstepouit be requiredldn mioktaustanbesyas. thar willaf t er

or der 10T S AEFAPEIMERR o RHISIRTLh AR AR BCARL b TN Rl WS

remai nimducposi ti on and nargin bal ance are set for the follow ng trading

period. If, at ste 06, the order h ngt been.conpletely filled, th
Pxctiange gerr LR faagrest Rt Piees BrReSfigbut sl Rtes (1)
t he or diegreatasthahosmadinumiefiked $0ing Thus 1€ Qidh b €6nd@lod 6 detcStep bOEHPB6hddosingd WO
01/88771 PCT/ CAQ0/ 00584 wusual, and the profits (losses) are credited

(debi t S8 et TS ER 5% ci pant in the market in accordance with their
respective positions. It is not pfg tegthat this step will be required in
nost i nstances, as there will normally 'be sufficient avail able orders
pendi neetetap #0(e Festcdi@niyenagin e¢cownit irpdivstet toreflest the guoifit @abs)ntthe dayetihotipong. 5
Fig, 4 illustrates th rocedure fol.l owed when t ch in mark val ue
ovel® a 5 SRREREEp (o R SR APE PO Ricrh AT eV Rensii RFREE L0 FRMET 8"
such a diehichiah iswffer hdosd gteatet than e agdoet h2liton thdrginChud 2iso ehean¥athdt @lientdinyp@ininf 1 S
set to: FI=FOFS at . step 400. Each client's rgin. account is adjusted to

¢ of | ectPoEREnGES f Fnitg el A porRial bais s Yoy OO ML 10 t he cli ent” s
position is &iwBER @Mrstbed B thbde oPQSII tnl tBart, #BordAWpREer e 18P 40 tiaibndRA is Thi s
nmeans that no client can suffer a |loss greater than the anount held on

mar gi n, theabied 0k e presend inveaiiongihpis miust 3lsp bpdimits i the erapunt Biaka eliepkcag Withdiap set
on el froHak ﬁﬂf%ir?-)achtﬁit MSardyrafiny PEdlod” GlsBntihi®y, WRhE R tevethg Yobtkd Bield AR 00
by those of skill in the art, 'n order to preserve the risk mtigation that
is thenypipeatwigiraphbis fredgeited t¢ e emoigrihat plepidaemais in the sevobrt if itsotacusrent he
anount ; ! i . i i L0 -
rr ad g Sipr iehi) Blinc Bkl Btk et B b heTBER, B AEERHs b
maxi munandihbdetr @udexd outsartdire, thie atdl@dhotug of emargouastounhedn baswthdrawvenai n i n t he
account if i seft1 t al current lgozitéx%ﬂ was piﬁ, or Idinfietg at ht%eftFDSt ¢

di sadvant ageouso SINIRELTE VORI YS QB AT SET0EY PRSTAURS £prTg &0 e M ORISR and
has2mno aveahaos Thelhaikanid edighlisiidd @n b @lilsiiclyogioted findicial ndex T8 fxgthan &t willie ef100be

wi thdrawn. The follqwi ng are two ex | es of an exchange operating
accor di W%pf{tﬁet%‘ﬁéfl%d ARG} WEERSWInE UGt #1df: The market is

est abl i Bhed isNafle PabdetsGuYthe BpingY ohil BRAEE Miuds Bl@perfodbiiive@Byd: ni tial val ue of
100. The market is fixed daily. The maxi mum market sw ng value is set at

10.

Day opening value closing value
25 0 N/A N/A
1 100 104
2 104 114
3 114 110
4 110 120
30 5 122 131

In a first example, at the beginning of Day 3, aclient A has a long position of 10, i.e., the client

makes $10 for each unit the index increases, and a margin account with a balance of $500. “A” does not
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Below is a table that sets out the opening and closing values for a period
of five days: Day opening value closing value 25 0 VA NA 1 100 104 2
104 114 woues7110 4 110 120 30 5 122 131 In a first exarpl/€Ao@eosshe

begi nning of Day 3, a client A has a long position of 10, i.e., the client
makes $10 for each unit the index increases, and a margin account with a

bal ancﬁa&fduﬁég@ayd 3. At tﬁl%%ﬁ oPBEyr‘%”\ﬁ\Q 19&@@@%&1&@?554&\9 QR 38ustel afigsedUr 1 N9

day 3. At the en | ost , mar gi n” account Is
ad] ust éd"begiguBY. 4 W‘ftlz\'a Pb@@qnh@f 1@@@104 and teHs & upigssit vipoiee of 115 shignd the dand“Ael | s 5

units ﬁltakﬁ@&% E qg :1‘ %édﬂge %I’Bﬁt ?Xffech@é Spobﬁ[i%ﬁ fi%s b %ucegécted ttf_)é‘ 1%% fh% %x‘gdo end

i nmedi at e his ectlve osition een re
of Dayof@Dayd eﬂaeacm@aﬂosuigomr]@ vatag e 22. Vaiswdsing plidPexcddds metobﬁsmgl\gthprpilusehe

T20° - SBet RGBT ROG I bt P RUR T PRy i S e [ on”

cl osedpexsition@losed quit hteepricé ofl 20, whith ghhegen epﬁiﬁesf $30 8 ©€120-106)).$5hs @bridg Day
(120-110),),. Thu durl S de a total of $75. At the apen of
Day 5, N mpemadeg 8 iron A i open Rl 4 g pHRB: el eittiop et prsopstlitng | n

t he exghaaggmghpmgeﬁggggd exanpl e, at the beginning of Day 2, client Bis
short and has the bare mninum 10 margin posted to cover this position

(1 (-12) * 1bnasegond exggopieyat the peginryingod HaasZpﬁlg@tBﬂSﬁ@stZ piskhag the fareopaimuph e
SYsh e”}n‘a‘raéld pddRh tcﬁé 'v9r"¥h1@ Bt (ﬁQZ)S@l(}mhe%%&e b EEEE FelsS vl Pins RN EH N-

B" coul ost S over short position, but choos$es not to do so.
At the S}CSFeUIS\EIHOTDt abay hizn to'qy sg'unlmrhg ifirst depositg mord Isaram} (87T exild pystbadslteedver ihe

$120 ! %Bpgﬁuénnﬁlﬂ rcﬁoogé\gI 0t t%ég icb At tﬂ’%}lose 01(]%3?5&' atrglﬁ %&@u‘gﬁ% nﬁlgtltgc? toq ddt of

as’nmargin 1SS uce hi s
p05| t | tre $H30 168 henncers (Mu=y241)2!r( ) *degddnr= $l]22}),At@he csaemmf DeEy i;blh’tjnaﬂatargnnotbf t he

ce. SEARs sl anaR, AP B eadl B i AL P PR 1B Rt TR G e o

up 19f f esrBbihAon OF ARItwRAr NkGIPRNIES? dd&@ in@fRing@ darfdythérb @reShoZ 6ffé a‘&dﬂ@me th® B@o-
positions. The resultlng trades will elimnate the position that "B' has,
and coFRSHFHoN mprehaniss PostS miinait gy Dist % B #nd; gsnerate;limit yihotliys & benPTiFRItS

act i vewRhkeby tht iss &tH@MBI% 1%%1'&91%" Th&l%@ﬁlﬁ’dgﬁjraﬁesbﬁll Qfif1Bhe tl&"étpoﬁlﬁbrf;tﬁﬁ “heﬁe% t han
the upper Iimt, and have hi's position conpletely 20 cl osed

out, bead oamgeficgessoftis H30 mar&m t9 dﬁﬁr b1 a1 even igining g eqiive markat, fhete Svonidjajmost
pr ef er E&Qm%é)@fé??ﬁtprﬂés 1843 tﬁ*inetﬁé ﬁﬁ)@f ﬁmﬁ?‘a&ﬁ%@ 98~ S¥h aR 19 p(f)s%{on completely
20  closed out, but retain a portion of his margin.

Fig. 5 depicts a presently preferred embodiment of an electronic exchange system 500 for
implementing the above-described method. Exchange 500 is preferably attached to the internet 501, as
illustrated, or to another network providing means for electronic communication between clients A and
B and exchange 500. Only two clients are shown attached to internet 501, however, as will understood

25 by those of skill in the art numerous clients can be attached at any one time, depending on the bandwidth
of the network. In a presently preferred embodiment, exchange 500, internet 501, and clients A and B are
all capable of sending, transmitting and/or routing data suitably encrypted with 128-bit encryption or
better. Each client will generally consist of a general purpose computer, such as an IBM-PC compatible
computer having standard components (not illustrated) such as a central processor, a main memory, such |

30  asconventional random access memory (RAM), an input/output controller, a keyboard, a pointing device,
such as a mouse, track ball, track pad, pen device or the like, a display or screen device, a mass storage

device, such as a hard drive, floppy drive, optical disk, flash memory or the like, and a network interface

card or controller, such as an Ethernet card, and a modem. Clients communicate with other systems via
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i npl enenting the above-descri bed nmet hod. Exchange 500 is preferably
attached to the internet 501, as illustrated, or to another network

provi di ngvoreasss7f or el ectroni ¢ communi cati on between cli enCEFCAO@ENE84 B and
exchange 500. Only two clients are shown attached to internet 501, however,
as W ll understood 25 by those of skill in the art nunerous clients can be

at t achegl RldeANW W&y bF 69%10112@ ﬁﬂﬁmtpﬂgdegﬁestdaﬁ alm%gﬁ@to acbflleﬁthﬁclﬁ'cﬁﬁé’ﬂfnlfers In a

presently preferred embodi ment, exchange 500, internet 501, and clients A
and B ah@ouﬁqwdmaml@te@fd@endu ng, transmitting and/or routing data

suitably engy é’oﬂ%‘éoﬁﬁﬂ E(ﬂn%egr g;}htcat?bﬂ(\sgﬁf\%ré 9’{ (notlh%sEr ed) 15@&1&2@%@%@63’%& !

general ly consi st purpose ¢ suc as~an
conpat idok@ing tclengpetadon h"acaplm gliemt. aFebasotiwere rsmﬁne st @oréd]mtmetdldru,%nd/ar edl )hesmush as a
convent i onal cess

central esso

il e S L TR Py e R R R
such aghdll. MAYOS and ma&wmall can! foP&dmPRIbe pRBHded BY Mo ®tWiBddwis b8, M@rdabf@pl ay
or screen device, a mass storage devi ce, such as a hard drive, fl oppy

drive, VﬁlpdovcseNT BMI0S/2%, Mobinteeh TSy Lionc% treotlier kimjlaranplicatione Onporkndrmapphidatios

card or_c roI uch a hernet . c ent s
G PSP, fich € e Bt AR A ASLRCER T 163 Eier BB BRYRTRR BERkSseryy
nodem pﬁef&t&ﬂleﬁﬂaydlﬁlfentoﬂtehmp@hcaltlﬂ@Sttf’iw&tetlﬁct]ﬁded e Webdsowsar) sadhae M)aoatft Iafehed to a

client, inclyding printers,., slide ogutput devices, plotters,
condent5xBiesT %N%i?@%er Nagggtarc REQWSE SOV A cayainicaies ot thy Ifpsef %ﬂtl émmgbs

gener alyl ¥mprRihia daykPér drg&r §fch LOWOWIRELARSEAE QB Eﬁpp@t@-gtheé%{ { Rt en&@‘ﬁ’uon
sof tware SySt emis stored | n nenory, and/ or on the mass st or age devi ce.

Sof t war ®ofisiprt eiviegeieher ingluden el ugefeisterfadee pigkarably 2 epehiseli uyrgr @@sﬁa@n@@)for and a

d I
M or os SFETEIE 1 5L AP LR MRSk (B bt Bn AR pbon BB 06 7
CS, Li rmpergting sysiem ebdaplisition paxgraappl i cation. One or nore appl i cation
t ft b f ti
by Bhe ol i enfeheffe s Rt PRsE 3t PGPt i EeniBhe s e RRRT g PSR O
S of t wa reﬁgmdf\sﬂwﬁ&adaf WBhenine B68d af bigb-redsctivh efigdse10. Hrodessonadit 462 1Etypic@m3e rm™

or Nets ator TM br owser software that co ates with th
Unt er néts C{\ja W B GHMOTS SRR HPSE CPBRT I S fuisgrd eﬁ%e D OBFEAEE o Yl k

driver aia8 ﬂla&ﬁﬂﬂ:s SHRRAJohnated bf a AN Poclisbr BRG0Y BniaRB funcRG 1WA fiRerfidt 8404
further includes a user interface, preferably a graphical user i nterface

(GUI), O 61 inferfacsi Withgich A qeriFispetayowr) it gwler odiositeachaaghdfdrinsintemststaMassand

OUt BUT Sk S Whit S(ﬂl%aﬁ Bé’ﬁ)g%&%ﬁ:tde%@e Qbatidér stPRE axﬁitﬂe@lgwﬁg/ SiteaMRfdnaRA lnla??ﬁ 1on
programs. 15 Exchange 500 general I'y consist3 of a processor unit a

mass s taorosgfdalieces. EactBoge engine mmwéay weige HS B0 aytoarduetivg-coginfd( a@rvqma]e 508

d di ed
gg Oﬁg pgor‘&s%mg %Q%g)%v%p %%d‘e% nﬁpg)hcaﬁ&?%)?tgf?u%c xat p!lﬁg%o?xg%oceéo} gg@gh%néﬁg%g I €
oper at |opga1asacatdmgl to thk mreﬂloriraiemlbeisahove I Tt Imrtﬁmhnmtladg@mwelwﬂpeﬂm adlsso r

unit 502 can tion an int et.ser or .can, int ce
atch & RO dErarlrd AT R SRRt g 06 Bhed h Pl A tlpy
MiSZS and auto~reduct10n engine 510 performs the functions descrlbed in Fig. 3.

To further illustrate the method and system of the present invention, charts are provided in

Appendices A and B. Appendix A provides a summary of the end of day procedures discussed above.

Appendix B provides a Microsoft Excel® implementation of intra-day order/withdrawal confirmation
formulas for the present invention.

30 As will be apparent to those of skill in the art, the present invention provides a method for
operating an electronic exchange based on a underlying market variable that effectively eliminates credit
risk, and a system for implementing the method. The variable underlying the exchange can be literally

anything that has a periodically fixed value, from shares of individual companies, to interest rates, to
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20 storage unit 504 can be any suitabl e device capable of storing and
retrieving client positions and margin account bal ances. Exchange engi ne
506, end-wodedssy7engi ne 508 and aut o-reducti on engi ne 510 RCECADI/00584
processing units provided enbodied in application software executing on
processor unit502. The engi nes operate according to the nmethod descri bed
above. flBioPakitafdd Bles, ®4ERANACERE, NehoRRuIRRE TAREP Wil SperfdBE biIRSAGRLT | bed
in Fig. 1, end-of -day engine 508 perforns the functions described in Figs.
2 and Zranspentavasl feratl particmens, rwardiessdinecirsizg. Therchentaitstitheimethot pepemmpdater | bed

| nvent PR ARy e Bfbecsih RSB GRERGANER IR AN UBh AR kRl BEORR s

a sunmempyrtiofparith dosemdo the fidely held o depositin achsginsswdntabove.  Appendi x B

royi des a M cr,osof.t cel (r). inpl ntation of intra:day order/w thdrawal
Pont 1 Lon PN ireb it LR ARt B A iple BB nt
t hose afvestion) hlltératidnbl,&n(&iﬁﬁcatidﬁbencnragﬁﬁ)ﬁfj mhﬁb@@ﬂﬁebtﬁdﬁhf)pﬁﬁéﬁ&mﬁodﬁﬁéﬂw@ tft;(?zé .
operating.an el ectroni ¢ exchange base n.a unpderl|ying _ma vasri abl e that
ef f ect P\f/gﬂ‘@méli‘ﬁ oy WhQU RpRRE fromthegRop af e awglg}@tﬂé‘m%sr ‘%f‘H?f{ i, t{afgd%%

met hod gppthgedtafdabl € underlying the exchange can be literally anything
that has a periodically fixed value, fromshares of individual conpanies,
to interest rates, to - 11 WD 01/88771 PCT/ CAQ0O/ 00584 foreign exchange
ratigs, to financial indexes. The resulting market will operate in a fair,
ordérly, transparent way for all participants, regardl ess of their size.
The constraints in the nethod accormmbdate market "gaps", i.e. changes in

t he underlying market value that are greater than a preset limt, and limt
a participant's losses to the funds held on deposit in a margin account. 5
The above-descri bed enbodi nents of the invention are intended to be
exanpl es of the present invention. Alterations, nodifications and
variations may be effected the particul ar enbodi nents by those of skill in
the art, wi thout departing fromthe scope of the invention which is defined
solely by the clains appended hereto. 10 -12 WO 01/88771 PCT/ CAO0/ 00584
APPENDI X A End of Day Procedure 5 Summary 1) C ose market to incom ng
orders and transfers 2) Automatically reduce positions 3) Cancel al

orders on the board and in the pendi ng queue
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4) Cal cul ate end-of-day bal ances 10 5) Set opening price for next market
day 6) Set client bal ances and positions for start of new day Details 1.
Cl ose mank@n1/8837i ncom ng orders and transfers 15 1. 1. wai PCTVCADI/00ER4
pendi ng transactions and orders for the narket have been processed 1. 2.

| eave any posted orders in the order table; posted orders will be used
during auto-reduction, 'if possibhepgnpittomatically reduce positions 20
2.1. For each client with a position in given market 2.1.1. cal culate hard
avai | abl e bal ance at current opening price 2.1.2. if h.a.b.<O add client
to posh%h%@hagggﬁ%h&@~list 2.2 For each client in the position-reduction
list 221 order at the [imt price (limt-up for short
positions, limt-down for long positions) 25 of x + 1 units, where x =
h.a.b./daily-limt 2.2.2. total-orders = total-orders + (x + 1) 2.2.3.
post t EHBW%Xr to the pending queue 2.3 For each client with an opposite
posi tian i n glbe nivekds &f incotning drderabgdikaakfrsportion = client's position/open
intere§$ 30 2.3.2 create an order at the limt price whose size is

t ot al - 37 der S¥uiggpaticplbrredure 8ositigs st order to pending queue 2.4 wait until al

pendi nggor detagicd QM ofdBR omel%ardaﬁmth@ﬁéﬁdﬁrggﬁ&@sed -13 WD 01/88771
PCT/ CA00O/ 00584 3. Cancel all remaining orders in the order table Note:
or der s @r eat@dpulate pdpidaybabmcesef t unfilled if orders created in 2.2 were
fill.edath i Sti : cul ate end-of -day bal ances 5 4. 1.
calgulg e a€§¥%%%%ggngﬁgpéﬁﬁmé%fﬁgg bal ances by cal cul ati ng current bal ance
usi ng the clSesiliegt bapmicesendposBmns tpemitnfngy daye f or next market day 5.1. if
[ previ ous-open - previous-close] <= daily-limt 10 5.1.1. open =
previ ous-cl ose 5.2. else

Details

1. Close market to incoming orders and transfers
15 1.1.  waituntil all pending transactions and orders for the market have been processed

1.2.  leave any posted orders in the order table; posted orders will be used during auto-reduction, if

possible
2. Automatically reduce positions
20 2.1.  For each client with a position in given market

2.1.1. calculate hard available balance at current opening price

2.1.2. if h.a;b.<0 add client to position-reduction list

2.2 For each client in the position-reduction list

2.2.1. create an order at the limit price (limit-up for short positions, limit-down for long positions)
25 of x + 1 units, where x = h.a.b./daily-limit

2.2.2. total-orders = total-orders + (x + 1)

2.2.3. post the order to the pending queue

23 For each client with an opposite position in the market

2.3.1 calculate portion = client’s position/open interest
30  2.3.2 create an order at the limit price whose size is total-orders® portion

2.3.3 postorder to pending queue

2.4 wait until all pending orders for the market have been processed

-13-



5.2.1. open = limt-up/down 6. Set client bal ances and positions for start
of newday 15 6.1. for each client wwth a position in the market 6.1.1
openi ng- vad angs7E previ ous- cl osi ng-bal ance 6.1.2 if [ prevPOSAOPEIS+

previ ous-close] <= daily-limt 6.1.2.1. opening-position =

previ ous-cl osing-position 6.1.3. else 20 6.1.3.1. opening position = 0 -14

WO 01/ §_877lcg>rgyaﬁg@g@@@g%@ﬁgﬁgm%m@les CD 2 Current Order Input 3

pendi ng order price price submtted by client 4 pending order size 10
Si ze sotei erderd ciggted ini hmay bxleft gnfillskifiborders ereited ini2el Gere Gll@pwith ergsti@l owiats
Paraneters 7 Opening position 30 <0 is short, >0 is long, Ois flat 8
Openi ng bal ance 10000 Can never be <0 9 10 Market Paraneters 11 MPLRT 0.5
Fact or 4usedCubbuletesud-ef-d&ydtabmesor ks 12 Limt 250 Maxi num change in price

pr e ot c1 BRBTGRTHETT DA TADY et & e B sEr O Pk B 1 et on

charge, effefitd vely increases price paid, and decreases price received 15

5. Set opening price for next market day

5.1.  if [previous-open — previous-close] <= ciaily-limit
10 5.1.1. open=previous-close

52. else

5.2.1. open = limit-up/down

6. Set client balances and positions for start of new day
15 6.1.  for each client with a position in the market
6.1.1 opening-balance = previous-closing-balance
6.1.2  if [previous-open — previous-close] <= daily-limit
6.1.2.1. opening-position = previous-closing-position
6.1.3. else
20 6.1.3.1. opening position =0
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16 Bal ance Cal cul ations 17 Current position =SUM C7, F12: F16) Openi ng

position plus net position

SUM C8, GWO ®li88770peni ng bal ance plus net p&l

cannot

of day trades 18 Current bal ance
ef fect of depgTACAGU@SSA9 MPL
=ABS(C17*Cl 2/ 1) Current position * limt/MPLRT 20 Hard avai l
=C18-C19 Current bal ance | ess MPL,
negative at beginning of day AutoapPespgtigon wil |

apply 21 Soft avail

bal ance

becone negative intraday, if

bal ance =MLN(C20, $C$327, $C$34) Maxi mum size of withdrawal allowed, without
cancel lin® posted orders|®@2 23 Bid calculatipBs 24 Wd avg bid pricd
=1 F( C23=0,(urSVPRODTT Aver age bid price, weighted by
(A GB3IE4 pEBidgCREetrGlidd si 207F] us comm ssi on r af gric2submittad byotldnsi ze
=SUM 4: Gpndmporadr shed sizas for the client 2BSikk tubalitedby&liéntGAHE ( C13- C24)
P& if alll bids are traded 27 Avail if hit =ClBsf&26-0 Vbat the hard
avai | agl e balance ABS[{CI[+CZ5)/ CIT*CIZ would pe if all bids are traded 28
Max bi g FickEnin A, (CIT(CI8+C26) 7/ Cl The targest (most positive) bradisize
2- (C17+C3 @)ﬂ)aﬁ{e rs (C13-C38- [for the given price fhat is allowed
1) LI Ohedihg poliiiohS WO YRGB8 7T PCT/ CAO07 60584y 5o Bhdrr D0301dit0 LALLM AL i ons
QNI EI TSR B s DD S £ T S AR ’
:SUi\/( .- Hg) }Q"f“. of as.}k sizes for the client 3B Lift all &
=C32* ’-'Mai thﬁ'ggnetlelfs all lasks are traded
11 | MPLRT 0.5 Factor used to ensure system works
12 | Limit 250 Maximum change in price from
open to close
13 | Opening price 10000 Is the closing price from the
previous close, without applying
limits
14 | Commission rate 0 Transaction charge, effectively
increases price paid, and decreases
price received
15
16 | Balance Calculations
17 | Current position =SUM(C7,F12:F16) Opening position plus net position
' of day trades
18 | Current balance =SUM(C8,G12:G16) Opening balance plus net p&I
effect of day trades
19 | MPL =ABS(C17*C12/C11) Current position * limit/MPLRT
20 | Hard avail balance =C18-C19 Current balance less MPL, cannot
become negative intraday, if
negative at beginning of day Auto
‘ Reduction will apply
21 | Soft avail balance =MIN(C20,$C$27,$C$34) Maximum size of withdrawal
allowed, without cancelling posted
orders
22
23 | Bid calculations
24 | Wtd avg bid price =IF(C25=0,0,SUMPRODUCT | Average bid price, weighted by
(G4:G8,E4:E8)/C25+C14) size plus commission rate
25 | Total bid size =SUM(G4:G8) Sum of bid sizes for the client
26 |Hitallp&I =C25*(C13-C24) P&I if all bids are traded
27 | Avail if hit =C18+C26- What the hard available balance
ABS(C17+C25)/C11*C12 would be if all bids are traded
28 | Max bid size =MAX(0,(C11*(C18+C26)/C1 | The largest (most positive) bid size
2-(C17+C25))/(1-(C13-C38- for the given price that is allowed
C14)*C11/C12))
29
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34 Avail

| f
ABS(C17+C32)/ C11*C12 woul d be if all

l'ifted.

=C18+C33- What the hard avail abl e bal ance
asks are traded 35 Max ask size

=M N( O, - W32 21/88218+C33) ) The | argest (npbst negative) ask PCT/CA00/00584

/ C12+( CL7+C32) )/ ( ( C13-

size for the given price that

S

C38+C14) * CII/C12+1)) allowed 36 37 Confirnmed Order Qutput 38 Confirned

AAAN

price —rvr-v(Blw NCC3; bJ.J'I'LJ.L) & ouuni tted price af L]yl beinygy i rmted—13-€12)
fg tc:ﬁnfi(j‘; &Qﬂéﬁ% OH?V“ |v1 u—r \.,40) ; wo; Subnit L cu 5i LC: Ac:.l ter uci;gci i ||'Zteed
Bi ds oty NaskavEAsE price 10001 W @DWN ﬁ ?80%‘3%1666 x( 0, F5)
=M N( O-E5}— 6 —|\/|Ay{n F8) = AE8)/G32= /k‘Q(n |:7S4Ze i o —AAA\((Q FS)
=M N( 0,:% TOtél a’ﬂ{)SHﬁ‘ adpc Si "I(‘ $)I Drl ce Ql 7(-*Su|131 (kfa,sk £1§es1fﬁﬁhe;clﬁnt
=F12* (sBsn Bt A& 13 10000 6323‘@@*%1@313 F13) | P&l ibglbeskpare raded $513- | E14)
15 9900340 A}z@gl\abf(@@]_g,_ E15) =Cl& G 6*§$($13 E]_G)Whatthe hard available balance
ABS(C17+C32)/C11*C12 would be if all asks are traded

Max ask size

=MIN(0,-(C11*(C18+C33))
/C12-+C17+C32))/((C13-

The largest (most negative) ask
size for the given price that is

-16 -

C38+C14)*C11/C12+1)) allowed
36
37 | Confirmed Order Output
38 | Confirmed price =MAX(MIN(C3,C13+C12),C | Submitted price after being limited
13-C12)
39 | Confirmed size =MAX(MIN(C4,C28),C35) Submitted size, after being limited
to the max sizes above
E F G H
2 | Existing confirmed
orders
3 | Price Size Bids only Ask only
4 | 10001 -12 =MAX(0,F4) =MIN(0,F4)
5 | 10000 10 =MAX(0,F5) =MIN(0,F5)
6 =MAX(0,F6) =MIN(0,F6)
7 =MAX(0,F7) =MIN(0,F7)
8 =MAZX(0,F8) =MIN(0,F8)
9
10 | Trades since Open
11 | Price Size P&l
12 | 10005 0 =F12*($C$13-
E12)
13 | 10009 0 =F13*($C$13-
' E13)
14 | 9999 0 =F14*($C$13-
El14)
15 | 9900 0 =F15*%($C$13-
E15)
16 =F16*($C$13-
+ | El16)



-16 WO 01/88771 PCT/ CAOO/ 00584 What is clainmed is: 1. A nethod for
operating an el ectroni c exchange having a plurality of clients, each client
havi ng avomat/gi7mi account and a position on the exchange, POFCAR@ERge

havi ng a predeterm ned nmaxi mum market sw ng val ue and an openi ng nar ket
val ue, conprising the steps of 5 (i) receiving an order froma client; (ii)
confirRypgistchem@rder if the margin account is at |east equal to a potential
position resulting fromthe order times the maxi num market sw ng val ue

ti mes &t hrdshethed &apwﬁna@n dlectronjegEchangy hying pglurgldy of dients, epéh dlipntdesing ng

t he conf] to it ' - ' j y

mar gi n’&&a&%ﬁ%ctc%gg{dsae‘%% 'Eq'llhﬁgo%eth%&%fla?lg%?}le?g%g@%?]?g%&%%&%%gg%%a 1}6@% ir{lall}lgeﬁ when
a tradewof vehe agt dheypencg medet alie, coppesing thg sepe@s (i) to (iv) for each order
during a trfi\lgi ng chlrvi. od‘hoéev'h% de .ert_m' ning a closing nmarket value for the
trading peri'od: AR (I TRH U8 HE the client's margin account by an
anount equaléii)t 0 tcltaﬁizﬂiiﬂg‘ ﬁé&ﬁﬁe ifosae mlegin accold i€ |aﬂ35€ia§tgaqﬁﬁl’tﬁ etpova@ﬁuq)doaﬂﬁdnt he
openin rket value times the actual position. 2. A pet ccording to
Pt m TesThRE e {h Het HRBSHo R PR ST oS Tebe s SR LT oR ot Sl g
to cl airgfecking Meek®i;n @ the opening narket value is the closing narket value
of a preceding trading period. 4. A nethod according to claim1, wherein

t he tradi ng Gseri @ast}ng%@%egm%@@ea@fheeém@mc,&mbé@%d according to claim1,
wheprei n t he (st ep .0 irm 1N - Fala® - j : to
thevel ent . 0 A e O R R B0 AT po RS e
st eps oftrad¢ 9f thieerdenvicelirsig t hat the di fference between the cl osing nmarket

val i a6, CDSOLIGTREER) o S, BERESSd SR Tor ket S vel

0Si o] S ac alimted closing
mar ket val uévi) 7. détermeiningd clsmgnolrkegvdle fot the tredidg peviol;, anflur t her i ncl udi ng, at

the end of t.radi,ng. igd, ,the steps . .of (i) determ ning.that client's
adj ust ed mak§Pn ALEBUTRTT SiohismaeR SRR iR el e B EE SRR fros

E _h_el)s m&}jdﬁmglﬂﬁﬁ{eﬁﬁluelsqﬁﬁlﬂ& dp&hiﬂ@mhik@ﬁ&lu%fﬁﬁlet fhﬁ@&hmpdsiﬁ@i.ue fact o(r]I , and 30 .
ii1) reducing the client's actual position enerating a trade at a trade
val ue; Xiii )AWE‘P?%@FOTSHFG%W%L“H‘@“& t?‘%ﬁlfesg"lgrﬁ?%b‘i Retacie vt by an anount
equal 10 t hey fedsEicdcBink o &1438: 1, wherein a the opening market value is the closing market value

of a preceding trading period.
4, A method according to claim 1, wherein the trading period is a business day.
‘20 5. A method according to claim 1, wherein the step of confirming includes sending an electronic
message to the client.
6. A method according to claims 1 to 5, further including the steps of:
'6)) determining that the difference between the closing market value and the opening market

value exceeds the maximum market swing value; and

25 (i) cIosing out the client's actual position at a limited closing market value.
7. A method according to claims 1 to 5, further including, at the end of a trading period, the steps
of: '
@) determining that a client's adjusted margin account is less than the client's actual position

times the maximum market swing value times the threshold value factor; and
30 (i) reducing the client's actual position by generating a trade at a trade value;
(iii)  further adjusting the client's margin account by an amount equal to the reduction in the
client's actual position times the trade value;

(iv)  repeating steps (ii) and (iii) until the client's further adjusted margin account is at least
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client's actual position tines the trade value; (iv) repeating steps (ii)
and (iii) until the client's further adjusted margin account is at | east
-17 WO 0wW@8u§sr7PCT/ CAO0/ 00584 the reduced position tineBCT/aonenss4srum

mar ket swing value tines the threshold value factor. 8 A nethod according
to claim7, wherein the trade value is the maxi num nmarket swi ng value. 9.
An el eghd QBced BSARANERs T HhaR MO fnafet s‘%@i&é‘@aﬁl&%m%ﬂeﬂﬁre&oﬁf%ﬂﬁtf%@ ned

maxi num mar ket swi ng - val ue, the exchange system conprising. 5 a nmass

st or age’ devidmethod accorsiirigrig clainel7,rdereiethp mefecialue it the mesimue thaketiswalgwdivag a
client positjo [

oper at i%yel y AsbesBtle ofylel BRleol 1Bl Bl PR Bhe RARER R RBEESIRI KO
nmeans twlueghnechange sytanedompriking:an exchange engi ne for receiving and

processing orders froma i ent end -d i.n rkin
v g1 aceouttet S eere g d R P alicy P ERG e TR O T cal | y
reduci rag:hant@ﬂldrgﬁhcc‘@mﬂ%iaﬁdepn if the client's margin account is Iess t han
the client's position tines th rramogﬁm mar ket sw ng T%gal ue tines

S

threshol d v&i RIE°CFSPE Pof OP"'.’[%SWCIM‘”@F’@E‘?F P EagsRTasRE VY %Hﬁoa?ﬁé%rll%}itﬁ’@‘“fl%

cl ai M GueatBlcBhRctith & ndtv Bk EMITREhaHEY &glh@foﬂfbcblﬂﬁlgﬁﬁheﬁroce \Rders fokn a Giknt, an

el ectroni c_exchange system according to clains 9 and (5; wher ei n the

net wor kenfl-9f-aye engince for parking the] margin acepent ttp gpirketesicha geosgdieiion ereinsr 8 ng to
cl g oM %utomﬁsa?lk]@e&ubﬁ g%ﬂéﬁﬁ)g sﬁt’i% ?fth@&?eh Qm% ol 1l§ 1ess ﬁlgn f‘@h&k? sﬁt{%ﬂ' c
exchange syste accor ing t aim9, er el'n the network provid secure
comrunitinmSitltmsaxuanAd(eedsvecgV@mntun@mhaﬂlgbh@ystf@mraccord| ng to cI a| m 13,
o LU LTRSS 5l Wi PR pEREXRO R sy

mar ket saawi.ng a peri odi cal ly fixed value, conprisi ng a pr edet erm ned

e e P e i B e e R B R e

perisodiiQal | yAd diceeniv atctighgatysRim addedinf to Aaf &whetdmh the’r.’&txwﬂadlan@au@.ﬁa@ nérork: 18

i ng

13. An electronic exchange system according to claim 9, wherein the network provides secure
communications.
14, An electronic exchange system according to claim 13, wherein the secure communications

include 128-bit encrypted communications.
20 15, An electronic exchange for mitigating risk in a market having a periodically fixed value,
comprising:
a predetermined maximum market swing value;
a closing market value limited by the maximum market swing value; and
an opening market value determined by the periodically fixed value at an end of a previous

25  trading period.
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