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What is claimed is; 
* 

1. A general-purpose digital computer programmed to carry out a series of steps, 

i s - series of steps to electronically clear and settle a flexible-rate financial option comprising: 

receiving a premium and a corresponding rate-based strike rate negotiated between 

twop; sie • 

de u i ining at least one discount curve consistent with the negotiated premium and 

correspondin rate-based strike rate; 

based o 	I e at least one discount curve, determining an adjustment factor; 

utilizing ' 	: i justment factor to determine an exercise price of an underlying with_a 

standardized coupon a or near the time of expiration; 	. 

whereby a financ 	option with rate-based strike rate and premium terms can be 

exercised into an underly 	position in an equivalent standardized coupon financial 

instrument with a potentially d 	erent fixed rate and an exercise price, 

2. The steps of claim I 	er comprising determining at least one forward curve 

and at least one discount curve consiste i with the negotiated coupon. 

3. The steps of claim 1 further ! imprising determining the adjusted price of the 

underlying with a standardized coupon as the p sent value difference between the delivered 

financial instrument with a fixed rate and a swap 	'th the strike rate, at or near the time of 

option exercise. 

4. The steps of. claim 3 further comprising de 	ping the adjusted price of the 

underlying with a standardized coupon as the present value d ! -rence between the delivered 

financial instrument with a fixed rate and a swap with the strike r: e utilizing: 
a' 

(re — csDETai pkt,TD.1) 
1=1 	 • 

where, 

cj  is a fixed coupon; 

C2 is a fixed rate for a swap with a fixed rate that matches the op •rk strike 

rate; 
• 

I MI is the year fraction of the accrual period for fixed payments; and 

DF(ti 're...) is the discount factor from t to Tca . 
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5. The steps of claim 3 further comprising determining the adjusted price of the 

underlying with a standardized coupon as the present value difference between the delivered 

financial instrument with a fixed rate and a swap with the strike rate utilizing: 

• (c2  — c1) DV01 = Exercise Price. 

a ere, 

ci. is a fixed coupon; 

is a fixed rate for a swap with a fixed rate that matches the option strike 

rate; and 

IDVO1 * the sensitivity of a swap with respect to the change in the par swap 

ra 	 . 

6. The steps o 	laim 1 further comprising determining at least one discount 

curve consistent with the nego 	d premium and corresponding rate-based strike rate further 

comprises using a London InterB : a. Offered Rate (LIBOR) curve. 

7. The steps of claim 1 	a er comprising determining at least one discount 

curve consistent with the negotiated pre 	.a and corresponding rate-based strike rate further 

comprises using a London InterBank 0' . ed Rate (LIBOR) curve and electronically 

implying or approximating the at least one 	scount curve further comprises using an 

overnight indexed swap (OIS) curve. 	 . 	 . 

8. The steps of claim 1 further wherein 	step of determining an adjustment 

factor further comprises determining an adjustment factor 	. a forward-starting swap. 

9. The steps of claim 1 further comprising utih 	a : the adjustment factor to 

determine an exercise price of an underlying with a standardized c 	pon at expiration. 

10. The steps of claim 1 further comprising utilizing the adjustment factor to 

determine a price of an underlying with a standardized coupon near expir. on. 

11. The steps of claim 1 further wherein the financial option is ex 	., aged traded. 

12. The steps of claim 1 further wherein the financial option is over-th- counter. 

13. The steps of claim 1 further comprising determining comprises 	a dying, 

approximating, calculating, and combinations thereof. 
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14. The steps of claim 1 further including selecting the general-purpose digital 

computer from the group comprising one processor, more than one processor, and 

combinations thereof 

15. A general-purpose digital computer programmed to carry out a series of steps, 

the s 	es of steps to electronically clear and settle a flexible-rate financial option comprising: 

r.. eiving a premium and a corresponding rate-based strike rate negotiated between 

two parties; 

dete 	ling at least one discount curve consistent with the negotiated premium and 

corresponding rats-based strike rate; 

based on the • least one discount curve, determining an adjustment factor; 

utilizing the adj ►  stment factor to determine an exercise price of an underlying with a 

standardized coupon at or 	-ar the time of expiration; 

whereby a financial • •tion with rate-based strike rate and premium tetras can be 

exercised into an underlying 	..sition in an equivalent standardized coupon financial 

instrument with a potentially differe 't fixed rate and an exercise price. 

16. The steps of claim 15 fu 	er comprising determining the adjusted price of the 

underlying with a standardized coupon as th net present value of the present value difference 

between the delivered financial instrument wit 	a fixed rate and a swap with the strike rate, at 

or near the time of option exercise. 

17. The steps of claim 15 further wherein . e step of determining an adjustment 

factor further comprises determining an adjustment factor or a forward-starting swap. 

18. The steps of claim 15 further comprising u 	zing the adjustment factor to 

determine an exercise price of an underlying with a standardized oupon at expiration. 

19. The steps of claim 15 further comprising utilizing 	e adjustment factor to 

determine an exercise price of an underlying with a standardized coupo 	ear expiration. 

20. A computer program product, comprising a computer usable 	edium having a 

computer readable program code embodied therein, the computer readable •rogram code 

adapted to be executed to implement a method for clearing and settling a flexible-r.. e financial 

option, the method comprising: 

receiving a premium and a corresponding rate-based strike rate negotiated be 	een 

two parties; 
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deteimining at least one discount curve consistent with the negotiated premium and 

corresponding rate-based strike rate; 

based on the at least one discount curve, determining an adjustment factor; 

utilizing the adjustment factor to determine an exercise price of an underlying with a 

stan• =rdized coupon at or near the time of expiration; 

hereby a financial option with rate-based strike rate and premium terms can be 

exercised 	to an underlying position in an equivalent standardized coupon financial 

instrument w k, a potentially different fixed rate and an exercise price. 

21. The 	ethod of claim 20 further comprising determining at least one forward 

curve and at least one iscount curve consistent with the negotiated coupon. 

22. The metho• • f claim 20 further comprising detei 	lining the adjusted price of 

the underlying with a standardized coupon as the net present value of the difference between 

the fixed rate of the underlyin: and the option strike rate, at or near the time of option 

exercise. 
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What is claimed is: 

1. A general-purpose digital computer programmed to carry out a series of steps, the 

series of steps to electronically clear and settle a flexible-rate financial option comprising: 

receiving in a memory of a general-purpose digital computer programmed to carry out a 

series of steps a premium and a corresponding rate-based strike rate negotiated between two parties; 

determining on at least one processor of a general-purpose digital computer programmed to 

carry out a series of steps in communication with the memory of a general-purpose digital computer 

programmed to carry out a series of steps at least one discount curve consistent with the negotiated 

premium and corresponding rate-based strike rate; 

based on the at least one discount curve, determining on at least one processor of a general-

purpose digital computer programmed to carry out a series of steps an adjustment factor; 

utilizing the adjustment factor to determine on at least one processor of a general-purpose 

digital computer programmed to carry out a series of steps an exercise price of an underlying with a 

standardized coupon at or about the time of expiration; 

exercising on at least one processor of a general-purpose digital computer programmed to 

carry out a series of steps a financial option with rate-based strike rate and premium terms into an 

underlying position in an equivalent standardized coupon fmancial instrument with the same terms 

other than a potentially different fixed rate; and 

clearing on at least one processor of a general-purpose digital computer programmed to carry 

out a series of steps the flexible-rate financial option. 

2. The steps of claim 1 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps at least one forward curve 

and at least one discount curve consistent with the negotiated coupon. 

3. The steps of claim 1 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps the adjusted price of the 

underlying with a standardized coupon as the present value difference between the delivered 

financial instrument with a fixed rate and a swap with the strike rate, at or about the time of option 

exercise. 

4. The steps of claim 3 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps the adjusted price of the 

underlying with a standardized coupon as the present value difference between the delivered 

fmancial instrument with a fixed rate and a swap with the strike rate utilizing: 
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(c7  — ci.) 	Z, DF(tr, T,, ) 
I.1 

where, 

cr is a fixed coupon; 

C2 is a fixed rate for a swap with a fixed rate that matches the option 

strike rate; 

Tc,i is the year fraction of the accrual period for fixed payments; and 

D qt, Tc, i )'is the discount factor from t to Tc,I. 

5. The steps of claim 3 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps the adjusted price of the 

underlying with a standardized coupon as the present value difference between the delivered 

financial instrument with a fixed rate and a swap with the strike rate utilizing: 

— c 1  ) D 110 1 = Exercise Price. 

where, 

cr is a fixed coupon; 

c2 is a fixed rate for a swap with a fixed rate that matches the option 

strike rate; and 

DV01 is the sensitivity of a swap with respect to the change in the par 

swap rate. 

6. The steps of claim 1 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps at least one discount 

curve consistent with the negotiated premium and corresponding rate-based strike rate further 

comprises using a London InterBank Offered Rate (LIBOR) curve. 

7. The steps of claim 1 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps at least one discount 

curve consistent with the negotiated premium and corresponding rate-based strike rate further 

comprises using a London InterBank Offered Rate (LIBOR) curve and electronically implying or 

approximating the at least one discount curve further comprises using an overnight indexed swap 

(OIS) curve. 
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8. 	The steps of claim 1 further wherein the step of determining on at least one processor 

of a general-purpose digital computer programmed to carry out a series of steps an adjustment factor 

further comprises determining on at least one processor an adjustment factor for a forward-starting 

swap. 

9. The steps of claim 1 further comprising utilizing the adjustment factor in determining 

on at least one processor of a general-purpose digital computer programmed to carry out a series of 

steps an exercise price of an underlying with a standardized coupon at expiration. 

10. The steps of claim 1 further comprising exchange trading the financial option. 

11. The steps of claim 1 further comprising over the counter trading the financial option. 

12. The steps of claim 1 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps comprises implying, 

approximating, calculating, and combinations thereof. 

13. The steps of claim 1 further including selecting the general-purpose digital computer 

from the group comprising one processor, more than one processor, and combinations thereof 

14. A general-purpose digital computer programmed to carry out a series of steps, the 

series of steps to electronically clear and settle a flexible-rate financial option comprising: 

receiving in a memory of a general-purpose digital computer programmed to carry out a 

series of steps a premium and a corresponding rate-based strike rate negotiated between two parties; 

determining on at least one processor of a general-purpose digital computer 	 to programmed 

carry out a series of steps in communication with the memory at least one discount curve consistent 

with the negotiated premium and corresponding rate-based strike rate; 

based on the at least one discount curve, determining on at least one processor of a general-

purpose digital computer programmed to carry out a series of steps an adjustment factor; 

utilizing the adjustment factor to determine on at least one processor of a general-purpose 

digital computer programmed to carry out a series of steps an exercise price of an underlying with a 

standardized coupon at or about the time of expiration; 

exercising on at least one processor of a general-purpose digital computer programmed to 

carry out a series of steps a financial option with rate-based strike rate and premium terms into an 

underlying position in an equivalent standardized coupon financial instrument with the same terms 

other than a potentially different fixed rate; and 
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settling on at least one processor the flexible-rate financial option of a general-purpose digital 

computer programmed to carry out a series of steps the flexible-rate financial option. 

15. The steps of claim 14 further comprising determining on at least one processor of a 

general-purpose digital computer programmed to carry out a series of steps the adjusted price of the 

underlying with a standardized coupon as the net present value of the present value difference 

between the delivered fmancial instrument with a fixed rate and a swap with the strike rate, at or 

about the time of option exercise. 

16. The steps of claim 14 further wherein the step of determining on at least one 

processor of a general-purpose digital computer programmed to carry out a series of steps an 

adjustment factor further comprises determining an adjustment factor for a forward-starting swap. 

17. The steps 	of claim 	14 further comprising utilizing the adjustment factor in 

determining on at least one processor of a general-purpose digital computer programmed to carry out 

a series of steps an exercise price of an underlying with a standardized coupon at expiration. 
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