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Derivatives Description
Method

Basis Instrument Contract

I Decomposition Method |

\

Use in Pricing/Decision
Systems
Existing methods*
1) Closed forms
2) Traes
3)PDEs

4) Monte Cario
Neow mathod major benefis.

1) Ease of incorparation of micro-
structural effects . Credit Risk,
offer/domand sensitivities

2)Mode! independence

Use in Risk Management

Systems
Existing Methods:

1) Hedging with Graeks
2)VAR

New method:

1) Hadging with Basis Instruments
2) Aptituds to act directly and exactly
on selected risk payameters
3)Tailor-made dervatives contracts
that insure the maximum possible
risk on portfolios

4) pracise incorparation of eredit nisk,
offer/dernand sensiivities and
accounting responsive to FAS 133
and 1AS 39

Use in Derivative
Exchange Systems
Existing mathods:
1) Trading Emited to Rttures
and oRBoga or.any limited
numbet pRAew products

New Method"
1) Sale or Purchase of any
darivative contract through
quote of Basts instruments
2) Possible automation of the
market making process with
incorporation of credi nsk and
offeridsmand sensitivities

O (57) Abstract: The invention relates to the decomposition of any derivatives contract into its building blocks of instruments where
supply, demand, credit risk are part of the pricing of the contract. Accounting and mathematical techniques are included in the

developmental means.



Abstract The invention relates to the deconposition of
any derivatives contract into its building blocks of
i nstrunments where y, demand, credit risk
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