1 ELECTRONIC TRADING SYSTEMS This invention relates to electronic
trading systems, and in particular to increasing the liquidity of tradable 5
products, for example financial instruments, traded on electronic trading
systems. Electronic trading systems havejgained widespread acceptance
over recent years for trading a wide variety of tradable products including

financial instruments, arfelE§ FRAMAG fRBABENM aPRSEENS the preferred

mode of trading financial instruments such as equities products or foreign

exchange products. In the foreign exchange (FX) market, anonymous
tradittSsysteris have begdmethe t03t EGATS MetiGtFof tPadig FXSpotand

Twormgin-systems 4 5thavengaingd ageeptance.iReuters Healing 2008p1 e
provided by Reuters plc and EBS provided by EBS Dealing Resources_ Inc.

> ThRREltErsSprodagt isteeehibed iTEPSA-359856 Gha i EBS Hradeet is™
desaried-ipnWO 93/16§464. EResesystems are anonymous in that traders
submit bids and 20 offers into the system that are displayed to other traders
without ariy fidication of Wit HAY stbmitfetithB g Fotd> Atrat e T Rishs
to dealapguotedlaesaiot kaown the,identityrofithe padtyriwithhwhoaehe isriety

dealing unti| the deal has been completed. To avoid trades being 25
e GCutb MBS TR ader Btk Eehsiddi” Idrobionig ‘Bag s and
10 tradimgnflooy tradingheon #ie systemss enatess creditdimpifefor @ach passibie

counterparty qn the system. Thesg credit limits,set maﬁii’“cf”é vale ol cts
trades Wlt% eacjh possi 6}6 counterpar?y and réjf?ect ?he §8 Ins IJfUtIO S
assessfuert of theikekposire piskdycts. In the foreign exchange

(FX) market, anonymous trading systems have become the
most common method of trading FX spot. Two main systems

15 have gained acceptance, Reuters Dealing 2000 provided by
Reuters plc and EBS provided by EBS Dealing Resources
Inc. The Reuters product is described in EP-A-399850 and
the EBS product is described in WO 93/15467. These
systems are anonymous 1in that traders submit bids and

20 offers into the system that are displayed to other
traders without any indication of who has submitted the
quote. A trader who wishes to deal a quote does not know
the identity of the party with whom he is dealing until
the deal has been completed. To avoid trades being

25 executed with parties the traders’ banks consider
uncreditworthy, each trading floor trading on the systems
enters credit limits for each possible counterparty on
the system. These credit limits set a maximum value for
trades with each possible counterparty and reflect the

30 institution’s assessment of their exposure risk by
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2 trading with those counterparties. If an institution does not wish to trade
with a given trading floor it will set 5 the credit limit for that trading floor to
zero. In both the Reuters and EBS systems as implemented, a first credit
check is made before a bid or offer is displayed to traders on a trading floor.
If the owner of that quote has no credit with that trading floor, or vice 10
versa, there is no possibility of a deal between the two parties and the quote
is filtered out and not displayed to the trading floor. This check is based on
the existence or non-existence of credit and not the actual amount of credit

reduirdi Bhcl id- BeANRRSH ST IS PEpBHitEaSa fufhécrédit EhéaEkon does

perfermed ta,ensurerthat eachpastyhassufficientiacualremaininggredit set
for the whole amount of the deal. Where insufficient credit remains on one

sidest thE BtHer, theWdiud OF tHe HeaF R BErettiR8d bythé Sy Stem to

reflect theractual: 20 amailaide eeedit. The Repters apd&BS systems havented,
been very successful in the major currency pairs dealt on the FX markets.

However: e sysfems are By used By 8fid T5tERGE Bniy ot uSe by m&br 5
finan@@Iﬂagtgutim. _QEaHIef@atpre of tlneégighe@s;f_aadﬁhe cdrrengy patiser of
g??.lktfa |ts suchtt(ga%l(_g1 is unattractév.etfor large %%Stl{gut{_‘ons ng tra(%e_\L with smaller .

ess cré:{dllﬁlvorthy instittions, or even arge %orpo%ade customers: Forthe’ = ¢
Mmajerrcurrencyepairsisuchcasdd SPibURiaryGBP: USDi#s does nethinder3@ wo
fnpa%rﬁ%}t' gegsf thaer%%%%"és a3 ihere is sufficient ligyidity  in theymarket 1ordh9 2 ved
perate properlg.
to the trading floor. This check is based on the
existence or non-existence of credit and not the actual
amount of credit required. Once a deal has been
negotiated, a further credit check is performed to ensure
that each party has sufficient actual remaining credit
for the whole amount of the deal. Where insufficient
credit remains on one side or the other, the value of the
deal may be reduced by the system to reflect the actual
available credit.

The Reuters and EBS systems have been wvery
successful in the major currency pairs dealt on the FX
markets. However, the systems are only used by, and
intended only for use by, major financial institutions.
The nature of the systems, and the currency pairs dealt,
is such that it is unattractive for large institutions to
trade with smaller or less creditworthy institutions, or
even large corporate customers. For the major currency
pairs such as USD:EUR or GBP:USD this does not hinder

operation of the systems as there is sufficient liquidity

in the market for the market to operate properly.
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3 However, the smaller players are effectively excluded from trading and

seeing many of the best prices. For the less active currency pairs, it can

even prevent sufficient liquidity being achieved in the market for 5 that

currency pair to make trading on the anogymous system a viable

proposition. There is a need, therefore, for a system which allows smaller
institutionSCHENESS creditGrthy Ssttlfisns, USE abke to fade effeEfigely briely

trading; 10s8ystemsnvith-maiar finangial institugions nyotenly deeg this prices.
increase the viability of less commonly traded currency pairs, it also
incfedsestRe Hfifdity?SHthE SmEreTMaJET CURBRET paifstprodiding ok event

eff%ﬁ@’?i@l@a ﬁ"@HMGHHI‘@%etbeﬁJ@e nventioa @imﬁr{(_) addressdh ﬁ%epc_ee@or
by introducing the concept of credit tiers. A party can assign each potential
colmit@Fparfy*{o6RE Bf altitiniber 6f crédiftierst Theters MdicateSthe?pattyrgous
assgssmentaoftheyelative sreditwartiiness of the potential 20
counterparties. To compensate for the increased risk of trading with . oh
counterparfies f lobver flers! e pricdd HiSpIAEH to thdke Gounidipariies Bfe-©
adwstetito incnease éhie profitability.afitbe drade torthe maker partye2bMorahy
specifically, there is provided a trading system for a#chin orders between .
COURBIAH ARG b1 n AIh & Al iaker WaBing ook sUbmtea i3
ordeys tnto ¢hevsystemdgpmatchirgwith compatibledtaken sradingtfloonly does
om%g@éhefyggggggmqgﬂpgég% qi%%y of less commonly traded
currency pairs, 1t also increases the ligquidity of the
more major currency pairs providing a more effective and
transparent market.

The invention aims to address this need Dby
introducing the concept of credit tiers. A party can
assign each potential counterparty to one of a number of
credit tiers. The tiers indicate the party’s assessment
of the relative <creditworthiness of the ©potential
counterparties. To compensate for the increased risk of
trading with counterparties 1in lower tiers, the prices
displayed to those counterparties are adjusted to
increase the profitability of the trade to the maker
party.

More specifically, there is provided a trading
system for matching orders between counterparty trading
floors, in which a market maker trading floor submits
orders into the system for matching with compatible taker
trading floor orders, the system comprising: means at

maker and taker trading floors for assigning potential

counterparty trading floors to one of a plurality of
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30 maker and taker trading floors for assigning potential counterparty trading
floors to one of a plurality of 4 tiers; and means for adjusting the price of
orders submitted by the market maker trading floor and communicated to
potential taker trading floors for trading irq accordance with the tier to which
the taker 5 trading floors have been assigned by the market maker trading
flodrl € oraet Priees being adjasiedTor potémifal Baket trapiinpficerss

assigped fq atlegst ene ofihe ders, Jheinvention fyrther grovides a method
of operating a 10 trading system for matching orders between counterparty

tradRfgToOrS i #Aichoa RRAIFREhaker Pading FE8F Submitsstéérstifito the
systeaufor gnatehing byhe system wwith gempatibledakemntradinghloor grders,
the method comprising: at maker and taker trading floors, assigning 15
poterfidi- Ssuntefarty tradifg AE6rs BThedors! pdralifffoftirs-Sdndraker
adjusting the priee of ordess subamitted byasmaeketnakeniading fleer that
are communicated to potential taker trading floors for trading in accordance

withth& tier towhiththe taReH 2P trad & obre have been w8 sineti i the°

masicetonakeri &1es order prices being adjusted for potential taker trading
floors %gseigned to at Ieastfone of the tiers. The inventigg Cf)%lrthc?ﬁr provides an

electronic trhﬁ?ﬁ%ng§§t%m %?trﬁlaetﬁhﬁﬁocyragressbeatw%%n coun?erpgﬁ%gaz%mg a

compeidihge aphuradity dfdradirg fibarsceachdacladingt aé least one oederanpuyt

g‘na}éégggﬁ%‘éadfT%gPsth%%%%’&%aam%té:?ﬂ?e"ter&%ﬂ% formatehing orisrs
submits orders into the system for matching by the system
with compatible taker trading floor orders, the method
comprising: at maker and taker trading floors, assigning
potential counterparty trading floors to one of a
plurality of tiers; and adjusting the price of orders
submitted by a market maker trading floor that are
communicated to potential taker trading floors for
trading in accordance with the tier to which the taker
trader floors have been assigned by the market maker, the
order prices being adjusted for potential taker trading
floors assigned to at least one of the tiers.

The invention further provides an electronic trading
system for matching orders between counterparties
comprising: a plurality of trading floors each including
at least one order input device for trading on the
system; a matching engine for matching orders entered
into the system from order input devices according to
matching criteria; an order distribution component for
distributing dealable orders to trading floors on the

basis of compatibility criteria, each order including an



into the system from order input devices according to matching criteria; an
order distribution component for 30 distributing dealable orders to trading
floors on the basis of compatibility criteria, each order including an 5 order
price; a store of tiers to which trading floogs have assigned other potential
counterparty trading floors trading on the system; and a store of price
diffeFeifial® 6 B/ appliet W draér pricesSsubmitted By trathng fleors® & form

orders baying;agjusied order prines, for, distihution g petential caunternarts r s
trading floors assigned by the tradlfr;)%Sfloor submitting the order to at least
oné ot the flerP whefelsiytheSiticed fistfibifed® edumerpgatties afgerentials

depengent gndhedier to which-eagh-16 sounterparty Bas been As8igRgds 1 oors
Embodiments of the invention have the advantage that different prices can

> be 'shoWi B VAFBES TobRterpartie Jdsp&ing 9f how tHefriskfis Assessed

by @irparket ubaker. dhisereaurages makkeldngkersito extenchereditdo 45

counterparties with which they would otherwise not trade using the known

sy&EfeI RS, Y turA Sinbreds the ligifdity thihé furltfible ey taded and®

IS adwantagreus to athpariesran, thehsystem. Prefegably; dhe deredrpricessaret o

achieved b¥ 20 ermin%a linked orger from an %rder input into the %}/stem by
counterparties are dependent . on,the q% r Lo ﬂ1lc each

a market maker. ﬂtsepara?e order is created for ‘8ach tiér and the 61ders dre

10 linkethtogether at Jeast bybamouat and peeferably also by status and done
deal information; 22 freterably, gach glihe;linked orders Includes 2. sge that
different prices can be shown to various counterparties
depending on how their risk 1is assessed by a market
maker. This encourages market makers to extend credit to

15 counterparties with which they would otherwise not trade
using the known systems. This, in turn, 1increases the
liquidity in the fungible being traded and is
advantageous to all parties on the system.

Preferably, the tiered prices are achieved by

20 forming a linked order from an order input into the
system by a market maker. A separate order is created for
each tier and the orders are linked together at least by
amount and preferably also by status and done deal
information.

25 Preferably, each of the 1linked orders includes a
tier identifier, whereby individual orders of the linked
orders are only available for trading to potential taker
trading floors assigned to the same tier as the tier
identifier. In this way, the system ensures that the

30 correct prices are shown to counterparties according to

the tiering to which they have been assigned.
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tier identifier, whereby individual orders of the linked orders are only

available for trading to potential taker trading floors assigned to the same tier
as the tier identifier. In this way, the system ensures that the 30 correct

prices are shown to counterparties accorging to the tiering to which they

have been assigned. 6 As the orders are preferably linked by amount, status
and doneffeal iffrmatisie ahy cHehgeRinthe rsthts of oriekerder iYshewgunt,

as archange igsiatusofall @f the orders i the; linked seb, Siilardydfain  the
portion 5 of one of the orders is executed, the amount of %f]e rest of the
linkedh$etof OFdersds Pediced sy tHeSdiné Sarfio G2 PrTerdbly? tRé pricet all

adjyistments farrach tier, ang the Hetsdo yehich eaeh caunterparty hasheeni on
allocated 10 by each potential maker are stored as a series of tables.

Separatd pricd adfuStrets Tfay' e St6red fGiTachMungitte traded ofntfe T€St
sysiem.drreferabhk sgpasate tables ef-prigesadjustmeats.aked stered emEhe same
system for each potential maker trading 15 floor. Preferably, the price
adjif8f8its and the tiering information are input into the system from trading
floors, preferabdyrby atrading flperiadminisitasamaorkstaton. Kreferably rtheand

Systtlglren ctomprlse%ge%lﬁbl price 20 determination and. distribution mtﬁr(lgscfg{ed

examining orders- Subiitted irftd the Sys g%eé:r?fagt%rrrl}liﬁlsng, o the'basis

of egmpatitilitycriterial, avhicta keunterpartes arel eligible toedeal orderstables.

Su%%g%%%@Qdf%&q%%mugg%ustments may be stored for each
fungible traded on the system.

Preferably, separate tables of price adjustments are
stored on the system for each potential maker trading
floor. Preferably, the price adjustments and the tiering
information are 1input 1into the system from trading
floors, preferably Dby a trading floor administrator
workstation.

Preferably, the system comprises dealable ©price
determination and distribution means for examining orders
submitted into the system and determining, on the basis
of compatibility criteria, which counterparties are
eligible to deal orders submitted, and for distributing
orders to eligible counterparties, the dealable price
determination and distribution means comprising means for
comparing the tier identifier of an order with the tier
assigned to each counterparty trading floor by the maker
trading floor submitting the order and <rejecting
counterparties as ineligible to deal the order if the

compared tiers are not the same.
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orders to eligible counterparties, the dealable price 25 determination and
distribution means comprising means for comparing the tier identifier of an
order with the tier assigned to each counterparty trading floor by the maker
trading floor submitting the order and rejegting counterparties as ineligible to
deal the order if the 30 compared tiers are not the same. 7 Preferably, the

order matREmEheBRY coniptdesCd e6mpdrater for comPanng thegeprises a
allocgaigd o tns; takes's trading floqrby tharpakerisyading flook abd thedier cne

allocated to the maker's trading floor by the 5 taker's, trading floor and for
rejéétiiiRythe nidteR ofthe férscoMpared@y Bther the fikstast segongtoor and

comparatars rdosnatynatela The trading system mmayhe ananoRymeuys by the
trading system and the fungibles traded may be financial 10 instruments, for
exéﬁg@fo?eiiﬁﬁ BREAEN G EH productS TheSShRtem tHay iadérplurdtity the
of different fungiblesd The inventien alsoeprovides ap:electonicitradingarators
system for matching orders between counterparties comprising: a matching
engine ToF mitdHifg orders 15 submitted from trading floors according to
_match_ing m&ieria;_r@mmrdﬁr d;i@tﬂbation systenvtor Qisiribathraglpﬁder_ss trading
|nclud|r%%order pr cesttkcl)etradﬂ? floc%r ; astore o tlgrs to whlctlat:adl floors,

ha@é’%ss@nedapo ential “coun er}%z]ir y?rsédinié?%o?s trad?ﬁgon e sys enrraf;naClal

20 starerofrpsice giffefemtiadsc tonpa appliedtocprderx prieesg subiAitted fayoducts .
:gaa ing floors for distibution;to poterjtial counterparty,rading floors-asaigned . |
The invention also provides an electronic trading
system for matching orders between counterparties
comprising: a matching engine for matching orders
submitted from trading floors according to matching
criteria; an order distribution system for distributing
orders including order prices to trading floors; a store
of tiers to which trading floors have assigned potential
counterparty trading floors trading on the system; a
store of price differentials to be applied to order
prices submitted by trading floors for distribution to
potential counterparty trading floors assigned to at
least one of the tiers of the trading floor submitting
the order; and a linked order generator for generating
from the submitted order, a plurality of linked orders,
each order of the linked orders corresponding to a tier,
the order price of at least one of the orders being
adjusted from the submitted order price by the stored
price differential for that order, the linked order
generator comprising a tier identifier for adding a tier

identifier to each of the linked orders whereby the order



least one of the tiers of the trading floor submitting the order; and a linked
order generator for generating 25 from the submitted order, a plurality of
linked orders, each order of the linked orders corresponding to a tier, the
order price of at least one of the orders bging adjusted from the submitted
order price by the stored price differential for that order, the linked order 30
gefRerarsrseustRprisiAg Btiet identiier fordddify 4 tiek HdbriRe to'2hth b the

lin @&d@{%%@&%ﬁ%@%ﬁ&é&%@pﬂ@&\&@ %H_ié/eé‘aﬂﬁé is distributed 1o
only to potential counterparties assigned to the same tier by the party
submitting & Brder 1Tk ivenfidA'Still further resides in a computerised 5

trading-gysten,tor Majghing orders hatween coynterpary, tradingfloetsdnsed
which a market maker trading floor submits orders into the system for

> mat&iifd By thE SFERNT WitiMedmpafitie VRE Fadifd HE6F of g tREP2 T LY
systea hayingisaftveare fokparéerming he stepsofeat trading 49 flopss r

assigning potential countetrpart trading floors to one of a plurality of tiers; .
and ddftistifig IHE price T StdERCsubMitel by d nidtk&t maRerYadiftg fd8r “e™
thatiane commanicated toapeientialdakerctrading floorsitor styading isystem
ac %rgglnce Witp ttvr}g tigr %% Whichrt e rt%k%r 15 Hgd%rt féoosfsggyegteeg 2di
assignéd By the market maker tading fiosr, te order prices beihg adjgu&eag
10 forfpotential takerityading flootsassigied taatleastaneg of theliiers. filones
pr?é%rrg%&r%bt"dérgg L first fier priges are 20 unapiusted, but secand ter, o
prices are Iincreas y one
of orders submitted by a market maker trading floor that
are communicated to potential taker trading floors for
trading in accordance with the tier to which the taker
15 trader floors have been assigned by the market maker
trading floor, the order prices being adjusted for
potential taker trading floors assigned to at least one
of the tiers.
In one preferred embodiment, first tier prices are
20 unadjusted, but second tier prices are increased by one
pip for offers and decreased by one pip for bids. A
further pip 1s added or subtracted for next tier
customers and for each subsequent tiers.
Thus, the prices displayed to counterparties will be
25 adjusted according to their credit tiering. Embodiments
of the invention have the advantage that it becomes
financially advantageous to extend credit to smaller or
less secure financial institutions as the margin per deal

is increased. The increased profit, compared to a trade

30 with a more secure large institution compensates for the
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pip for offers and decreased by one pip for bids. A further pip is added or
subtracted for next tier customers and for each subsequent tiers. Thus, the
prices displayed to counterparties will be 25 adjusted according to their

credit tiering. Embodiments of the inventipn have the advantage that it
becomes financially advantageous to extend credit to smaller or less secure
finaMGaNASHttioRSRRINE nargif patadeat istinerehsed. Thelincidssegmaller

profit,.compared 1o a trade 3Q with a more secure large institution
compensates for the 9 increased exposure and makes trading with the

smaller iAstitftiohS SvoPtPivhile FHromtAE pBint 5HAeiBF tHedmalsit+tution,

instifition g they gain-aceess to avashpeol ghliquidity to whichyditheyro which
previously did not have access. Although they pay a premium for this access,

in thatthey hhot8edl 4t 58 fAvbuladIE pricesCas’larde institfions thdy P2y 2

haye ageess tpa veryiliguid-ard tansparemtaparketand-camstill tade akt as

much more favourable prices than would be 10 available to them otherwise.

EnBodimERts st the iventioR wif hdk be déscribetio by way oF exgniple® ©CeSS

onlyoand withrreferenpeite then @accorpamane drawiegskétwhiel Figute 1511

a schegmtic diagram of the archit%cture 1 (1f a known anon mous tradi
a % a 3 e Fl¥ n

sy§t5m; igt?r% 2 18" Varidiit 'of the afchitetture offfiglire T ; Figare 3 "svf"?cl)l\r/%/%11 be
howrcouhtérparties maybe@assignede . different tiers;

Embodiments of the invention will now be described,
by way of example only, and with reference to the
accompanying drawings, in which:

Figure 1 is a schematic diagram of the architecture
of a known anonymous trading system;

Figure 2 1is a wvariant of the architecture of figure
1;

Figure 3 shows how counterparties may be assigned to
different tiers;

Figure 4 shows how differentials may be assigned to
each tier by a party on a currency pair basis;

Figure 5 is a flow chart showing how tiering affects
market compatibility checking; and

Figure 6 is a flow chart showing how tiering affects
order matching.

In the following description, the concept of credit
tiering will be described and then its implementation on
an anonymous trading system discussed. This system is
currently administered by EBS Dealing Resources Inc and
based on the system disclosed in WO 93/15467, the

contents of which are incorporated herein by reference.



20 Figure 4 shows how differentials may be assigned to each tier by a party
on a currency pair basis; Figure 5 is a flow chart showing how tiering affects
market compatibility checking; and Figure 6 is a flow chart showing how
tiering affects 25 order matching. In the fgllowing description, the concept of
credit tiering will be described and then its implementation on an

anBRYIAEES tradifg $ystérf dizeussede ThisC8BteR it clifrdritly BRintlisisteted an
by EBS Dealing Resourges;ng and;30 basgd-anthe systemdisglosediniWg ; s

93/15467, the contents of which are incorporated herein by reference. 10 .
HoWver, Gei81t6 be-Gndérstood #ixd RIS is Paereffan 1ékeMprar) deSéfiption. 1S

The psingiple; obreditdiennd is: applicable to apy tkading system inwhich i ted
credit is assigned by one counterparty to others. It is not limited 5 to systems

> that OpEraite DRthd Basis BT bliatetal Tredit BuPestéRdS o K/stérhs tilereredit
creslitdimiéscaemenly extenseddarene direction. Fremian architeetirabpeint of1y
view, credit tiering may be,implementedeor example, using a distributed
arcHiteEiire Sudh a8 oSt distibsed 105 Wods/ 15467 6 (i ifodesstr ©F
usingeawhostlbaseid: architectdre suely assthat digclesechindcl-AR998%kample,
Credit tiering aélj(_)WS a g1arket mak%r,, that is a gart%/1 V\fjho subn%its a quate into

the market, to Stbiita ustir?g e o EHhtS the markét And tha quote is tign osed

10 15 displagedad Aa5i0a3 patentidbtakers, 2haris partieswhagnay deabthe based
ggsglér‘?s%@t '%?t e%”rtrﬁogggéﬁeé’sengﬁ%o%i@%i%kseé § Grgdituortningsg as

Credit tiering allows a market maker, that is a

party who submits a quote into the market, to submit a

single guote into the market and that gquote is then

15 displayed to various potential takers, that 1is parties
who may deal the quote, at different prices dependent on
the taker’s creditworthiness as assessed by the maker.

Credit tiering allows the maker to segment the
market according to their perception of various possible

20 takers’ creditworthiness and makes prices available to
all market segments. The taker is provided with greater
liquidity than would otherwise be available and, for some
less creditworthy takers, provides access to liquidity
that would be denied on existing systems.

25 The system defines a plurality of tiers that are
made available to the market. In one preferred embodiment
four tiers are defined although this 1is a matter of
choice only. The first tier consists of ©potential
counterparties’ trading floors with the highest

30 creditworthiness and the fourth tier, those potential

counterparty trading floors with the lowest



Credit tiering allows the maker to segment the market according to their
perception of various possible 20 takers' creditworthiness and makes prices
available to all market segments. The taker is provided with greater liquidity
than would otherwise be available and, fon some less creditworthy takers,
provides access to liquidity that would be denied on existing systems. 25
The&ySicht defifds g plurality ot tiekd'that Bfe Madeavaibie i thelfarket.ons
In gre preferted-empediment dourtiers are definedalihough this-is amatter; e

of choice only. The first tier consists of potential counterparties' tradin

flo6réaitiRthechigRest SoctradinddriningsParnd the fodrtd Gér thoselpitertaiual

counterarttsading floers with-thedowest Il sreditworthiness fierstye arders
three represent positions of intermediate creditworthiness. These tiers are
> made Aviiitatte t@tradfg flodfe bbEit is BR%E TridividGar 8untifpartié®fs ible
decidehow-manypf the availablertiess Sstheyowighhto use. Matket makees. The
assign all possible counterparty trading floors to one of the tiers. The larger,
moré CPeditwdtiy counterpahidst Bie SS4GHEd 15 Tiet B, prestitingthe t°
smiallest riskand sraallersdessi securenftoorsmare lassigned toctieend, 3amd er,
10 ccording to the m rket maker's assessmeng1 of the risk. In efgect, gll
ess SEcure O0rsS., are. assilgn to .. tlers

parties subscn‘ﬁmg to the system will Fier afi‘other parties as any party

10 beeames @imgrkeb maker as sken asHieyrsubmita guetesinto thé systemrisk.
When assigning parties to tiers, market makers also 15 assign a pric .
diftbhental G Al irs athar thdy iy UDoCEiDing SRR S en win1

tier all other parties as any party becomes a market

and 4

maker as soon as they submit a quote into the system.
When assigning parties to tiers, market makers also
15 assign a price differential to all tiers other than tier
one on a currency pailr basis. Thus, a currency pair
specific differential 1is applied. This differential 1is
added to offers and subtracted from bids, spreading the
price available to the higher tiers. The differential
20 increases for each higher tier, for example, for one
currency pair the differential may be one pip for tier 2,
two pips for tier 3 and five pips for tier 4.
Market makers submit quotes into the system in the
same manner as prior art systems. That is, a single quote
25 is entered into the market. The price of this quote is
the regular price with no differential applied. In other
words, the price entered is the tier 1 unbiased price.
The system prepares individual market views for each
trading floor based on the tiering assigned by the market
30 maker. Thus, a tier 1 counterparty trading floor sees the

quote at the tier 1 unbiased price, but a tier 2



one on a currency pair basis. Thus, a currency pair specific differential is
applied. This differential is added to offers and subtracted from bids,

spreading the price available to the higher tiers. The differential 20 increases
for each higher tier, for example, for one jgurrency pair the differential may be
one pip for tier 2, two pips for tier 3 and five pips for tier 4. Market makers
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pipmdiffergntial appkisd. Skmilaxly ter #ree pad dfawrcoupterparties wilsee nave
the price with the two and five pip differentials applied. The counterparty
trading’s ASSEIR Dot knBW ¥h&r' thel) 4P6 5&&ihg"EhiaSed price, nor will they
be awarewnf e tier toawhich thieyshase peesassignetkby anyngivendnatket the

macﬁ%-:-r.lWhvgelnla_lL taker hits agrlceot[o deal th%t price the deal gvilkg%fégcgted the

on 3price availabfe tS the 1i‘l:.’)etradi(ﬁrg1 floor Yo WHich the trader fs aSS|gn8d.

10 Dealsaarerexetitedrornta firgt cometfirst serveld basis upde theadluebetthe are

maker's guote n the same manner as existing vading sysiems suchas that .,

value of the maker’s quote in the same manner as existing
trading systems such as that disclosed in WO 93/15467.

It can be seen that the maker makes an extra profit

15 when trading with one of the tier two, three or four

counterparties. This additional profit offsets the

additional risk taken by the maker. Principally the risk

is an assessment of whether or not the counterparty will

settle the trade. The extra available profit encourages

20 makers to extend credit to counterparties with whom they

would otherwise not be prepared to trade.

The manner in which credit tiering can be
implemented will now be described with reference to
figures 1 and 2. Figure 1 is a schematic diagram of an

25 anonymous trading system very similar to that disclosed
in WO 93/15467. The only major difference is that the
market access nodes have been removed and replaced by a
bank node at each bank. In the system of figure 2,
broking nodes replace the market distributors and the

30 bank nodes, providing the same functionality.



It can be seen that the maker makes an extra profit 15 when trading with one
of the tier two, three or four counterparties. This additional profit offsets the
additional risk taken by the maker. Principally the risk is an assessment of
whether or not the counterparty will settlgsthe trade. The extra available profit
encourages 20 makers to extend credit to counterparties with whom they
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can b implemented will npyshe described with reference 1o, digurescand a1 s
Figure 1 is a schematic diagram of an 25 anonymous trading system very
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at each bank. In the system of figure 2, broking nodes replace the market

> distritittordHhdthé S36 bafk RoddS pfaVidiRg the SemESuRdibhalit §3udes a
Referepade figurech, tradas takmainals arggrouped togicalls by drading:flaerske t
The trader terminals include input means such as a keyboard, keypad,
mot3e dr WoicE fetoghitioh Softitfate i endbls tatefs1d iRput'5 hids dnd™ the
offerssintanthe mysteni. sidleaterramal inthisesiaodisplayaxhich displaysitorthesuch

rader a view.of {he market In avariety.of eurrency pals that ganbe raded
onthe system. The display can also show bther information such as deals

10 thedtsader has donehanie dealsthatthave besnd).done siscaawhale over theader
sysiem Instsad of g rader,teymipal, some other form, of order pput devige,
mayebe used! One possmlﬁty is an automated 1 tra&ng INfetface

used. One possibility is an automated trading interface
which submits orders to the trading system according to
market conditions and based on a trading algorithm. Each

15 trading floor also has a trading floor administrator

terminal 12. This terminal 1is wused to monitor the
activities of the trader terminals and is used to input
credit limits into the system. As will be described in
detail, it is also used to input credit tiering

20 information.

The trading floor terminals 10 and trading floor
administrator 12 communicate with the system wvia a bank
node 14 which, as it its name suggests, is located at the
institution to which the trading floor belongs. One of

25 the functions of the bank node is to detail actual credit

limits extended by the trading floor to all potential

counterparties.



which submits orders to the trading system according to market conditions

and based on a trading algorithm. Each 15 trading floor also has a trading

floor administrator terminal 12. This terminal is used to monitor the activities

of the trader terminals and is used to inpyf credit limits into the system. As

will be described in detail, it is also used to input credit tiering 20
informatidte The fradmy fl66FEMmIEAS 20 dnd fradiRg fldorsadministratonagket
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communicate with the system via market distributors 16. The market

distifbut6rs Maintaik dlews Bfthe MAKBt Gnigud T8 eaR trabfgfidaP angas 1o
disyyiude tthese views i regulayupdates: Quiotesemerediatp the bumarketthat
by a party with whom a given trading floor has no, credit are filtered out of the
markEVidR sbntth&y trBBu%g%gﬁ%i} e ar k& HiStfibitor thal fiditaiis @
a YES/NO credit miatrix i enable marketvigwsdo bea deweloped.clifie matrix be

do%s no&inclu e actual credijt 10 Iim(i]{s but merely r.ecoIds the existence or .
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a”%??%%%%ng@%gggga%% %gggagf epossible counterparties to a
transaction.

Matching of quotes and deal execution 1s performed
by the arbitrators 18. The arbitrators maintain the
trading book and match quotes submitted by takers with
maker quotes according to market and matching rules.

The system of figure 2 differs only in that the bank
nodes 14 and market distributors 16 are replaced by
broking nodes 20 which perform the same functions. Thus,
the broker node is responsible for increasing the price
distribution, order/hit submission, deal
status/notification, trader profile information,
entitlements, credit limits and settlement instructions.

The wview shown in figure 2 is slightly different to
that of figure 1 1in that a city node 22 1is arranged
between the broker 20 and the arbitrator 18 (the other
arbitrators not being shown). The city node receives
input from a number of brokers to reduce communications
overheads. A gateway 24 is arranged between the broker 20

and the arbitrator 18 and city node 22 and a log manager



15 trading book and match quotes submitted by takers with maker quotes
according to market and matching rules. The system of figure 2 differs only in
that the bank nodes 14 and market distributors 16 are replaced by broking
nodes 20 which perform the same functiggs. Thus, 20 the broker node is
responsible for increasing the price distribution, order/hit submission, deal
statifs/neEfiEatioR: tragar prafilé infotfatfl idntitiefients Scredifimits dhdl 1 1ng

settlement insructigns,chhe viewishown in figure 2 is slightly different to 25
that of figure 1 in that a city node 22 is arranged between the broker 20 and

the arbitrdtBF 18 {PESGthéF arbitrafsrs ot beirmy shown)Laé afGde 32

reGgivies, inputrem anumperof brakers tanseduce GOMMURICALIOR®ed client
overheads. A gateway 24 is arranged between the broker 20 30 and the

> arbittater 16 87d titg hoaE 25G1F S todhadager s 26 comMbARARSs With the

the-pibiteatob 28 and abillirg: systern28 amd helpdesk 30: hhe hyokerds: the
connected to a deal feed server 32 which communicates deal information to
a deaf feetfcliént $34°4t e tratiry fidors. ‘Cred Gt impingds orithguotes
operatiop ob three adeasolthe ikadmgreystemgtheotrading dloor admidstraior; by
the manner '1? whigh uot%s are proc%sse%; and tho? screening for credit
peﬁoﬁménﬁlﬁyet eharket Qs Butsr oPbroker nBaes S1o Trading floor

10 administratos termyjnalSlarerusedita rassigreeach possibiemedunterpartyfloed to

to a tier, and to ssign r'cE differenttialsto egch I:i(frsfor each currency anai
assd.%n cacC S. hllf ounterparty ocor TO a ler, n to
thetrading floor ma@ wish 1o trade.
assign price differentials to each tiers for each

currency pailr the trading floor may wish to trade.
Quote processing is affected in that the manner in
15 which quotes are processed is different from conventional
systems as each quote input into the system becomes a
different value quote in each tier.

Credit screening is the process by which the market
distributor or broking node filters quotes to produce

20 dealable market prices. It contributes to the order
matching process by ensuring that the maker and taker
have Dbilateral credit. It 1is affected as the market
distributor or broking node must know the tiering
assignments in order to be able to prepare appropriate

25 market views for all the parties.

The concepts of orders, trading floors and the
market, as used within an anonymous trading system will
now be discussed as these are fundamental to the
operation of credit tiering within an anonymous trading

30 system.

An order is an expression of willingness on behalf
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Quote processing is affected in that the manner in 15 which quotes are
processed is different from conventional systems as each quote input into

the system becomes a different value quote in each tier. Credit screening is
the process by which the market distributgr or broking node filters quotes to
produce 20 dealable market prices. It contributes to the order matching
protess by ®RSHring tHak #fImaker and keP iR bilatetarceditvyes asset,

affected asdhe market. disyriguiar.or brgking Dodg /nust knowthedierng +o as
assignments in order to be able to prepare appropriate 25 market views for

all thefarties AT EBRCEDIS PSR, Fradirfoorsiand e Midrketdagclosed
usedh Within a8 annnymoys tading systempwvlhowbe diseusseshas theses of
are fundamental to the operation of credit tiering within an anonymous
traling® 36 systEmt Af ofdet is'dr ExprelEidit 8f vitifgrivss Dheterkif 167 0F& S/
party 4@ engage imar, exchangenof soime given assekesuch.@s a CUITERgY are
pair. This exchange is referred to as a deal. Anonymous trading systems
sudttad thattisciosedin WO 9115467 Gerierally SUpBoii o ditfeldit typede -
of § Drdersrquates apddiits. Quatassarehpersistart orders] dhatds dheyekly and
remaiQ in trtle m rﬁet until th@é are fulfilled by one or moreasjeais or r%mgved
by e tade " Hits are transient ofdersiwhich aré cglrﬁﬁleete %‘aiciry and ~°
autornaticaily sestdtfin zesol orcmoresdeats. HitoarekiQ $6metimes refemetirtg 1 f
as fl-oril’ deals meaning f, they cannot be dealt immediately thevare_;
cancelfed. A

willingness to buy is expressed as a bid quote or a buy

are

hit, whereas a willingness to sell is expressed as an
offer quote or a sell hit.

Deals are result of the system, the arbitrator 18 in
the case of the systems of figures 1 and 2, matching two
compatible orders. Compatibility is determined by market
rules as follows:

Matchable orders must be of a compatible type; there
must be a buy order and a sell order. A bid quote is
compatible with a sell hit or an offer quote; an offer
quote is compatible with a bid quote or a buy hit. Buy
hits are not compatible with sell hits as they are both
invisible orders which are not displayed to traders.

Matchable orders must be price compatible. The buy
side price must not be lower than the sell side price.

The trading floors from which the orders were
submitted must have market compatibility. One example of
compatibility for an FX spot deal 1is the existence of
bilateral credit between the parties.

The trading floor 1s, within the context of an
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willingness to buy is expressed as a bid quote or a buy hit, whereas a
willingness to sell is expressed as an offer quote or a sell hit. 15 Deals are
result of the system, the arbitrator 18 in the case of the systems of figures 1
and 2, matching two compatible orders. Gompatibility is determined by

market rules as follows: Matchable orders must be of a compatible type;

thet8 OPO'RUSE be AR/ GYder &1itP& SBH ordel A BillHuols sl eBmpatsied  on

Wit@&%‘i‘kﬁ%ﬁé@n.%fw&t?&%i ag pff_%r %%i%%?”%@e with apidguate a1
or a buy hit. Buy hits are not compatible with sell hits as they are both

inVisHBIE DraBYs ¥inidhradsrict dipitdyelito fradefs. 25 MatcHahie ordepsiAust o
bepsice compatibies Thedhyy sigerpricesmustnathesiower thamthensellside e xt
price. The trading floors from which the orders were submitted must have
matket BBmpPABIHTCORe EXarpRDf TRl fordfER Spdtifad istfe 21
existencenef r3@ biatera ereditretweandhe partiggethe trading:floogis, at  an
within the context of an 17 anonymous trading system, an abstraction based,
Oil* 5 bitibHA EBhcBptLIrPA rAdiRG fdr 48 A ptysicat plale Where taders™ 11
mest ta trade wdthptherittadarg onn behalf efdiieir esployasunstitditonsnot be.
Within the cogtext 5 gian anonymous trading system, a{t:[ading floor is an
|

aggidmeratioh Stndivid el trader eRtinetd at In” frstitlition or brandiy of K <™

institutionc Oftentthesewith bel dacated physicalldm thiessaime nadm; budt needthe

not e e ading floor absteaction gives idequty 10 market 1 er that their
individual identity. Trading floors own the information
required to participate in the market, such as offer/bid
values and credit limits.

When a dealer submits a quote into the market, the
quote 1s visible to other dealers based on the market
compatibility of the submitting dealer’s trading floor
and the viewing dealer’s trading floor. Quotes are
sorted into order books according to their price and time
of submission. The prices become visible based on this
sort order and market compatibility.

Trading floors retain information required to
participate in the market. The market uses this
information to enforce dealing rules. Credit i1s an
example of this information. Two trading floors must have
bilateral credit for market compatibility to exist.
Bilateral credit exists only if both floors independently
grant credit to each other. Each trading floor must
contribute its credit information to the market before it

can participate in the market.



10

15

20

25

30

10 participants. Each dealer or trader is identified to the market by their

trading floor identity rather that their individual identity. Trading floors own

the information required to participate in the market, such as offer/bid values
and credit limits. 15 When a dealer submijts a quote into the market, the

quote is visible to other dealers based on the market compatibility of the
submitting d&al&r e&dihg fdor EiRl tHEVikRing tealers tratfingflogorum  for

Quetes are; sorted into orderlaooks agcording Lo, theirprice;and Hmea @ ofkeeps
submission. The prices become visible based on this sort order and market
compatibility. SFradifg flddts Petairt tHermaish Féduired t& paftichsate th thgstem

magkets ¥ heunarketysessthis aformation to-enforce-dealinguules. Gaeditis  on
an 25 example of this information. Two trading floors must have bilateral

crédfitor mafket EOMpatibifg ¥d Bist Sitdteral &retit BXREs -0y # Lot floors
independentlye gratt stedittoeash other. kaehksradingdioor mustrcontrbute hat
its credit information to the market before it 30 can participate in the market.
182 THE Lt St fifarkét i%%%%?%r%%?ge&ﬁ{‘ép&ﬁ&%lcle]n’iééi to

the systema The thatketdkeepsithetyles and srfarmatior govermingthéealable
tradin sglsstem bghaviour. Markéa}tl par(t)icrigggtss access Te Tgrket on 5 behalf

of thetr'trading ficor. When fpéalding floors join “the marketthey providethe ¢

markétowiths indormatiamthatrdkbows thé atarket toedetermirer markepatibility

COWP %tlib”ciW'e Md%lé%tr(%fom%ati}? rill @é %_ch%%dntco.caplsc%%tre tq%%l%glg t may aggress
on a dealable price by submitting an opposing order. The
trading system responds by matching the aggressing order
with the existing orders in the market based on market
compatibility.

Turning now to the implementation of credit tiering,
the modifications required for administration, order
processing and market compatibility will be described in
turn.

The trading floor administrator 12 shown in figures
1 and 2 1is responsible entry of counterparty credit
limits for a trading floor. It is also responsible for
configuring the tiering which requires each counterparty
to be assigned to a tier. The maximum number of tiers
that can be assigned is limited by the system, in the
example giving earlier, there were four tiers. The
trading floor administrator (TFA) may use some or all of
three tiers.

Figure 3 shows an example of the tiering selected by
a trading floor BCDE. This trading floor decides to use

three different tiers. The allocation of counterparties
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prices and to match orders. Dealable prices are 10 calculated from orders

that have market compatibility with the observing participant. A participant

may aggress on a dealable price by submitting an opposing order. The

trading system responds by matching thg @ggressing order with the existing
orders in the market based on market 15 compatibility. Turning now to the
impleménthfien OF Eredit §&fngY the mbeificttiohd equited fof aldmifistrgioRent
order -processing and market.compatibility wilkbe; described n tugy 200Ehe the
trading floor administrator 12 shown in figures 1 and 2 is responsible entry of
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tier. The maximum number of tiers 25 that can be assigned is limited by the
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adminystyaten §TFA)nay ysessemeror all of thyee tigese Figureshishewpant ies.
example of the tiering selected by 30 a trading floor BCDE. This trading floor
dedides 18'G8E thred diffdrant fiérRIThE altoitfonbf tultaigartiBs 16%ta9e
different tiersaxill be deaideddyriskemanageroest pensennehatithe tradingfore
floor.and then entered int%ge TFA W()_erstationI In H1e exgmple,of figure 3, it
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is V&%}Ei}aed] that’ érlf‘ﬁéertiéjs with WHom eStraiao[?ﬁg floors a reeadf ﬁﬁ]é a'Credif =t ®

reldatiansiip on the cavertionalk @tdonymous trading systeriwib be, tiex1zA and

Cowyggngge%jer 2 counterparties, and ABCY and ABCZ as tier
3 counterparties. XYZA, XYZB are viewed as small trading
floors with a medium level of risk, whereas ABCY, ABCZ
are small floors with a higher level of risk. The risk
managers decide not to assign any trading floors to tier
4, the highest risk category. The administrator runs a
credit tiering application on the trading floor
administrator workstation to assign the four new trading
floors to their selected tiers.

The trading floor administrator must now select a
price differential for each tier, other than the first,
that is being used, for each currency pair that traders
on the trading floor may wish to trade. In practice, it
is not unusual for a trading floor to trade in a few tens
of currency pairs. However, for ease of explanation, it
will be assumed that traders on floor BCDE will only
trade 1in two currency pairs, EUR/USD and USD/JPY. The
price differentials are shown in figure 4. The risk
managers decide that there will be a two pip differential
at tier 2 counterparties for EUR/USD and 5 pips at tier 2
for USD/JPY. For tier 3, the differentials are four and



This means that the trading floor will continue to trade with these

counterparties on the same basis as before with no price differentials

applied. The risk managers 10 decide to establish credit with four new floors,
XYZA and XYZB as tier 2 counterpartieggand ABCY and ABCZ as tier 3
counterparties. XYZA, XYZB are viewed as small trading floors with a
mediimBewrsd of fiskswhereas WBEVCABCE! Afesmalt fiodks Witk alighdr into

level af risk- 1 he,fiskils managersdecide pptto-assignany tradingloors io- ket
tier 4, the highest risk catego?/. The administrator runs a credit tiering
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10 differential$.arerfounand 20 teni pipssespeciivelye These diffesentials arecredit
inpy& (i%nto dthe (;I’F@.lwgaknﬁ,(teatign avrvwgl omnrwl%rvlqicat d to tg§ m%rskgt Oplistrik%urtga1
(figure ﬁ? or the broker node (figure%). Now that the tier différentials have
beérskhifcml standpoint, credit tiering poses the problem of

a

how to process a single order submission from the dealer
as 1f it had multiple prices. It 1is neither correct to
15 process it as a single order nor as separate orders equal
in number to the number of tiers. The inventor has
realised that this problem may be overcome elegantly by
treating the single submitted order as a plurality of
orders, one per tier, with a price calculated by applying
20 the tier’s differential. However, these orders are not
independent of each other but are 1linked, at 1least in
terms of amount. Thus, operations involving the amount of
one of the linked orders affect all the orders in the
linked set of the plurality of input orders

25 simultaneously.
Thus, when the dealer at institution BCDE submits a
EUR/USD bid for, say 5 million, the system responds by
creating three orders, one with no price differential for
tier 1 counterparties, one with a tier 2 price
30 differential applied, and one with a tier 3 price

differential applied. If a dealer from institution ABCZ



5 BCDE dealer enters a bid quote of 0.9562 in EUR/USD, tier 1 floors will
see 0.9562, tier 2 floors will see 0.9560 and tier 3 floors will see 0.9558. If it
was an offer quote, tier 1 floors would still see 0.9562, but tier 2 floors would
see 0.9564 and tier 3 floors 0.9566. 10 The manner in which orders are
processed in a credit tiered environment will now be discussed. From a

techhical $tanbpSint crethifistiRyposesthe probieéf ot Roe tPprRicessaended
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maysbe gvercameslggantly by treatingdhe singlessupmittedrordesasdount is
plurality of orders, one per tier, with a price calculated by applying 20 the
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responds by greating e ders, one with no price diferential for fier 1 -,
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10 tiem3 pricendifferential applied. If a dealer from institution ABCZ 21 hits that

bid, remempering tnat grecit nag begn extended byBCDEL ABGA AN et .
sharing the order amount was 1llustrated. A technical
problem arises in how the system displays order status
information properly to the dealer where there are a

15 plurality, in this case three, of orders in play but the
trader has only input one order and visualises only a
single order. In other words, the system 1is processing
the trader’s order in a manner that is different from the
trader’s perception of the order to overcome the

20 technical problem of applying the tiering differentials
to various counterparties.

The solution to this further technical problem 1is
for the 1linked orders preferably to share status and
preferably done deal information as well as the amount.

25 In any given deal, there is a small chance that orders
may be cancelled due to an internal trading system
condition. It would be inconsistent if a single order in
the set of 1linked orders was cancelled, leaving the
remaining orders in the set active. This problem can be

30 resolved by all the orders in the set of linked orders

sharing status information such that if the order is
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and the amount of the hit is 1 million, a deal with ABCZ is initiated and 1
million of the 5 million bid amount is 5 reserved, pending deal completion
including credit checking. The amount reserved must be reserved from all
three of the orders that were created: thetier 1, tier 2 and tier 3 orders
despite the hit being at the tier 3 price. Thus, all three bids remain in the

MaFRECA U A0 RillioH fn fESalssvetsxampler therliedoflinkedordesler, all
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the system displays order status information pl(r%)ferly to the dealer where
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tra(tjl?(g sy%terrcl11 condition. It wouldlbe inconsistgnt if a single ordeE in, the set
of linked ordérsWas cfnceﬁgaqgavingafhe Permgiﬁinglosrdersrir? the Set °2°
actives This prioltem carc be 30lresdlved by all thekerders-in thef setofidinked-hat

orders sharin s&atys information sgch trg;lt if the order is 22
was Ccreate rom an 1inpu oraer.

an

A further technical problem that arises is how to
deal with a feature known as red dealable quote. This
functionality is described in EP-A-0847561 and provides
the dealer with feedback on the dealer’s order position
in the market with respect to other orders of the same
type and currency pair. A quote is “red” when its price
is part of the dealable regular amount market view for a
given percentage of market compatible counterparties.
This percentage 1s referred to as the red quote
threshold. The purpose of the red quote is to indicate to
dealers that their quote 1is visible to a significant
number of counterparties and is likely to be hit or taken
to initiate a deal. Thus, the trader has a feel for how
competitive their quote 1is compared to others in the
market. A red quote is displayed in red on the trader’s
display. The motivation for red quotes comes from the
filtering of quotes to eliminates quotes for which a
party has no credit from their market view. Thus each

trading floor’s market view is unique.



cancelled by the system or interrupted by the dealer, all orders change

status simultaneously. Done deal information is also shared such that a done
deal against one of the orders in the linked set appears to have been 5 done
against all the orders. Of course, if a tradey cancels a linked order, the entire
linked set will be cancelled as the trader is only aware of there being a single
order. An iAstREHEH frof Bietfader theanesldiiorder iOFeaed drantie red

!nsgfygtg%n tocapeekallthe _"”'ﬁ%%set gggrdergcyhat_s\qygﬁs created frH[Hn%’ér of
input order. A further technical problem that arises is how to deal with a

fedtQre ki as t6F delble Gtdte. THIS fuftfionafi§ is destrpéded, the
EP:AD847§63 andiprovides 15 the dealenwith feedback-andhedealers then
order position in the market with respect to other orders of the same type

> and VIRRARS pai® A GliSte ITedTWHER it Brics 18 part SAhSgéasprene  the
reguan@mountdnarket yieyntora givenpercentageof marketcompatible than
counterparties. 20 This percenta%e is referred to as the red quote threshold.

Thé Parpos of the fed Gudte s to Hdicate fo HBAlefRTE theit Guotads L -7 ked

visiie toarsigntiicanta namhbercof ceunterpartigisandisiikelyde be bior takegle
to initic?te a ﬁleal. Thus,.the trad%r has a feel for how 2 compet'ﬁive the(i][
in [S3 e _re

qu8€é is comparg(ﬁ1 to oth&rs inthe market X retltlsqugteolév 1aisﬁflayed iR fed vt
10 theitraderst digplay. The motivation for red quotes comes from the filtering of

autes o ATigRes Uea WA 5 s o ity g
distributor and broking node respectively calculate
dealable market prices. That 1is, they examine various
attributes such as credit relationships between

15 counterparties and other aspects of market compatibility
as described above to calculate dealable market prices
which can then be distributed to traders at trading
floors. The manner in which this is done is well known in
the art. However, the procedure for determination of

20 market compatibility requires modification to take into
account the tiering of orders. It 1s a requirement of
credit tiering as described that counterparties should
only deal against orders supplied for their tier. Thus,
the market distributor must not distribute a tier 1 price

25 to a trading floor that has been assigned to tier 2 by

the counterparty owning that order.
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23 In order to provide meaningful information, the red quote processing may
act to sum the number of counterparties who view, or who are distributed,
the individual quotes in a linked set. This sum is then 5 compared to the red
quote threshold to determine the linked gader red quote status. If the sum is
greater than the red quote status then all the orders in the linked set are red

and the déaler, Wd onlyldeestihelsintle ofdferiel put irtethé Sgsterh, isabove,

shewp the redquote %Bﬂic%t@- H!s@fgﬁyé&?n&gfanBgllﬂrpSZ’y&e three
market distributor and broking node respectively calculate dealable market

pricd$ That is1they ekammedRfiods aftfisités sueh 4$ efedittéRtiorfdhipsrder

betyaan 15 squntgypagties and otherraspects h market compatiblity asy  the
described above to calculate dealable market prices which can then be

dishIBUEE G HEdSIS R Faliify GG, ThE Rranher itfhiRh4AESs HoRd is>r tce

well knewndnttheiart. Howevestba procedure-ipr detrinination 0f-2Q marketom

compatibility r_equir%s modification to take into account the tiering of order%.llt

is & fedtirementiot feredit tigrindg &S deS¥b&ER that ourtdFparti€d Shddid foor

onlydieiah against otders supplied for their tier. Thus, the market distributor

must not %itstrilbgten% tigrsé%)rrice O5rto a tit;aidirrlg ﬂ% rtfﬁ]agas bgerk\)gss(_j{%r&%d fo

to tier 2 by the counFerpar y owning tRat'ordér. 24 f-the ifustrative example

comsidereddabovedrading floer BODE hasasssigned calirterpartiésto three  to
indicate to which tier each quote belongs. The tier
attribute 1s used 1in the determination of market
compatibility between counterparties in the calculation
of dealable market prices. If the tier of a quote does
not match the tier of a given counterparty as assigned by
the counterparty owning the quote, then the quote is not
compatible and cannot form the basis of a dealable market
price that could be distributed to that counterparty.
This check works in a similar manner to the credit check
performed in the system of WO 93/15467 where a check is
made against a yes/no credit matrix to determine market
compatibility. A full credit check against actual credit
values is only made after a market has been made as part
of the deal extension process.

Figure 5 shows the steps taken in the tiered
compatibility check for market compatibility. At step
100, the market is asked about the compatibility between
a given counterparty at a given order. At step 102, the
tier setting for the counterparty trading floor 1is
retrieved by the market. This is the tier setting as

assigned by the owner of the order being considered. The
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tiers: tiers 1, 2 and 3. Resulting from this, an order submitted by a trader

from BCDE is processed by the 5 system and converted into three linked

orders with price differentials calculated on a currency pair basis from

values input into the system by the trading floor administrator. It is necessary
for a tier attribute to be added to 10 each of the quotes that make up the
linkedeset &5 itditate @ Whigh GéVeach (RidTE BElRYS YTHeater RetriBdtefigrent

used in the detarmination of market, compatibpify befweencounterparties instep
the calculation of dealable market prices. If the tier of a quote does 15 not

matéH the TGP & Given EGnterpafty asSsigried by te cdiifterparger: as

owning: therquete,; jhemthe guste is pet gompatiblerandigannetformdhes tier
basis of a dealable market price that could be distributed to that

coGRteFpdES -ThistchBBR whrkeTin & Sintildht FianPEF to thE créafitheck®y! the

pedetaed insthesystemof WQA3/ 15467 whereia chacleisa nate-against@ the
yes/no credit matrix to determjne market compatibility. A full credit check

agaMet&&tBACEYR valie8Ye 8fiy matk aftdt3fFaPket Fas beefi Hade 35T
paﬁoaﬁzt@ﬁtﬂﬂahgxtpmswﬂwﬁcessnﬂétﬁigmne_i@__\ysh@wsﬁlae stepsﬂaleert'trbths do
tiered con:ﬁcttlblgg %heck for markelt &gm&aélbgl% éAt s{esp n100, the rln]{:lér1 t |rs

to

askéd aBs e coﬁqﬁati%ﬁityskt)éeﬁveen a given coun]ierpartyoati aaéfi\a}en order.

At step 10 the diet settingsfgs thitl ecuinterpastytrading théertis SOmetrieMed] i t v

by e market, This e efer sebing, o=, Asigned By Minauner ol BE.QIEe o
counterparty and repeats steps 100 to 108 for the next
counterparty. This process 1s repeated until the quote
has been checked against all possible counterparty
trading floors on the system. The process is repeated for
each quote entered into the system by a party that has
assigned tiers to counterparties on the system.

Figure 6 shows the steps taken with matching orders
where tiering has Dbeen wused. In the embodiments of
figures 1 and 2, this matching is performed by the
arbitrator, but most of the steps of figure 6 are
performed by the market distributor or broker node on
request from the arbitrator. The steps of figure 5 are
all performed by the market distributor and broking node
respectively. In other system architectures, different
arrangements may be adopted, for example, in a
centralised processing system using a host architecture,
matching, market compatibility checking and market
distribution are all performed by the host, and the steps
of figure 5 and 6 would all be performed by the host. At

step 200 in figure 6, a message 1is sent by the matching



tier setting for a given counterparty may be different for different

counterparties. The market then, at step 104, compares the tier setting for

the order, as indicated by the tier attribute with the retrieved tier 5 settings. If
the tier settings are the same, then the agrgler is compatible and step 106 is
made available to the counterparty, provided it passes all the other,
cofehtidnal, fidtket Epmipatibiity teSR. [Fiife s gt netThafked thdie amarket

step,108 the g %Fti:?kﬁoi @E’?”%&%x}%ég the; caunterparty é%%ff&'%%&’é ptherhat
market compatibility tests. For a given order, the system then increments the

coGtershrBFamthfepeats steps 100608 BF the fext2Csuntérpary. Fhe tier
process is kepegded untildhe guete, has Hegaohecked ggainst alpossibler  as
counterparty 15 trading floors on the system. The grqcess is repeated for

> eablf qUofEEhtéIEd ihtEthd System ByIeparty tREPRAS asefned fiers t¢nd at
cogmerparties ibthessystemniiguret shaws the steps,taken with matehing at
orders where tiering has heen used. In the embodiments of 20 figures 1 and

2, i€ Matching Rerfbrined By RS Arbitrhtor 5t most'dt Hid' steps of figire”
6 aracperformeed hyithesnarket distibutostor hiokes nodedsd reguesh&orecond

the arbitrgtor. The steps of figure 5 are all performed by the market L
TR B A e bE e aiol i e bR AT b dhma ting

10 differentr arrangemenis epay?h@ adopied, fof example;dls aacentratised red. If
prqcc%;sin %xisterrln sig%g_ hosét rg:gchit%%tgrrle, a{r%at(:htiré%i1 I§et %%m%gtibi.ligy
chec |r¥g afid market distribution dre al performedS by the ‘host, and esf'eps
30 offigarelb ahdG/weuld &l bepedgemed by theshedstfAtt is sent to the
matching engine. If they are the same then at step 214
this is compatibility and a message to this effect 1is
15 sent to the matching. In response to a further request
from the matching engine, a check that there 1is
sufficient actual bilateral credit remaining for the deal
is made at step 216 before the deal can be executed.
In the foregoing description, the manner in which
20 operation of the arbitrator and market
distributors/broking nodes of the systems of figure 1 and
2 are altered to implement tiering has been discussed.
Considering the system of figure 1, in the known
system as has been implemented by EBS Dealing Resources
25 Ltd, bank nodes located at trading floors maintain actual
credit details and forward credit relationships to the
arbitrator which in turn forwards them to the market
distributor which maintains a yes/no credit matrix used
to determine market compatibility. Credit tiers may be
30 specifically assigned by the trading floor administrator

via the bank nodes but this is not necessary.



step 200 in figure 6, a message is sent by the matching 26 engine, the
arbitrator, to the market asking the market about compatibility between first

and second orders that could be matched. The market, at step 202, finds the
tier setting for the second order's submitiing floor as 5 provided by the first
order's submitting floor and at step 204 compares these tiers. If they do not
match, at 181epZ0% the-Efeck €883ds. If e de hfdtél, ai'stép Pe8 Heganised

marketfinds ihe, ter setting provided,bythersecond: prder's, subsyitingflpok o o
for the first order's submitting 10 floor and at step 210 these tier values are
comp@fed. ity afd'fot & Sarne, thér at Step 212 there i$her 1 trading

compatibility and adnessage o thisreffectirsent o the cmatghing engineg, Ifthis
they are the same then at step 214 this is compatibility and a message to

> thid'efi8étis 183eftibithenatchiiyt firfspoRse 188 furifer F6qUest Hidm  the
thecmaiching enginema €heek tat dhereds veufticientactual bilatarphergdit f the
remaining for the deal is made at step 216 before the deal can be executed.
In fHeS3regdifig AESEHtORD the mahfaF inhich 20 operation of the
arbitrator and enatket i distributoes/breking medesiofdhe systems of figurerl must

and %ar.e alterted toi plementgiegngthas beetn discugsed._ctorlstidering the |
sysﬁ%mmolftfigureol, in the knofn ls.ys.rtemozfls. has BHeen m%p?l%me%tedl% EBSF1C®

10 Dealifig Resoticess 251dd, bankhodes tacated atrading flobkssmaintaim  then
R RGOS Tha (0 He MAket QM ucr whih Maiiaie a yasmeLoicat. o
mato ksed) node.

At the market distributor, the tiering information
must be stored for retrieval in the market compatibility

15 and order matching as described above. This may be as a

series of look up tables, one per currency pair. The
tables must, for each trading floor, indicate the price
differential for each tier and the tier assigned to each
counterparty. The tables may be stored in a dedicated

20 database or be part of an existing database within the

market distributor or broking node.

Traders submit orders to the system via QuoteSubmit
and HitSubmit messages sent from the trading terminal to
the arbitrator via the bank node. The nature of these

25 messages is well documented in the art and they are, for

example, described in WO-A-93/15467. The QuoteSubmit and
HitSubmit messages are modified in accordance with
embodiments of the invention to hold the tier number. If
a tiering of 4 tiers is used, this requires an additional
30 two bits in the messages or the replacement of redundant

existing bits by tiering bits. Quote and hit messages are



to determine market compatibility. Credit tiers may be 30 specifically
assigned by the trading floor administrator via the bank nodes but this is not
necessary. 27 Instead, the credit relationship may be organised into arrays
or sets with each array corresponding tozg tier. Thus, the credit relationship
for tier 1 trading floors is sent first, followed by tier 2 etc. In this 5 manner, no

additisRal iffstmation nédtfbe BeakWith hées ishmy rférratiofteingode  and
copyayeddy thegrouping,of the creditfglationship information: 1p addition,

the trading floor administrator must submit to the arbitrator the tier-to-tier

price 10 differentialsfof eaéh RufeREy Pay. PRefCarethBALofmmiificate the

to, angdisteredat the markefdistrbutee or braking medeoAt themmarket-ger  to
distributor, the tiering information must be stored for retrieval in the market

> coffpRABIftyS 1517 ofdéHifgtcHifyas Seschibéd abbvé “Fhishay B adarket
sedes ef-lopk tprtabies,one pek curency: palse kheo tablesdndst feeeachy  the

trading floor, indicate the price differential for each tier and the tier assigned
to E3CH TBURIETPIHY. THetables May e St6rbthin & dédiétel 20 dardbase™ =
or bg parieofm@g}st_mgadatabaa@vxmm tdjp@gmrlfetcdhstﬂb_amf@wp@lmg table
Tode TEED S oer o1 YA W QUeeSb gt
10 The naturefof thiese 25 messagesds weell doeumented it the asttand lkeyrase ket
ﬁ”d§§%¥9%hQSEGQ%gUnéygEAé%g%5%%%JT%SQ%%E%%QHH%%@%ted to the
arbitrator and vice versa. The process of order
generation comprises including the tier attribute for the
order, and the linking of not only the amounts of the
15 orders but preferably also order status and done deal
information.

Linking orders on the market distributor has the
advantage that only single quote updates need by sent
from the arbitrator to the market distributor for linked

20 sets of orders so saving bandwidth.

The examples described above are exemplary only and
many variations are possible within the scope of the
invention. For example the invention is not limited to
foreign exchange transactions and may be applied to any

25 fungible in which there is an element of risk in trading
with counterparties. It is not limited to system in which
bilateral credit 1s assigned and may be applied where
credit relationships and tiering is unilateral.
Furthermore, the invention is not constrained to any

30 particular architecture but may be implemented on any

suitable system which may be based on a host computer or



HitSubmit messages are modified in accordance with embodiments of the
invention to hold the tier number. If a tiering of 4 tiers is used, this requires
an additional 30 two bits in the messages or the replacement of redundant
existing bits by tiering bits. Quote and hitygiessages are 28 also sent to the
market distributor/broker node and between arbitrators and require similar

matlifieatien. SrHeECiking: 8Forde sy Pe perfat et eithigt B thel arbiftafor 1on

or the market.disributer. Ingrderto S.genetatg the linked prdegs, dh€ tecture.
arbitrator or market distributor must know the number of tiers used by the

sySteRiiand fAitist Pétfievd Hid price Biftferestials &sighad bythe padgd on 2
submitting theqiele frory theorelevant table: fordhat cusreney painstogedat the
the market distributor. 10 If the linked orders are generated at the market
distribUt6rthey wiiPthen/Hestftd bercdtirmuRit alistne farbitatGiantfviea £t
versa. Eheprocess ebarndet igeneratien sempases ingludingstheier atirikutget .
for the order, and the linking of not only the amounts of the 15 orders but
prét&rsbly alsd ordRr Statbs andoHe dedl infdridtion. titking SP8&rs G the 7e
marketdistribhtorhaswhe 1advaniage: that ieolesisglelqueate updates nreed.by
sent from the arbitrator to the market distributor for linked 20 sets of orders

so saving bandwidth. The examples described above are exemplary only and
many variations are possible within the scope of the invention. For example

the invention is not limited to foreign exchange transactions and may be

applied to any
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25 fungible in which there is an element of risk in trading with counterparties.
It is not limited to system in which bilateral credit is assigned and may be
applied where credit relationships and tiering is unilateral. Furthermore, the
invention is not constrained to any 30 pasgfcular architecture but may be
implemented on any suitable system which may be based on a host
computer or 29 a more distributed architecture as described in relation to
figures 1 or 2 or a some other architecture. Communication within the
system may be based on a private communication network such as that
used by the system of WO 93/15467 Wbe based, fully or iii part, on a
public communications network such as the internet. Other variants are
possible within the scope of the invention and will occur to those skilled in
the art' 30 CEAIMS %1 A f38ing sySm e matching orfers bBfie&E
countespary draging-foarsaimiwhich eovarket maker i kadingflopk submitge r
orders into the system for matching with compatible taker trading floor
orders: A8 'Sy 3tent BMpridhilt 18 Messd St rhiaker 4§ tdike? tlling floors
for assighing petentialcountenpattydnasling fteersio onen of @ pluralityrofers,
tiers; aqqd means for adjusting the price of orders submitted by the market
makerttre?dirS@] 7661 afdt rrnlmsulrﬂg}a)ited to 15 potential taker trading floors for
trading inmaccosdancenwith the tier toawhichtthe dakey tfading s for

assigning potential counterparty trading floors to one

of a plurality of tiers; and

means for adjusting the price of orders submitted by

the market maker trading floor and communicated to
potential taker trading floors for trading in
accordance with the tier to which the taker trading
floors have been assigned by the market maker trading
floor, the order prices being adjusted for potential
taker trading floors assigned to at least one of the

tiers.

2. A trading system according to claim 1, wherein the
price adjusting means comprises means for forming a
plurality of linked orders from the market maker
order, each of the plurality of linked orders having a
different price and each of the linked orders

corresponding to one of the plurality of tiers.

3. A trading system according to claim 2, wherein each
of the linked orders includes a tier identifier,

whereby individual orders of the linked orders are
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floors have been assigned by the market maker trading floor, the order
prices being adjusted for potential taker trading floors assigned to at least
one of the 20 tiers. 2. A trading system according to claim 1, wherein the
price adjusting means comprises means¥or forming a plurality of linked
orders from the market maker 25 order, each of the plurality of linked orders

having & Ldiffeient prieé antceachrofthe inked Briets tdoriesporaing-tershe g

of the plurglity of fiefs, 34 traging,gysiemeaccording 10 claim 2, yvherein each
30 of the linked orders includes a tier identifier, whereby individual orders of

the link€é@bFders aFe 31 only available for trading to potential taker trading
floors assigned to the same tier as the tier identifier. 5 4. A trading system
according to claim 2 or 3, wherein the linked orders are linked by amount

and statu$, WheTetyPa THARGE i et of dhy 0fthe liaked otdetderein

causestke samechangenf status in alh ptheroorders ohthesplurality elilinked
orders. 10 5. A tradri{_l}?a system according to claim 4, wherein the linked

orders" A faRKe AlirkEH 5 ddle RS fhirmatish whBrety exdtttion of 6He
of the setiefr orders casses all ofthe sei=nfprders totherls consideredasier

horelT VEvstca adlUBi] HEARS Comprobs SRR B =
5. A trading system according to claim 4, wherein the
linked orders are further linked by done deal
information whereby execution of one of the set of
orders causes all of the set of orders to be

considered as executed by the system.

6. A trading system according to any of claims 1 to 5,
wherein the price adjusting means comprises a table of
price adjustments for each tier and a table of tiers
allocated to each potential taker trading floor by
each potential maker trading floor trading on the

system.

7. A trading system according to claim 6, wherein the
price adjusting means comprises a table of price
adjustments for each potential maker trading floor

trading on the system.

8. A trading system according to claim 3, comprising
dealable price determination and distribution means

for examining orders submitted into the system and
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price adjustments for each tier and a table of tiers 20 allocated to each
potential taker trading floor by each potential maker trading floor trading on
the system. 7. A trading system according to claim 6, wherein the 25 price
adjusting means comprises a table of prige adjustments for each potential
maker trading floor trading on the system. 8. A trading system according to

claim 3eemprising I30 dBalabfe price detefmitriion ardidistribution reedm
for exgmining erders supmittedhinta the gystgmiand 32, determining, opdbes,

basis of compatibility criteria, which counterparties are eligible to deal the

orders2Pahd foF diStABGtiRPtherordeRCtoEIiIE SSurftérfaties the dealable

price determinatian and S, diskibutien means ¢empedsing feeasof ion and
comparing the tier identifier of an order with the tier assigned to each

countétpafty trRdNlodt By the Thakar tradifAg st SubhitifgthE bider drith
rejecting €ountesparties as ineligiblede geal therorden the <10 eemparet to
tiers are not the same. 9. A trading system according tqQ claim 3, comprising
order fratchifr§ MEHSToF MatcHinG ofders suBittdd bl Sa ket traditiy 9
floor and@otakenbadingiftoprtthe 3% osderamatchingmeans comprising: a
comparator for comparing the tjer allocated to the taker's trading floor by th
ko O AT For 4781 S 1 SAGEAtE o o IaRer S HadihgThor by i
taker'stragiagdldot iers are not the same.

S
e

9. A trading system according to claim 3, comprising
order matching means for matching orders submitted by
a maker trading floor and a taker trading floor, the
order matching means comprising:

a comparator for comparing the tier
allocated to the taker’s trading floor by the maker’s

trading floor and the tier allocated to the

maker’s trading floor by the taker’s trading floor
and;

means for rejecting the match if the tiers

compared by the comparator do not match.

10. A trading system according to claim 6, wherein
the system can trade a plurality of products and the
tables of price adjustments are specific to each

product.

11. A method of operating a trading system for
matching orders between counterparty trading floors in

which a market maker trading floor submits orders into



20 and; means for rejecting the match if the tiers compared by the
comparator do not match. 10. A trading system according to claim 6, wherein
25 the system can trade a plurality of products and the tables of price
adjustments are specific to each producg3ll. A method of operating a
trading system for 30 matching orders between counterparty trading floors in

which alYRafiet rtdket tradify-fEorsubMits-Srelefs M6 B3Wthe sysesidsr b 1e
matchingay the systery with,compatiile staker tragdingfloor asders; e g

method comprising: at maker and taker trading floors, assigning potential
counterpatty fPAdiRg flRBFS fePd1Te of & 35 pRiFality ©F figrs; and djusting the

price gf ordersistibraiged kg market: maken fradingdloor thatare of a
communicated to potential taker trading floors for trading in accordance with
3 the tieP o' hichtthe Rk dritfdding iB8rs have been 10 assigned by the market

maker, the rderpricestiring radjusted for-peteptiahipkertrading floarsnarket
assigned to at least one of the tiers. 12. A method according to claim 11, .
wherefthe orter A5 ricesCat ddjddted 6r &IPBI-BHE6hE tiers BPential
potential takerdtadirigroarso 33 sA faethod accarding ta:clavm ddrefel 2¢i th
comprising fo,rmlng at tt'heit(r:?fm% ne?y%taeme a ptlural tj}/ 20 %fllénked %rders rom

an orde? Submitte Byvé arket akér* 8ach of the fihked ortérs ﬁéfﬁng ENh

10 differemtsigned by the market maker, the order prices being
adjusted for potential taker trading floors assigned

to at least one of the tiers.

12. A method according to claim 11, wherein the order
15 prices are adjusted for all but one of the tiers of

potential taker trading floors.

13. A method according to claim 11 or 12,
comprising forming at the trading system a plurality
20 of linked orders from an order submitted by a market
maker, each of the linked orders having a different
price and each of the linked orders corresponding to

one of the plurality of tiers.

25 14. A method according to claim 13, comprising
assigning a tier identifier to each of the linked

orders.

15. A method according to claim 13 or 14, wherein
30 the prices of the linked orders are calculated from

tiering assignments provided by the trading floors to
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price and each of the linked orders corresponding to one of the plurality of
tiers. 25 14. A method according to claim 13, comprising assigning a tier
identifier to each of the linked orders. 15. A method according to claim 13 or
14, wherein 30 the prices of the linked ogders are calculated from tiering
assignments provided by the trading floors to 34 the trading system and

price differehfiadifop e4elf 1Rt provided bythe rabifieiidors 156. /0 metRed

according fo gny f glaims 114915, 5 whekeir the linked orders are linked by
deal amount and by deal status, whereby a change in the status in any of the

linked set of orders causes the same change of status in all other orders in

the linked set of zordershd bl Amethed ascordingde claim 46, wherein the,
linked orders further have linked done deal information, whereby execution

of one"GFthe Lot 5 orderdatises A o the Set'dfuraerstd K83 coRsSidefed

as exeguted by the sysiear: 18, Aunetheghaccording de any of glaimtdtigsl 4n
wherein the step of price adjustin%ncomprises storing a table of price
:

adjustiehtSfor exth tiel Snd st6ing 20 Atabieof1iets afioddted 1688 ch a1 9e
potenttaf takert trading flodr byeach potertiad maketieading fteer Hradingfon
the system, adjusting the order price for each tier by the amounts stored in

the tal:(ﬂg,derﬁ'

17. A method according to claim 16, wherein the
linked orders further have linked done deal
information, whereby execution of one of the set of
orders causes all of the set of orders to be

considered as executed by the system.

18. A method according to any of claim 11 to 17,
wherein the step of price adjusting comprises storing
a table of price adjustments for each tier and storing
a table of tiers allocated to each potential taker
trading floor by each potential maker trading floor
trading on the system, adjusting the order price for
each tier by the amounts stored in the table, and
communicating the prices to potential taker trading

floors in accordance with their stored tier.

19. A method according to claim 18, comprising
storing separate price adjustments to be applied to
orders submitted by each potential maker trading floor

trading on the trading system.
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communicating the prices to potential taker trading 25 floors in accordance
with their stored tier. 19. A method according to claim 18, comprising storing
separate price adjustments to be applied to orders submitted by each
potential maker trading floor 30 trading ogsthe trading system. 35 20. A
method according to claim 14, wherein orders entered into the system are
commdRicated fePdteAtialCrker iradingflooks WithMhicherdersimegders

C‘?mp%'}%@!&[ﬁ_e{@tSO'E!E’QSE‘Q%D%@EQ @@nﬁiﬁ!rﬁi@%@ﬁﬂt@ a;%‘%@ﬁf_ial
with the tier assigned to each counterparty trading floor by the maker trading
floor SubffittingtheIdtder HPTejettihg cOtnfdipariesas Rfifible to deal

the orderibtheicompargddliers are Notthesame: 48 ZdoAomethed accordingr
to claim 14, wherein orders submitted ,b% a maker trading floor are matched

with orderssubhfifted byAak&rtrading HibBrs. e brder AATCHIAG ofriprisésh
compasingntherties alocateddothe 1ddakens trading floreto thedierajloeated:r
to the maker's trading floor by the taker's tra,dingcf,loor; and rejecting the
matchiP{eltierd e8mpare® 88Tt MBLthT 2042 Wihetiiot &Eddraingt6S 25
claim 18cvherei ther tradingl systemdrattes a pluraldy obpredusts,tiers are
comprising sgjring tables of price adjustments for each product traded on the
systenr%.ofl% 53R Hlectronic trading system for matching

21. A method according to claim 14, wherein orders
submitted by a maker trading floor are matched with
orders submitted by taker trading floors, the order
matching comprises comparing the tier allocated to the
taker’s trading floor to the tier allocated to the
maker’s trading floor by the taker’s trading floor;
and rejecting the match if the tiers compared do not

match.

22. A method according to claim 18, wherein the
trading system trades a plurality of products,
comprising storing tables of price adjustments for

each product traded on the system.

23. An electronic trading system for matching
orders between counterparties comprising:

a plurality of trading floors each including at
least one order input device for trading on the
system;

a matching engine for matching orders entered
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orders between counterparties comprising: a plurality of trading floors each
including at least one order input device for trading on the system; 30 a
matching engine for matching orders entered 36 into the system from order
input devices according to matching critgga; an order distribution component
for distributing dealable orders to trading floors on the 5 basis of compatibility
criterid;EehGteenehRihg Erfordef pricé nstoré OF fiedtoadmisies rhdihgt ©

floors have rassigned; etber potential counterparty trading floors trading on
the system; and 10 a store of price differentials to be applied to order prices

submittecPBy fading fibbPs o ot SPdersHaRiHRFadjtisted order prices, for

distribytion tepetential geunternartytrading flogrs assigned to & least Onehe
of the tiers by the trading floor 15 submitting the order to at least one of the

tiers, Aherebythe e distibiied orcburteart®dAte Cdefendett bithed
tier to yhichreach geurterparty has been assigned. 20 24. A system
according to claim 23, comprising a linked order(g,enerator for generating

from an ofdét - ftom & frabiingoora et'stiinked Srdets coRTrEiy 4n order

for eaels Hekthel ordeats of thersettofalinkestordersphaving prigas diffefingors

according fa the 25 Rrice differentials, g

a store of price differentials to be applied to

order prices submitted by trading floors to form
orders having adjusted order prices, for distribution
to potential counterparty trading floors assigned to
at least one of the tiers by the trading floor
submitting the order to at least one of the tiers,
whereby the prices distributed to counterparties are

dependent on the tier to which each counterparty has

been assigned.

24. A system according to claim 23, comprising a
linked order generator for generating from an order
from a trading floor a set of linked orders comprising
an order for each tier, the orders of the set of
linked orders having prices differing according to the

price differentials.

25. A system according to claim 24, wherein the
linked order generator comprises means for applying a
tier identifier to each tier of the set of linked

orders.
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25. A system according to claim 24, wherein the linked order generator
comprises means for applying a tier identifier to each tier of the set of linked
30 orders. 37 26. A system according to claim 23, 24, or 25, wherein the
linked order generator comprises means3¥pr linking the orders by order
amount wherein the orders in the set of linked orders are for the same

amourits and ot déalfrigPart oF all &f Beie 'o? tivel 8rders eorrespondinghy
reduces, the-amouniofithg jothers o the et Of 9rders 2hpAiYSteMeans for

according to claim 26, wherein the 10 linked order generator further

comprisedkhBand Fst IPKARRe O dersIRF s WhefeBy 8 thahfg irrders
status of opecofdbe setrofilinkedprdersds applied rto.others indhe sethddnds.
A system according to claim 27, wherein the linked order generator further
comprises MBafs for fitkiRG fite Brdets by YeaPEEmpietibhSwherkby
completion-etpne of theiset:of orders causesthe rfemsaining Ordensde beo
treated as completed. 20 29. A system according to any of claims 23 to 28,

wherelr'€adiftradihgHodF E6mprises a trading floor administrator terminal
running a tiering administration application allocating potential 25
counterparties tq tiers and for allocating tier price differentials for each
fungibfe traded kﬁ‘/tﬁ%strtaedrilngacscy(% e(jlrl}.rgj(-jj té) Cfalm £6n’ W%ereln the

linked order generator further comprises means for
linking the orders by status, whereby a change in
status of one of the set of linked orders is applied

to others in the set.

28. A system according to claim 27, wherein the
linked order generator further comprises means for
linking the orders by deal completion, whereby
completion of one of the set of orders causes the

remaining orders to be treated as completed.

29. A system according to any of claims 23 to 28,
wherein each trading floor comprises a trading floor
administrator terminal running a tiering
administration application allocating potential
counterparties to tiers and for allocating tier price
differentials for each fungible traded by the trading

system.

30. A system according to any of claims 23 to 29,
wherein each order includes a tier identifier and the

order distribution system includes a tier comparator



30 . A system according to any of claims 23 to 29, 30 wherein each order
includes a tier identifier and the order distribution system includes a tier
comparator 38 for comparing the tier of an order with the tier of a potential
counterparty as assigned by the party sglgmitting the order, wherein the
order is not distributed to the counterparty if the tiers do not 5 match. 31. An

electrdri& tradfRpsystem toematching brdets BatReeriidountérpaitiesr of 2
Compfﬂa%'&%r?cﬁ@c@%ﬁﬁg%e@&9135@“8%Qi‘é@{é&U@d@i‘Eﬁ% 10 frem

trading floors accordinga;o matching criteria; an order distribution system for

distrib&tig ofdets hdiiiding orer prite’ s traditiGfIc1Sed stéreltt tiers to
which dragling flears have assigned petentiakequnterparty teading flaersnot
trading 15 on the system; a store of price differentials to be applied to order
prices%B%ﬁed by trading floors for distribution to potential counterparty
trading floors assigned to at least one of the tiers of the trading 20 floor
submitting the order; and a linked order generator for generating from the
submitted ordet, & priralityf ofdinked dtdérsS Exchibrisr of theinked ordérs™ s
correspendingrio @ tiet,dhe ordargaricecaiat ieastone of the orders 25 being
adjusted from the submitted order [%rice by the Csﬁored pricg differential. for

that order, the Iiiked 6rdér ﬁgﬁér% orfcoormf)nr?sting a tier fdentifier for mitted

10 from trading floors according to matching criteria;
an order distribution system for distributing
orders including order prices to trading floors;

a store of tiers to which trading floors have
assigned potential counterparty trading floors trading

15 on the system;

a store of price differentials to be applied to
order prices submitted by trading floors for
distribution to potential counterparty trading floors
assigned to at least one of the tiers of the trading

20 floor submitting the order; and

a linked order generator for generating from
the submitted order, a plurality of linked orders,
each order of the linked orders corresponding to a
tier, the order price of at least one of the orders

25 being adjusted from the submitted order price by the
stored price differential for that order, the linked
order generator comprising a tier identifier for
adding a tier identifier to each of the linked orders
whereby the order corresponding to a given tier is

30 distributed only to potential counterparties assigned

to the same tier by the party submitting the order.
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adding a tier identifier to each of the linked orders whereby the order
corresponding to a given tier is 30 distributed only to potential counterparties
assigned to the same tier by the party submitting the order. 39 32. A
computerised trading system for matchingp orders between counterparty
trading floors in which a market maker trading floor submits orders into the 5
system for matching by the system with compatible taker trading floor orders,

the system having softwarne. farqeifarming the steps of atdrading flearsy
assigning potential counterparty trading floors to one of a plurality of 10

tiers: &HAPAAjBSHG 1HREPr GO BF SRR SIBMIEUTY A rhARRTE Maker by 2

floor thatare @QHHR@@C@&*?Q&%EO@DBQH%%F@@QQJ loges-for trading ine
accordance with the tier to which the taker trader 15 floors have been

assigried by the market nrake? Irating o of ¥A& Yrd&riricesBERG dbjt Rted

for potentiak takes dragingrfileers assigned,toatdeasy onenofthe itiefs.s2¥8Fare
A system according to claim 32, wherein the software adjusts the order

prices f6F alP Bat GHE OF Ihé HiErs"ditefital taker trading floors. 34. A system
according to claim: 32 @t 33, Wheteis , 25 thei seftwaredfotas aiplurality of
linked orderg from an order 3ubmittfe9 by a rr%arket mak%r, each of tiie tIinkeg
ordersci%}llvrfnge 5pda|1f]fer%n%ﬁcel ard eadh of the’ Iihked %rdéarspcolrlrre%p(l)ngina
to onetafdlne plurality of

adjusting the price of orders submitted by a
market maker trading floor that are communicated to
potential taker trading floors for trading in
accordance with the tier to which the taker trader
floors have been assigned by the market maker trading
floor, the order prices being adjusted for potential
taker trading floors assigned to at least one of the

tiers.

33. A system according to claim 32, wherein the
software adjusts the order prices for all but one of

the tiers of potential taker trading floors.

34. A system according to claim 32 or 33, wherein
the software forms a plurality of linked orders from
an order submitted by a market maker, each of the
linked orders having a different price and each of the
linked orders corresponding to one of the plurality of

tiers.
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tiers. 30 40 35. A system according to claim 34, wherein the software
assigns a tier identifier to each of the linked orders. 5 36. A system
according to claim 34 or 35, wherein the software calculates prices of the
linked orders from tiering assignments pggvided by the trading floors to the
trading system and price differentials for each tier provided by the trading

floors.30 37. A Systeth teRBorfifg ¥6'any of Elafihs 32 t6 86, "Whereimthehe
softwagg fipks, the linkederdegs by deal; amount apd by deal status, whereby

a change in the status in any of the linked set of orders causes the 15 same
change gt seatus 7'aff dther orders in the linked set of orders. 38. A system
according to claim 37, wherein the linked orders further have linked done
deal 20 information, whereby execution of one of the set of orders causes all

of the 38t of ordéts 18 DeSCoRsidered aeketted by thé sfstery @gvasrein

systemaecerstingto-any-af ¢Jaims 32 19 38c 25 whergin thei stepOf prigers
adjusting comprises the software storing a table of price adjustments for each

tier and<tBrifg §tabI8 ¢ tierdBGCRtEd 15 84 PotEntiat Baker trstiig floor
by eachl potestialomaker tradingifipasteading andhe systemi adjfustingthe 86
order %rgcre gogceﬁs\ch tier blg the a O&%@S%%ed in th

Tlier provide e traging floors.

37. A system according to any of claims 32 to 36,
wherein the software links the linked orders by deal
amount and by deal status, whereby a change in the
status in any of the linked set of orders causes the
same change of status in all other orders in the

linked set of orders.

38. A system according to claim 37, wherein the
linked orders further have linked done deal
information, whereby execution of one of the set of
orders causes all of the set of orders to be

considered as executed by the system.

39. A system according to any of claims 32 to 38,
wherein the step of price adjusting comprises the
software storing a table of price adjustments for each
tier and storing a table of tiers allocated to each
potential taker trading floor by each potential maker
trading floor trading on the system, adjusting the

order price for each tier by the amounts stored in the
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41 table, and communicating the prices to potential taker trading floors in
accordance with their stored tier. 40. A system according to claim 39, wherein
the 5 software stores separate price adjustments to be applied to orders
submitted by each potential maker trading floor trading on the trading
system. 41. A system according to claim 35, wherein the 10 software

commbfiRbfes cradrseRtered fitd i systenmPioisstential takerrdoing flserss

With Wbi%qr%rsf m%%tscomp?é@w_&m%@, 699@9”%@&9&@@%%?"‘&@@.
identifier of an order with the tier assigned to each counterparty trading floor
by the maker trading 15 floor submitting the order, and rejecting

counterparties as/igeligibletodesl the erderifthe compared-tiers argaot the
same. 42. A system according to claim 35, wherein the 20 software matches

orders’SUbMittEd 153/ Aifuket TrRAIY o d WitfPordférs SUBiRitied by taker
trading fiporse dhe erdergmatchingsampeses comparing the tier allogated to
the taker's trading floor to the tier allocated to the maker's trading floor by the
taker'st%;‘iir%ﬁaﬁ\g%rjréjoorff ahd FEjeBhg the Matchtif the fers Y SdmPared do not

match. 43. A system according to claim 39, wherein the system trades a

lurality. of products, wherein the 30 software stores tahl f pri
P . l}llo prod ngsip}/stegl aﬁgoS %S:L%rg %o Sciafmagg;s Ow}?eggin the
adjustments for each product traded o’ the system.

software communicates orders entered into the system

to potential taker trading floors with which orders
meet compatibility criteria, comprising comparing the
tier identifier of an order with the tier assigned to
each counterparty trading floor by the maker trading
floor submitting the order, and rejecting
counterparties as ineligible to deal the order if the

compared tiers are not the same.

42. A system according to claim 35, wherein the
software matches orders submitted by a maker trading
floor with orders submitted by taker trading floors,
the order matching comprises comparing the tier
allocated to the taker’s trading floor to the tier
allocated to the maker’s trading floor by the taker’s
trading floor; and rejecting the match if the tiers

compared do not match.

43. A system according to claim 39, wherein the
system trades a plurality of products, wherein the
software stores tables of price adjustments for each

product traded on the system.
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