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(57) ABSTRACT 

The invention relates to systems and methods that allocate 
different types of commissions to participants based on at 
least one factor contributing to the liquidity to the market in 
Which an item trades. The commission may accordingly 
depend on the order in Which trading commands are 
received from different participants and/or the sides the 
participants are on. The systems and methods receive trade 
commands from different participants on the item, match 
these trade commands, determine a commission or reWard 
based on the added liquidity and allocate the commission or 
reWard to certain participants. 
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SYSTEMS AND METHODS FOR COMMISSION 
ALLOCATION 

CROSS-REFERENCES TO RELATED 
APPLICATION 

[0001] This application claims the bene?t of US. Provi 
sional Application No. 60/605,091, ?led Aug. 27, 2004, 
Which is hereby incorporated by reference herein in its 
entirety. 

FIELD OF THE INVENTION 

[0002] This invention relates to the allocation, collection 
and distribution of commissions received from the trading of 
?nancial instruments in electronic trading systems. More 
particularly, the present invention relates to determining and 
displaying of commissions charged for trading various trad 
able items including ?nancial instruments, such as interest 
rate-related instruments, equity instruments, derivatives 
thereof, etc. 

BACKGROUND OF THE INVENTION 

[0003] Electronic matching and dealing systems have 
found successful application in many trading activities, 
including the buying and selling of a variety of items 
including goods, services, and currency and securities. 
Indeed, almost all trading today involves some computer 
support, from simple information delivery to sophisticated 
trading systems that automate transactions at select criteria. 

[0004] Nevertheless, electronic matching systems have 
not signi?cantly impacted the issues of formaliZing, deter 
mining and allocating the commissions or fees charged to 
various buyers and sellers Who participate in different 
aspects of the trading processes through their transactions. 
Moreover, the trading logic used by such systems or plat 
forms (Which operates similarly to a voice broker in non 
electronic trading) typically does not alloW for the full 
disclosure of such commissions and fees to users until after 
trades have been processed or con?rmed. 

[0005] It Would be therefore desirable to provide systems 
and methods for the electronic trading of such items that 
implement sophisticated commission allocations in transac 
tion management of items being traded and that fully and 
clearly disclose, in real-time, the brokerage fees charged to 
the participants prior to ?nal settlement. 

SUMMARY OF THE INVENTION 

[0006] Therefore, it is an object of the invention to provide 
systems and methods for the electronic trading of such items 
that implement sophisticated commission allocations in 
transaction management of items being traded and that fully 
and clearly disclose, in real-time, the brokerage fees charged 
to the participants prior to ?nal settlement. 

[0007] The above and other objects are accomplished in 
accordance With the principles of the invention by providing 
systems and methods that implement commission alloca 
tions in transaction management of items such as ?nancial 
instruments being traded by participants. Participants may 
include brokers, traders, professionals, customers and users 
of such systems and methods. The systems and methods may 
receive a ?rst trade command from a ?rst participant to buy 
or sell an item at a desired price and a second trade command 
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from a second participant to transact the item. The systems 
and methods may then match the ?rst and second trade 
commands thereby executing a trade on the item, determine 
a commission or reWard relating to the trade, and allocate the 
commission or reWard to at least one of the ?rst and second 
participants. 
[0008] The systems and methods may allocate different 
types of commissions or provide commission incentives to 
different participants based on at least one factor contribut 
ing to the liquidity to the market pertaining to the traded 
items. The level of liquidity added, hence the commission, 
may depend on the order in Which a trading command is 
received from the participant (e.g., Whether there Were 
existing orders at the speci?ed price on the item being traded 
and the number of such orders) and/or the side of a trade the 
participant is on. Alternatively or additionally, the level of 
liquidity added, hence the commission, may depend on the 
stage during Which the participant starts or joins a trade, the 
degree or extent of participation in the trade, the nature of 
the item being traded, etc. Such commissions or commission 
incentives may be varying amounts of brokerage fees, 
reductions or elimination of the same, reWards such as 
credit, rebates and combinations of the same. By providing 
commission incentives, such as reduced commissions, to 
participants Who take particular actions such as shoWing 
markets and the monetary value of securities, currency 
and/or goods for sale, and/or initiating or joining in a 
transaction for securities, currency and/or goods, these sys 
tems and methods reWard market participants for contribut 
ing to market liquidity, market transparency and/or price 
discovery. 
[0009] The systems and methods also fully and clearly 
disclose, in real-time, the commissions charged to partici 
pants, or the reWards given to them, simultaneously With or 
prior to the execution or con?rmation of a trade. For 
example, in some embodiments of the present invention, the 
commission or reWard may be made explicit through being 
added to or subtracted from the trade price displayed in 
real-time to the participants either prior to or immediately 
after a trade is executed, instead of being added to or 
subtracted from the ?nal trade price subject to a post-trade 
settlement process. 

BRIEF DESCRIPTION OF THE DRAWINGS 

[0010] The above and other objects and advantages of the 
invention Will be apparent upon consideration of the fol 
loWing detailed description, taken in conjunction With the 
accompanying draWings, in Which like reference characters 
refer to like parts throughout, and in Which: 

[0011] FIG. 1 is a block diagram of an exemplary system 
that may be used to implement the processes and functions 
of certain embodiments of the present invention; 

[0012] FIG. 2 shoWs a How diagram for commission 
allocation according to certain embodiments of the present 
invention; and 

[0013] FIGS. 3-6 are illustrations of portions of an inter 
active display that may be displayed to users in accordance 
With certain embodiments of the present invention. 

DETAILED DESCRIPTION OF THE 
INVENTION 

[0014] The invention is directed to systems and methods 
that implement commission allocations in transaction man 



US 2006/0080222 A1 

agement of items such as ?nancial instruments being traded 
by participants. Participants may include brokers, traders, 
professionals, customers and users of such systems and 
methods. 

[0015] The systems and methods may allocate different 
types of commissions or provide commission incentives to 
different participants based on at least one factor contribut 
ing to the liquidity to the market pertaining to the traded 
items. The level of liquidity added, hence the commission, 
may depend on the order in Which a trading command is 
received from a participant (e. g., Whether there Were existing 
orders at the speci?ed price on the item being traded and the 
number of such orders) and/or the side of a trade the 
participant is on. Alternatively or additionally, the level of 
liquidity added, hence the commission, may depend on the 
stage during Which the participant starts or joins a trade, the 
degree or extent of participation in the trade, the nature of 
the item being traded, etc. Such commissions or commission 
incentives may be varying amounts of brokerage fees, 
reductions or elimination of the same, reWards such as 
credit, rebates and combinations of the same. By providing 
commission incentives, such as reduced commissions, to 
participants Who take particular actions such as shoWing 
markets and the monetary value of securities, currency 
and/or goods for sale, and/or initiating or joining in a 
transaction for securities, currency and/or goods, these sys 
tems and methods reWard market participants for contribut 
ing to market liquidity, market transparency and/or price 
discoveryiie, the general process of determining prices 
through the impact of the actions of participants on market 
place supply and demand conditions. 

[0016] The systems and methods also fully and clearly 
disclose, in real-time, the commissions charged to partici 
pants, or the reWards given to them, simultaneously With or 
prior to the execution or con?rmation of a trade. For 
example, in some embodiments of the present invention, the 
commission or reWard may be made explicit through being 
added to or subtracted from the trade price displayed in 
real-time to the participants, instead of being added to or 
subtracted from the ?nal trade price subject to a post-trade 
settlement process. Disclosing the commission or reWard 
prior to the execution of a trade paints a better picture of the 
full costs involved, thereby giving participants an improved 
opportunity to consider Whether or not to participate in the 
trade. 

[0017] Further details of the invention are described beloW 
in relation to FIGS. 1-6. 

[0018] Referring to FIG. 1, exemplary system 100 for 
implementing the invention is shoWn. As illustrated, system 
100 may include one or more Workstations 110. Worksta 

tions 110 may be local or remote, and are connected by one 
or more communications links 102 to communications net 
Work 103 that is linked via communications link 105 to 
server 120. Server 120 may be linked to back of?ce clearing 
center 130 via communications link 107. 

[0019] Server 120 may be any suitable server, processor, 
computer, data processing device, or combination of the 
same. Server 120 may be used to implement the governing 
logic that processes and executes orders and trades, and 
distributes trade and market information, including price and 
siZe information, to Workstations 110. Communications net 
Work 103 preferably includes the Internet but may consist of 
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any suitable computer netWork such as an intranet, a Wide 
area netWork (WAN), a local-area netWork (LAN), a Wire 
less netWork, a digital subscriber line (DSL) netWork, a 
frame relay netWork, an asynchronous transfer mode (ATM) 
netWork, a virtual private netWork (V PN), or any combina 
tion of the same. Communications links 102 and 105 may be 
any communications links suitable for communicating data 
betWeen Workstations 110 and server 120, such as netWork 
links, dial-up links, Wireless links, hard-Wired links, etc. 

[0020] Workstations 110 may be personal computers, lap 
top computers, mainframe computers, dumb terminals, data 
displays, Internet broWsers, Personal Digital Assistants 
(PDAs), tWo-Way pagers, Wireless terminals, portable tele 
phones, etc., or any combination of the same. Workstations 
110 may be used by participants to enter trade commands 
such as bid, offer, buy and sell orders for the items being 
traded and vieW market activity corresponding to these 
items. Workstations 110 may also convey the commissions 
charged or reWards aWarded to their users. 

[0021] A typical Workstation 110 may include processor 
111, display 112, input device 113, and memory 114, Which 
may be interconnected. In a preferred embodiment, memory 
114 includes a storage device for storing a Workstation 
program for controlling processor 111. The Workstation 
program may include a trading application for running the 
trading interfaces shoWn in FIGS. 3-6 and displayed on 
display 112. Input device 113 may be used in conjunction 
With display 112 by users to enter trade commands such as 
bids/offers on desired items and to execute and monitor 
trades. Processor 111 may use the Workstation program to 
receive trade and commission/reward information relating to 
the items being traded by multiple users of system 100, or 
other users, and display such information on display 112 or 
communicate such information to display 112. 

[0022] Server 120 may include processor 121, display 
122, input device 123, and memory 124, Which may be 
interconnected. In a preferred embodiment, memory 124 
includes a storage device for storing a server program that 
provides the governing logic for controlling processor 121. 
The governing logic may be used to process trade com 
mands received from Workstations 100 and may dictate the 
trading options and screen displays on each Workstation. 
Processor 121 may use the server program to process trade 
commands communicated from various Workstations that 
are operated by multiple users of system 100, or other users, 
execute trades determine commissions and reWards and 
communicate information related thereto to Workstations 
110 and/or back office clearing center 130. More speci? 
cally, processor 121 may use the server program to receive 
trade commands to on speci?c items, match such com 
mands, determine corresponding commissions or reWards 
and allocate them to the different participants as appropriate. 

[0023] Back of?ce clearing center 130 may be any suitable 
equipment, such as a computer, a laptop computer, a main 
frame computer, etc., or any combination of the same, for 
causing trades to be settled and/or verifying that trades are 
settled. Communications link 107 may be any communica 
tions links suitable for communicating data betWeen server 
120 and back office clearing center 130, such as netWork 
links, dial-up links, Wireless links, hard-Wired links, etc. 

[0024] Through the Workstations, the server and the gov 
erning logic, the systems and methods may trade securities 
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at accelerated levels With minimal errors and costs, control 
commission elements during real-time trading, allocate 
commissions or fees to market participants, provide incen 
tives for market-makers or participants initiating or joining 
particular sides of a trade or potential trade or during a stage 
of trading or a particular trading state and distribute com 
mission and transaction data in real-time. 

[0025] According to some embodiments of the present 
invention, the governing logic may provide for a particular 
sequence of trading states during Which each potential trader 
participates in the transactions that are entered. As each state 
is provided, different rules to trading may apply. Exemplary 
states that may be implemented are described in US. patent 
application Ser. No. 09/553,423, ?led Apr. 19, 2000, Which 
is hereby incorporated by reference herein in its entirety. 

[0026] For example, in one such state, participants input 
bids and offers on various items through the Workstations as 
shoWn in FIG. 2. FIG. 2 illustrates a process 200 that may 
be implemented by server 120 of FIG. 1. At step 210, a 
participant may enter a trade command to buy and/or sell a 
particular item that is received by the trading application 
implemented on system 100 of FIG. 1. Such a trade com 
mand may be a bid and/or an offer. Each bid and offer may 
specify the price for Which such participants are Willing to 
buy or sell a select item. In addition or instead, each bid and 
offer may specify the siZe of the proposed tradeiie, the 
monetary volume of the pending bid/ offer. Alternatively, the 
trade command need not specify a particular price or siZe. 
For example, a participant may indicate a desire to trade at 
the market price if certain conditions are met. 

[0027] The participant Who entered such a trade command 
may be a market-maker. A market-maker may be a partici 
pant maintaining a tWo-sided market on a particular itemi 
i.e., shoWing a simultaneous bid and offer for the same item 
at the same timeiduring market hours, thereby indicating a 
Willingness either to buy or to sell issues of the item in 
accordance With his or her market role as a facilitator of 
price discovery, transparency and liquidity. A participant’s 
market role relates to and is de?ned based on the stage 
during Which he or she starts or joins a potential trade and/or 
the degree or extent of his or her participation in the trade. 
A market-maker may be a participant Who enters a bid 
and/ or offer on an item, thereby adding liquidity to that item. 
The market-maker may add such liquidity at the request of 
the trading system, end users, customers, the general market 
place or for any other appropriate reason. The market-maker 
may or may not be the ?rst participant to enter a bid and/or 
offer on the item. 

[0028] Once the trade command (e.g., the bid and/or offer 
position) is displayed on the Workstations, another partici 
pant or participants may transact a desired siZe of the item 
by, for example, accepting the bid or offer at step 220. A ?rst 
seller or buyer may accept the bid or offer by entering a 
trading command that is received by the trading application 
to hit or lift at least a portion of the entire siZe that is made 
available in the bid or offer. The governing logic may either 
automatically or interactively match the different trading 
commands entered by the participants based on the prices 
and/or siZes that are speci?ed by the participants. For 
example, the governing logic may determine Whether at 
least one participant has acted to accept the pending bid or 
offer and may transact a particular siZe of the item betWeen 
them. 
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[0029] At step 230, ifa participant acted to accept a bid or 
an offer, he or she may be promoted to a neW level knoWn 
as an aggressor denoting the active side of the trade. If a 
participant accepts a pending bid, the aggressor is said to 
have submitted a hit. In such a case, selling becomes the 
active side of the trade and buying is passive. If a participant 
accepts a pending offer, the aggressor is said to have 
submitted a lift. In such a case, buying becomes the active 
side of the trade and selling is passive. The governing logic 
may keep track of both active and passive sides of the 
transaction in order to properly allocate the appropriate 
commissions the participant at step 240. Moreover, the 
governing logic may keep track of other participants joining 
the trade, the order in Which such participants join the trade 
and/or participant market role at step 230 in order to 
properly allocate the appropriate commissions to the differ 
ent participants at step 240. The governing logic may predict 
What side a potential participant could join a trade as Well as 
his or her market role before the participant acts by, for 
example, hitting or lifting an existing bid or offer or joining 
a trade. 

[0030] For example, the active side may pay the commis 
sions on the ensuing transaction. This allocation of com 
missions is premised on the notion that the active partici 
pants are taking advantage of the price information and 
liquidity, While the passive participants are supplying price 
information and liquidity to the market. Entered bids or 
offers may entitle participants Who posted them to commis 
sion reductions. Such reductions may also be available to 
participants maintaining tWo-sided markets shoWing current 
bids and offers on the same items. Such a provision reWards 
participants, including market-makers, for providing liquid 
ity to the market. 

[0031] At step 250, the governing logic may cause the 
commission allocated in step 240 to be displayed to the 
appropriate participant. The commission may be included in 
the price displayed to the participant or may be displayed 
separately. Moreover, the commission may be displayed 
after a trade is executed. Alternatively, the commission 
associated With a trade may be displayed prior to the 
execution of such trade such that the price dynamically 
changes as trading progresses, as discussed further beloW. 
Disclosing the commission prior to the execution of the 
trade paints a better picture of the full costs involved, 
thereby giving participants an improved opportunity to 
consider Whether or not to participate in the trade. 

[0032] Preferably, a participant placing a passive bid or 
offer Will be assigned a ?rst brokerage rate. This rate may be 
applied to any trade in Which the total siZe posted by the 
passive participant is hit or lifted. This rate may or may not 
be applied to neW bids or offers locking an already existing 
price. The price displayed to the participant may re?ect this 
rate. The ?rst brokerage rate may be also referred to as the 
passive screen display rate, Which is discussed in connection 
With FIGS. 3-6. 

[0033] According to some embodiments of the present 
invention, transactions forming a trade may take place 
during subsequent states. One such state may occur pursuant 
to a hit or lift by an aggressor hitting or lifting part of or the 
entire siZe that is made available by the passive participant. 
A time period during Which exclusive rights to the trade may 
be given to the aggressor to trade additional siZe of the item 
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With the passive participant Who placed the bid or offer that 
Was hit or lifted by the aggressor may be provided. Such a 
time period may be pre-determined, may be determined 
during the period leading up to the trade or may be deter 
mined at the time of the trade. At least during such a state, 
the passive participant Who placed the bid or offer that Was 
hit or lifted may be referred to as the contra-trader, While the 
aggressor may be referred to as the ?rst buyer/seller. The 
aggressor may be assigned a second brokerage rate that may 
be greater than the ?rst brokerage rate. Again, this is because 
the aggressor is taking advantage of the price information 
and liquidity supplied by the passive participant. This rate 
may or may not be applied to the full amount hit or lifted by 
the aggressor. The price displayed to the aggressor may 
re?ect this rate. The price may be updated to re?ect such a 
rate before the aggressor hits or lifts the bid or offer during 
the trading state. The second brokerage rate may be also 
referred to as the screen activator rate, Which is discussed in 
connection With FIGS. 3-6. 

[0034] The ?rst buyer/seller, contra-trader or any third 
party Who bids or offers further siZe after the initial trade 
may be assigned a third brokerage rate, in return for the 
added liquidity. The third brokerage rate may be smaller 
than the second brokerage rate but greater than the ?rst 
brokerage rate due to the additional unmatched siZe con 
tributed to the market. This rate may or may not be applied 
to any bids or offers previously placed before the initial hit 
or lift by the aggressor. The third brokerage rate may be also 
referred to as the passive joiner rate. 

[0035] Any participant joining the ?rst buyer/seller, con 
tra-trader or third party on the active side for the further siZe 
offered after the initial hit or lift may be assigned a fourth 
brokerage rate. The fourth brokerage rate may be greater 
than the third brokerage rate for taking advantage of the 
added liquidity. This rate may or may not be applied to any 
hit or lift siZe previously posted to initiate the trade. The 
fourth brokerage rate may be also referred to as the active 
joiner rate. 

[0036] The price displayed to a participant Who bids or 
offers further siZe or Who joins the ?rst buyer/ seller may be 
updated to re?ect the passive or active joiner rate depending 
on What side the participant is on. The governing logic may 
predict What side on Which the participant may trade and 
update the price accordingly before the participant takes 
action. 

[0037] The above logic may be better understood in the 
context of the examples discussed in connection With FIGS. 
3-6. Each one of these ?gures shoWs a portion of an 
interactive display that may be shoWn on display 112 of 
FIG. 1 and that may be associated With the electronic 
trading of any items including ?nancial instruments, such as 
equity instruments, interest-rate-related instruments, and 
derivates thereof. Each one these portions may be referred to 
as a trading quadrant (“quad”). Common to each quad is a 
horiZontal line above Which the cumulative siZes bid, offered 
and traded (hit or lifted) are displayed, along With the 
corresponding best price(s) (highest bid and/or loWest o?fer). 
Bid siZes are displayed to the left of offer siZes. The 
individual siZes contributed by each participant are dis 
played beloW the horiZontal line and are aligned With the 
corresponding cumulative siZes. Whenever a bid is success 
fully hit, an indicator displaying the Word HIT may appear 
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adjacent to the price. Similarly, Whenever an offer is suc 
cessfully lifted, an indicator displaying the Word TAK may 
appear adjacent to the price. With every successful trade, the 
total siZe traded may be updated. The area to the left beloW 
the horiZontal may be used to display the cumulative siZes 
bid, offered and traded at the next best price(s). 

[0038] For example, FIGS. 3A-3E shoW quad 300 Which 
displays the folloWing actions: 1) a ?rst trader enters a 
l00.00+bid for 10 million (“10m”) issues of a particular 
item as shoWn in FIG. 3A, 2) a second trader desires to sell 
20m issues into the l00.00+bid thereby hitting 10m and 
offering 10m as shoWn in FIG. 3B, 3) the ?rst trader desires 
to buy another 15m issues thereby trading 10m on the 
original hit for a total of 20m traded and bidding 5m as 
shoWn in FIG. 3C, 4) the second trader desires to sell 
another 30m issues thereby hitting 5m for a total of 25m 
traded and offering 25m as shoWn in FIG. 3D, and 5) a third 
trader joins to buy 5m issues and trades after the ?rst trader 
has completed trading for a total of 30m traded and 20m left 
untraded as shoWn in FIG. 3E. It should be noted that a Zero 
may be displayed in appropriate siZe locations in the quad to 
indicate to participants monitoring trading activity that, 
although some siZe Was available for trading, there is no 
longer any more siZe bid or offered. 

[0039] According to some embodiments of the present 
invention, the ?rst trader may be charged a passive screen 
display rate on the initial 10m issues and a passive joiner rate 
on her next 15m issues. The second trader may be charged 
a screen activator rate on his initial 20m hit and an active 
joiner rate on the next 10m issues (5m to the ?rst trader and 
5m to the third trader after the ?rst trader is done). The third 
trader may be charged an active joiner rate on his 5m issues. 

[0040] Accordingly, market-makers Who have contributed 
to improving liquidity in less desirable, lucrative or liquid 
items may be assigned loWer ?rst brokerage rates as com 
pared to rates associated With other items. Subsequent trades 
involving such items may also be assigned loWer second, 
third and fourth brokerage rates. 

[0041] One of ordinary skill in the art should appreciate 
that the present invention may be practiced in embodiments 
other than those illustrated herein. For example, the com 
mission allocation structure described herein may be applied 
to any kind of trading system or exchange such as auction 
trading systems, interactive matching systems, automated 
matching systems, price improvement systems, FIFO (First 
In, First Out) systems, RFQ (Request for Quote) systems, 
etc., and may be applied to the trading of any types of items. 
In any such systems, different commission rates may apply 
to different participants, depending on What side of a trade 
they are on, their point of entry to the trade, the degree or 
extent of their participation in the trade and/ or Whether there 
Were prior existing bids and offers on the item being traded. 
Speci?cally, according to a preferred embodiment of the 
present invention, market-makers may be charged passive 
screen display rates, While other customers may be charged 
screen activator rates and participants subsequently joining 
a particular trade may be charged passive or active joiner 
rates, depending on the side of the market and/or stage of the 
trade these participants choose to join. This includes cases 
Where participants are or are not granted exclusive rights to 
trade, cases Where participants are or are not provided With 
a share of a trade based on their status such as professional 
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traders, market-makers and generic customers, their market 
role such as the stage during Which they start or join a trade 
and/or their degree or extent of participation, cases Where 
participants are or are not provided With shares of a trade on 
a pro-rata basis based on existing agreements or distribution 
algorithms, or any combination of the same. 

[0042] For example, the following example discussed in 
connection With FIGS. 4A and 4B relates to automatic 
matching of previously entered orders and quotations With 
incoming orders and quotations. FIGS. 4A and 4B shoW 
quad 400 in Which the folloWing are entered: 1) a ?rst 
participant offer of 10 contracts at price 100.01, 2) a second 
participant offer for 20 contracts at the same price, and 3) a 
third participant offer for 5 contracts at the same price as 
Well thereby totaling 35 contracts, as shoWn in FIG. 4A. 

[0043] Assuming an order to buy 35 contracts at that price 
is subsequently entered by a fourth party as shoWn in FIG. 
4B, the system may allocate the 35 contracts such that the 
?rst participant receives 10 contracts, the second participant 
receives 20 contracts and the third participant receives 5 
contracts. According to some embodiments of the present 
invention, the ?rst participant may be charged a passive 
screen display rate, While the second and third participants 
may be charged a passive joiner rate. The fourth party may 
be charged a screen activator rate for the trade. Alternatively, 
the second participant may be charged a reduced passive 
joiner rate for joining the trading process folloWing the ?rst 
participant but prior to the third participant. 

[0044] Accordingly, different brokerage rates may be 
assigned to participants depending on the order in Which 
their trading commands are successfully received in an 
automatic matching system and other systems. Trading 
commands received in different orders may affect liquidity 
differently. For example, the ?rst feW trading commands 
received on a particular day leading to initial market activity 
for the item may add more liquidity than the 30th trading 
command entered as a reaction to the obvious increase in 
activity for the item later that day. 

[0045] In other embodiments of the present invention, if 
the system in the previous example is an exchange that 
allocates shares based on participant status, Where the ?rst 
participant is a professional trader, the second participant is 
a market-maker and the third participant is a generic cus 
tomer, the system may match 5 contracts With the generic 
customer order to sell 5 contracts ?rst. The system may then 
allocate the remaining 30 contracts such that the market 
maker receives 20 and the professional trader receives 10. If 
the fourth party order Was for 30 contracts instead of 35, the 
system may allocate the remaining 25 contracts on a pro-rata 
basis betWeen the market-maker and the professional trader, 
after matching 5 contracts With the generic customer. In such 
a situation, a pro-rata agreement may be in effect betWeen 
the participants. A pro-rata agreement is an agreement that 
relates to the allocation of siZe exchanged betWeen partici 
pants Whereby siZe traded at a price is distributed amongst 
buyers or sellers not on a ?rst-come ?rst-served basis, but as 
a pro-rata share according to hoW much siZe is available for 
matching. For example, if an 80%/20% agreement exists in 
favor of the market-maker, the market-maker may receive 
20 contracts, While the professional trader may receive 5. 
Alternatively, the system may allocate the remaining 25 
contracts betWeen the market-maker and the professional 
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trader according to an existing distribution algorithm. In any 
event, according to some embodiments of the present inven 
tion, the market-maker may be charged a passive screen 
display rate. Both the generic customer and the professional 
trader may be charged a passive joiner rate, While the fourth 
party may be charged a screen activator rate for the trade. 

[0046] The folloWing discussion in connection With FIGS. 
5A and 5B is an example of another embodiment of the 
present invention relating to automatic matching. FIGS. 5A 
and 5B shoW quad 500 of an interactive display in Which: 
1) a ?rst participant shoWs an offer of 10 contracts at price 
100.01, 2) a second participant subsequently shoWs an offer 
for 10 contracts at the same price, 3) a third participant 
subsequently shoWs an offer for 10 contracts at the same 
price, and 4) a fourth participant subsequently shoWs an 
offer for 10 contracts at the same price as Well thereby 
totaling 40 contracts, as shoWn in FIG. 5A. 

[0047] In this case, an order to buy 20 contracts at that 
price is subsequently entered by a ?fth party as shoWn in 
FIG. 5B. The system may allocate the 20 contracts betWeen 
the parties such that the ?rst participant sells more than 5 
contracts, and the second, third and fourth participants sell 
5 or feWer contracts, for a total transaction siZe of 20 
contracts, the allocation being made subject to an algorithm 
pursuant to a pro-rata agreement in effect betWeen the 
parties. For example, the ?rst participant may sell all 10 of 
his contracts, While the second and third sell 5 each and the 
fourth does not sell any. The ?rst participant may be charged 
a passive screen display rate, While the second and third 
participants may be charged a passive joiner rate. The ?fth 
party may be charged a screen activator rate for the trade. 
Alternatively, the second participant may be charged a 
reduced passive joiner rate for joining the trading process 
folloWing the ?rst participant but prior to the third and fourth 
participants. 

[0048] The folloWing discussion in connection With FIGS. 
6A-6F is an example of yet another embodiment of the 
present invention in a marketplace Which starts off an 
auction among participants to compete for the siZe being 
sold. FIGS. 6A-6F shoW quad 600 of an interactive display 
in Which a sell order for a particular siZe is received from a 
?rst party for a particular item. This sell order may have an 
initial price at Which the ?rst party is Willing to sell, or may 
not be priced. Further suppose that: 1) a market-maker enters 
a 100.05 bid for a 50m siZe of the item in FIG. 6A, 2) a 
broker improves upon the bid by entering a bid for 100.06 
for a 30m siZe of the item in FIG. 6B, 3) the market-maker 
joins the broker at 100.06 in FIG. 6C and cancels her 
previous bid, and 4) a second broker enters a 100.07 bid for 
a 20m siZe of the item in FIG. 6D. Assuming an order to sell 
a 50m siZe at the best price by the ?rst party, the system may 
match 20m siZe With the second broker’s order at 100.07, 
Which is the best available price, in FIG. 6E. The system 
may then allocate the remaining 30m siZe betWeen the 
market-maker and the ?rst broker at 100.06, Which is the 
next best available price, in FIG. 6F. 

[0049] The market-maker may be granted most of the siZe 
for making the market or according to a distribution algo 
rithm or existing agreement betWeen the various partici 
pants. According to some embodiments of the present inven 
tion, each one of the market-maker and the tWo brokers may 
be charged a passive joiner rate for shoWing a neW price on 
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their side of the market. Alternatively, the market-maker 
only may be charged a passive screen display rate, While 
both brokers may be charged passive joiner rates for entering 
after the market-maker has shoWn the market. Meanwhile, 
the ?rst party may be charged a screen activator rate if his 
sell order Was entered after the market-maker’s bid. Had the 
?rst party entered his order prior to the market-maker’s 
entering the bid With an associated sell price, the ?rst party 
may be charged a passive screen display rate, on account of 
being the ?rst party to shoW a price, thus setting the starting 
level for the auction. 

[0050] Whenever applicable, the commissions charged to 
the participants, or the reWards given to them, may be added 
to, or subtracted from, the trade price displayed to the 
participants With or prior to the execution or con?rmation of 
the trade in FIGS. 3-6. As such, the trading price may be 
dynamically updated as trading progresses in a given trading 
state. 

[0051] It should be understood that the foregoing is only 
illustrative of the principles of the present invention, and that 
various modi?cations can be made by those skilled in the art 
Without departing from the scope and spirit of the invention. 

[0052] The trading application described herein may be 
any suitable, software, hardWare, or both con?gured to 
implement the features of the invention. The trading appli 
cation may be located at a central location (e.g., a central 
server such as server 120 of FIG. 1) and instances thereof 
may be stored on Workstations connected thereto (e.g., 
Workstations 101 of FIG. 1). In another suitable approach, 
the trading application may reside among different locations 
(e.g., a netWork such as communications netWork 103 of 
FIG. 1). 

[0053] The trading systems and methods described above, 
or variation thereof, may be implemented in conjunction 
With the interactive displays discussed or shoWn herein, or 
in conjunction With variations on those displays. 

[0054] One of ordinary skill in the art should appreciate 
that the invention may be practiced in embodiments other 
than those described herein. For example, it Will be under 
stood that the siZe, shape, arrangement and labels of various 
portions of the interactive displays discussed or shoWn are 
examples shoWn for purposes of illustration only. It Will be 
understood that modi?cations of any or all of the foregoing 
characteristics of these portions are Within the scope of the 
invention. 

[0055] It Will be understood that the foregoing is only 
illustrative of the principles of the invention, and that 
various modi?cations can be made by those skilled in the art 
Without departing from the scope and spirit of the invention, 
and the invention is limited only by the claims that folloW. 

What is claimed is: 
1. A method implemented on an electronic trading system, 

the method comprising: 

receiving a ?rst trade command from a ?rst participant to 
buy or sell an item at a desired price; 

receiving a second trade command from a second partici 
pant to transact the item; 

matching the ?rst and second trade commands thereby 
executing a trade on the item; 
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determining a commission or reWard based on an order in 
Which the ?rst and second trade commands are 
received; and 

allocating the commission or reWard to at least one of the 
?rst and second participants. 

2. The method of claim 1 further comprising determining 
the commission or reWard based on a side of a trade of the 
?rst or second participant. 

3. The method of claim 1 further comprising determining 
the commission or reWard based on a stage during Which the 
each one of the at least one of the ?rst and second partici 
pants starts or joins the trade. 

4. The method of claim 1 further comprising determining 
the commission or reWard based on an extent of participa 
tion by the at least one of the ?rst and second participants in 
the trade. 

5. The method of claim 1 further comprising determining 
the commission or reWard based on the item being traded. 

6. The method of claim 1 Wherein the commission or 
reWard comprises a commission reduction. 

7. The method of claim 1 Wherein the commission or 
reWard comprises an amount calculated through a rate 
selected from the group consisting of a passive screen 
display rate, a screen activator rate, a passive joiner rate and 
an active joiner rate. 

8. The method of claim 1 Wherein: 

the ?rst trade command comprises a bid/offer trade com 
mand and the second trade command comprises a 
hit/lift of at least a portion of the bid/offer trade 
command; and 

the matching the ?rst and second trade commands com 
prises interactively matching the hit/lift With the bid/ 
offer trade command. 

9. The method of claim 1 Wherein the matching the ?rst 
and second trade commands comprises automatically 
matching the trade commands based on the desired price and 
a price associated With the second trade command. 

10. The method of claim 1 Wherein the ?rst and second 
participants are given exclusive rights to the trade additional 
siZe of the item during a determined time period. 

11. The method of claim 1 Wherein the ?rst and second 
participants are provided With a share of the trade based on 
the status of each of the ?rst and second participants. 

12. The method of claim 1 Wherein the ?rst and second 
participants are provided With a share of the trade based on 
the market role of each of the ?rst and second participants. 

13. The method of claim 1 Wherein the ?rst and second 
participants are provided With a share of the trade based on 
an existing pro-rata agreement. 

14. The method of claim 1 Wherein the ?rst trade com 
mand comprises a trade command to buy or sell the item at 
the market price. 

15. The method of claim 1 further comprising displaying 
the commission or reWard to the at least one of the ?rst and 
second participants. 

16. The method of claim 15 Wherein the displaying the 
commission or reWard to the at least one of the ?rst and 
second participants occurs prior to the matching the ?rst and 
second trade commands, the method further comprising 
displaying the commission or reWard as part of a price 
displayed in connection With the item being traded. 
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17. The method of claim 1 wherein: 

the determining the commission or reward comprises 
identifying a participant Who is a market-maker for the 
item; and 

the allocating the commission or reWard comprises reduc 
ing a commission charged to the market-maker partici 
pant. 

18. The method of claim 1 Wherein the determining the 
commission or reWard comprises assigning a participant 
placing a passive bid or offer on the item a ?rst brokerage 
rate. 

19. The method of claim 18 further comprising assigning 
a participant on the active side of the trade a second 
brokerage rate that is higher than the ?rst brokerage rate. 

20. The method of claim 19 further comprising assigning 
a participant Who bids or offers additional siZe a third 
brokerage rate that is smaller than the second brokerage rate 
and greater than the ?rst brokerage rate folloWing the 
matching the ?rst and second trade commands. 

21. The method of claim 20 further comprising assigning 
a participant Who joins the participant Who bids or offers 
additional siZe on the active side a fourth brokerage rate that 
is greater than the third brokerage rate. 

22. A method implemented on an electronic trading sys 
tem, the method comprising: 

receiving a ?rst trade command from a ?rst participant to 
buy or sell an item at a desired price; 

receiving a second trade command from a second partici 
pant to transact the item; 

identifying an active side and a passive side of a trade 
betWeen the ?rst and second participants; and 

displaying a commission or reWard to at least one of the 
?rst and second participants based on the identifying 
the active and passive sides of the trade. 

23. The method of claim 22 Wherein the displaying the 
commission or reWard comprises displaying to the partici 
pant on the active side of the trade a ?rst commission that is 
higher than a second commission displayed to the partici 
pant on the passive side of the trade. 

24. The method of claim 22 Wherein the displaying the 
commission or reWard comprises displaying to the partici 
pant on the passive side of the trade a reduction of com 
mission. 

25. The method of claim 22 further comprising matching 
the ?rst and second trade commands thereby initiating a 
trading state for transacting the item. 

26. The method of claim 25 further comprising: 

receiving a third trade command from a third participant 
to transact the item during the trading state; 

determining Whether the third participant is on the active 
or passive side of the trade; and 

displaying a commission to the third participant based on 
the determination. 

27. An electronic trading system comprising a server that 
is coupled to a plurality of Workstations, each of the Work 
stations being adapted to communicate trading information 
relating to at least an item With the server, the server being 
adapted to: 
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receive a ?rst trade command to buy or sell an item at a 
desired price, the ?rst trade command being commu 
nicated from a ?rst Workstation used by a ?rst partici 
pant to enter the ?rst trade command; 

receive a second trade command to transact the item, the 
second trade command being communicated from a 
second Workstation used by a second participant to 
enter the second trade command; 

match the ?rst and second trade commands thereby 
executing a trade on the item; 

determine a commission or reWard based on an order in 
Which the ?rst and second trade commands are 
received; and 

allocate the commission or reWard to at least one of the 
?rst and second participants. 

28. The system of claim 27 Wherein the server is further 
adapted to determine the commission or reWard based on a 
side of a trade of the ?rst or second participant. 

29. The system of claim 25 Wherein the server is further 
adapted to determine the commission or reWard based on a 
stage during Which the each one of the at least one of the ?rst 
and second participants starts or joins the trade. 

30. The system of claim 25 Wherein the server is further 
adapted to determine the commission or reWard based on an 
extent of participation by the at least one of the ?rst and 
second participants in the trade. 

31. The system of claim 25 Wherein the server is further 
adapted to determine the commission or reWard based on the 
item being traded. 

32. The system of claim 27 Wherein the commission or 
reWard comprises a commission reduction. 

33. The system of claim 27 Wherein the commission or 
reWard comprises an amount calculated through a rate 
selected from the group consisting of a passive screen 
display rate, a screen activator rate, a passive joiner rate and 
an active joiner rate. 

34. The system of claim 27 Wherein: 

the ?rst trade command comprises a bid/offer trade com 
mand and the second trade command comprises a 
hit/lift of at least a portion of the bid/offer trade 
command; and 

the server is further adapted to match the ?rst and second 
trade commands the hit/lift With the bid/offer trade 
command. 

35. The system of claim 27 Wherein the server is further 
adapted to automatically match the ?rst and second trade 
commands based on the desired price and a price associated 
With the second trade command. 

36. The system of claim 27 Wherein the ?rst and second 
participants are given exclusive rights to the trade additional 
siZe of the item during a determined time period. 

37. The system of claim 27 Wherein the ?rst and second 
participants are provided With a share of the trade based on 
the status of each of the ?rst and second participants. 

38. The system of claim 27 Wherein the ?rst and second 
participants are provided With a share of the trade based on 
the market role of each of the ?rst and second participants. 

39. The system of claim 27 Wherein the ?rst and second 
participants are provided With a share of the trade based on 
an existing pro-rata agreement. 
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40. The system of claim 27 wherein the ?rst trade 
command comprises a trade command to buy or sell the item 
at the market price. 

41. The system of claim 27 Wherein the Workstation is 
further adapted to display the commission or reWard to the 
at least one of the ?rst and second participants. 

42. The system of claim 41 Wherein the Workstation is 
further adapted to: 

display the commission or reWard to the at least one of the 
?rst and second participants prior to the matching the 
?rst and second trade commands; and 

display the commission or reWard as part of a price 
displayed in connection With the item being traded. 

43. The system of claim 27 Wherein the server is further 
adapted to: 

identify a participant Who is a market-maker for the item; 
and 

reduce a commission charged to the market-maker par 
ticipant. 

44. The system of claim 27 Wherein the server is further 
adapted to assign a participant placing a passive bid or offer 
on the item a ?rst brokerage rate. 

45. The system of claim 44 Wherein the server is further 
adapted to assign a participant on the active side of the trade 
a second brokerage rate that is higher than the ?rst brokerage 
rate. 

46. The system of claim 45 Wherein the server is further 
adapted to assign a participant Who bids or offers additional 
siZe a third brokerage rate that is smaller than the second 
brokerage rate and greater than the ?rst brokerage rate 
folloWing the matching the ?rst and second trade com 
mands. 

47. The system of claim 46 Wherein the server is further 
adapted to assign a participant Who joins the participant Who 
bids or offers additional siZe on the active side a fourth 
brokerage rate that is greater than the third brokerage rate. 

48. An electronic trading system comprising a server that 
is coupled to a plurality of Workstations, each of the Work 
stations being adapted to communicate trading information 
relating to at least an item With the server, 
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the server being adapted to: 

receive a ?rst trade command to buy or sell an item at 
a desired price, the ?rst trade command being com 
municated from a ?rst Workstation used by a ?rst 
participant to enter the ?rst trade command; 

receive a second trade command to transact the item, 
the second trade command being communicated 
from a second Workstation used by a second partici 
pant to enter the second trade command; 

identify an active side and a passive side of a trade 
betWeen the ?rst and second participants; and 

at least one of the plurality of Workstations being adapted 
to: 

display a commission or reWard to at least one of the 
?rst and second participants based on the identifying 
the active and passive sides of the trade. 

49. The system of claim 48 Wherein the at least one of the 
plurality of Workstations is further adapted to display to the 
participant on the active side of the trade a ?rst commission 
that is higher than a second commission displayed to the 
participant on the passive side of the trade. 

50. The system of claim 48 Wherein the at least one of the 
plurality of Workstations is further adapted to display to the 
participant on the passive side of the trade a reduction of 
commission. 

51. The system of claim 48 Wherein the server is further 
adapted to match the ?rst and second trade commands 
thereby initiating a trading state for transacting the item. 

52. The system of claim 51 Wherein: 

the server is further adapted to receive a third trade 
command from a third participant to transact the item 
during the trading state; 

the server is further adapted to determine Whether the 
third participant is on the active or passive side of the 
trade; and 

at least another one of the plurality of Workstations is 
further adapted to display a commission to the third 
participant based on the determination. 

* * * * * 


