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SYSTEM AND METHOD FOR PROCESSING AND SETTLING
PAYMENT INSTRUCTIONS RELATING TO VARIOUS FINANCIAL

INSTRUMENTS

Field of the Invention

[0001] The invention relates generally to systems and methods for receiving

and processing payment instructions relating to various financial instruments.

Background of the Invention

[0002] Financial instruments have become a significant component of the

global economy. In a typical transaction involving a financial instrument, two parties

enter into an agreement to deliver, at an agreed upon date and time (or dates and

times), either an amount of a specified currency, or a specified currency in an amount

to be determined at a later time based on an agreed upon methodology. The form of

the financial instrument varies depending on the nature of the economic terms of an

underlying transaction. In most cases, the financial instrument, which comprises the

terms of the two parties' agreement on the economic terms of the transaction, is

confirmed and evidenced in writing. At an agreed upon date and time, the parties

transmit payment instructions reflecting the terms of the financial instrument to a

mutually agreed-upon financial institution, and the payment instructions are matched

and settled. Settlement of payment instructions often involves the delivery of an

amount of a specified currency (or amounts of specified currencies) arising from the

transaction.

[0003] In many cases, current market practices for performing confirmation

and/or settlement are dependent on a series of disparate methods and practices. The

parties involved often perform confirmation and/or settlement using their own

respective idiosyncratic methods, and often employ procedures for confirmation that

are separate and distinct from the procedures used for settlement. In addition, the

methods and processes used may differ depending on the form of the financial

instrument involved.

[0004] Performing these procedures manually and without universally

accepted procedures introduces a significant amount of inefficiency and risk into the

financial markets. There is a need for improved methods and systems for facilitating

the settlement of payment instructions related to financial transactions in the global

foreign exchange markets.



Summary of the Invention

[0005] In accordance with an example of an embodiment of the invention, an

instruction processing system is used by an organization comprising a financial

institution and a plurality of participants, or members, under which the financial

institution provides a continuous linked settlement service to the participants. In this

example, the organization comprises a managing entity, such as a bank, which

operates and manages the instruction processing system. After a transaction involving

a respective form of financial instrument has been entered into by members of the

organization, payment instructions relating to settlement of payment entitlements

and/or obligations arising from the transaction are submitted by the members to an

instruction processing system. A payment instruction may also be submitted by a

member after a transaction has been entered into by a customer of the member. The

form of a financial instrument, and payment instructions relating thereto, vary as a

function of the underlying transaction. The instruction processing system receives the

payment instructions from the members, and processes the instructions to facilitate

settlement of the respective payment entitlements and/or obligations.

[0006] The instruction processing system comprises multiple modules, each

capable of processing payment instructions relating to financial instruments of a

respective form, or type. In one example, the instruction processing system comprises

a module configured to process payment instructions relating to foreign exchange

transactions ("FX transactions"), a module configured to process payment instructions

relating to non-deliverable forward transactions ("NDF transactions"), a module

configured to process payment instructions relating to foreign exchange option

transactions ("FX option transactions"), and a module configured to process payment

instructions relating to derivative transactions. Each module applies a set of pre-

settlement rules appropriate to the type of payment instructions it processes.

[0007] Accordingly, in one embodiment of the invention, a system for

facilitating settlement of payments relating to transactions involving financial

instruments among multiple participants is provided. The system comprises an

interface configured to receive from participants a first instruction associated with a

financial instrument of a first form and a second instruction associated with the

financial instrument of the first form, and to receive from participants a first

instruction associated with a financial instrument of a second form and a second

instruction associated with the financial instrument of the second form, the second



form being different from the first form. The system also comprises a first processor

configured to establish an association between the first and second instructions

associated with the financial instrument of the first form, and to apply a first set of

pre-settlement rules to the first and second instructions associated with the financial

instrument of the first form. The system additionally comprises a second processor

configured to establish an association between the first and second instructions

associated with the financial instrument of the second form, and to apply a second set

of pre-settlement rules to the first and second instructions associated with the financial

instrument of the second form. In this and in other embodiments, the first processor

and the second processor may be the same processor, or may comprise different

processors.

[0008] The system may further comprise a third processor configured to direct

the first and second instructions associated with the financial instrument of the first

form to the first processor, and direct the first and second instructions associated with

the financial instrument of the second form to the second processor. In one example,

the financial instrument of the first form comprises at least one transaction chosen

from among the group consisting of: a foreign exchange transaction, an NDF

transaction, an FX option transaction, and a derivative transaction. Similarly, the

financial instrument of the second form comprises at least one transaction chosen

from among the group consisting of: an FX transaction, an NDF transaction, an FX

option transaction, and a derivative transaction.

[0009] The first processor may be further configured to accept and validate

the first and second instructions associated with the financial instrument of the first

form, and the second processor may be further configured to accept and validate the

first and second instructions associated with the financial instrument of the second

form. The first processor may also be configured to match the first instruction

associated with the financial instrument of the first form with the second instruction

associated with the financial instrument of the first form. Similarly, the second

processor may be further configured to match the first instruction associated with the

financial instrument of the second form with the second instruction associated with

the financial instrument of the second form. In one example, the participants are

members of a special purpose bank.

[0010] In another embodiment of the invention, a system for facilitating

settlement of payments relating to transactions involving financial instruments among



multiple participants is provided. The system comprises an interface configured to

receive from participants a first instruction associated with an FX transaction and a

second instruction associated with the FX transaction, and to receive from participants

a first instruction associated with an NDF transaction and a second instruction

associated with the NDF transaction. The system further comprises a first processor

configured to establish an association between the first and second instructions

associated with the FX transaction, and to apply a first set of pre-settlement rules to

the first and second instructions associated with the FX transaction. The system also

comprises a second processor configured to establish an association between the first

and second instructions associated with the NDF transaction, and to apply a second

set of pre-settlement rules to the first and second instructions associated with the NDF

transaction.

[0011] In one example, the first set of pre-settlement rules requires

automatically designating the first and second instructions associated with the FX

transaction as settlement eligible after the association between the first and second

instructions associated with the FX transaction is established.

[0012] In this example, the first instruction associated with the NDF

transaction comprises a first non-deliverable forwards opening instruction ("NDF

opening instruction"), and the second instruction associated with the NDF transaction

comprises a second NDF opening instruction. The second set of pre-settlement rules

may require receiving a first valuation instruction comprising first additional

information, receiving a second valuation instruction comprising second additional

information, establishing a first association between the first valuation instruction and

the first NDF opening instruction, and establishing a second association between the

second valuation instruction and the second NDF opening instruction. The second set

of pre-settlement rules may further require generating a settlement instruction based

on information in the first valuation instruction, the first NDF opening instruction, the

second valuation instruction, and the second NDF opening instruction, and submitting

the settlement instruction for settlement. In these examples, instructions may be

received in electronic form.

[0013] In another embodiment of the invention, a system for facilitating

settlement of payments relating to transactions involving financial instruments among

multiple participants is provided. The system comprises an interface configured to

receive from participants a first instruction associated with an FX transaction and a



second instruction associated with the FX transaction. The interface is also

configured to receive from participants a first instruction associated with an FX option

transaction and a second instruction associated with the FX option transaction. The

system further comprises a first processor configured to establish an association

between the first and second instructions associated with the FX transaction, and to

apply a first set of pre-settlement rules to the first and second instructions associated

with the FX transaction. The system also comprises a second processor configured to

establish an association between the first and second instructions associated with the

FX option transaction, and to apply a second set of pre-settlement rules to the first and

second instructions associated with the FX option transaction.

[0014] In another embodiment of the invention, a system to process

instructions relating to financial transactions is provided. The system comprises a

first processor configured to apply a first set of pre-settlement rules to instructions

relating to financial instruments of a first form, and a second processor configured to

apply a second set of pre-settlement rules to instructions relating to financial

instruments of a second form, the second form being different from the first form.

The system further comprises a third processor configured to receive instructions

relating to financial instruments of the first form and instructions relating to financial

instruments of the second form. For each instruction, the third processor determines

whether the instruction relates to a financial instrument of the first form or to a

financial instrument of the second form, and forwards the instruction to the first

processor, if the instruction relates to a financial instrument of the first form, or

forwards the instruction to the second processor, if the instruction relates to a financial

instrument of the second form.

[0015] In another example of an embodiment of the invention, a system to

process instructions relating respectively to different forms of financial instruments is

provided. The system comprises an interface configured to receive instructions

relating to at least two different forms of financial instruments. The system also

comprises a plurality of processors each configured to apply a respective set of pre-

settlement rules to instructions relating to financial instruments of a respective form.

[0016] In another embodiment of the invention, a method to facilitate

settlement of payments relating to transactions involving financial instruments among

multiple participants is provided. The method comprises receiving, by a first

processor, instructions relating to financial instruments of a first form and instructions



relating to financial instruments of a second form different from the first form. For

each instruction, a determination is made, by the first processor, whether the

instruction relates to a financial instrument of the first form or to a financial

instrument of the second form. The method further comprises forwarding the

instruction to a second processor configured to process instructions relating to

financial instrument of the first form, if it is determined that the instruction relates to a

financial instrument of the first form, and forwarding the instruction to a third

processor configured to process instructions relating to financial instrument of the

second form, if it is determined that the instruction relates to a financial instrument of

the second form.

[0017] In accordance with another embodiment of the invention, a method for

facilitating settlement of payments relating to transactions involving financial

instruments among multiple participants is provided. The method comprises

receiving from participants a first instruction associated with a financial instrument of

a first form and a second instruction associated with the financial instrument of the

first form. The method also comprises receiving from participants a first instruction

associated with a financial instrument of a second form and a second instruction

associated with the financial instrument of the second form, the second form being

different from the first form. An association is established, by a first processor,

between the first and second instructions associated with the financial instrument of

the first form, and a first set of pre-settlement rules is applied, by the first processor,

to the first and second instructions associated with the financial instrument of the first

form. An association is established, by a second processor, between the first and

second instructions associated with the financial instrument of the second form, and a

second set of pre-settlement rules is applied, by the second processor, to the first and

second instructions associated with the financial instrument of the second form.

[0018] In another embodiment of the invention, a system to facilitate

settlement of payments relating to transactions involving financial instruments among

multiple participants is provided. The system comprises an interface configured to

receive from participants a first instruction associated with a financial instrument of a

first form and a second instruction associated with the financial instrument of the first

form, the financial instrument of the first form comprising a non-derivative

instrument. The interface is also configured to receive at least one instruction

associated with a derivative transaction. A first processor is configured to establish an



association between the first and second instructions associated with the financial

instrument of the first form, and apply a first set of pre-settlement rules to the first and

second instructions associated with the financial instrument of the first form. A

second processor is configured to apply a second set of pre-settlement rules to the at

least one instruction associated with a derivative transaction.

[0019] In one example, the system also comprises a third processor configured

to direct the first and second instructions associated with the financial instrument of

the first form to the first processor, and direct the at least one instruction associated

with a derivative transaction to the second processor. The at least one instruction

associated with the derivative transaction may be received from a clearing service and

specify information pertaining to positions resulting from instructions between two

parties associated with the clearing service.

[0020] In another example, the second processor may be configured to

generate a pair of additional instructions based on the at least one instruction

associated with a derivative transaction, and match the pair of additional instructions.

The first set of pre-settlement rules may comprise designating the first instruction

associated with the financial instrument of the first form and the second instruction

associated with the financial instrument of the first form as first settlement eligible

instructions, after the first and second instructions have been matched, and submitting

the first settlement eligible instructions for settlement. The second set of pre-

settlement rules may comprise designating the pair of additional instructions as

second settlement eligible instructions, after the pair of additional instructions have

been matched, and submitting the second settlement eligible instructions for

settlement. The system may further comprise a third processor configured to settle

the first settlement eligible instructions and the second settlement eligible instructions.

[0021] In one example, the first set of pre-settlement rules comprises

designating as settlement eligible the first and second instructions associated with the

financial instrument of the first form, and submitting the first and second instructions

associated with the financial instrument of the first form for settlement. In this

example, the second set of pre-settlement rules comprises accepting the at least one

instruction associated with the derivative transaction, and submitting the at least one

instruction associated with the derivative transaction to the first processor.

[0022] In another example, the first processor is further configured to validate

the at least one instruction associated with the derivative transaction, generate a pair



of additional instructions based on the at least one instruction associated with the

derivative transaction, and establish an association between the pair of additional

instructions. The first processor is further configured to designate the pair of

additional instructions as settlement eligible, and submit the pair of additional

instructions for settlement.

[0023] In another embodiment of the invention, a system to facilitate

settlement of payments relating to transactions involving financial instruments among

multiple participants is provided. The system comprises an interface configured to

receive from participants a first instruction associated with a foreign exchange

transaction and a second instruction associated with the foreign exchange transaction,

and receive at least one instruction associated with a derivative transaction. A first

processor is configured to establish an association between the first and second

instructions associated with the foreign exchange transaction, and apply a set of pre-

settlement rules to the first and second instructions associated with the foreign

exchange transaction. A second processor is configured to accept the at least one

instruction associated with the derivative transaction, and submit the at least one

instruction associated with the derivative transaction to the first processor. The first

processor is further configured to validate the at least one instruction associated with

the derivative transaction, generate a pair of additional instructions based on the at

least one instruction associated with the derivative transaction, establish an

association between the pair of additional instructions, designate the pair of additional

instructions as settlement eligible, and submit the pair of additional instructions for

settlement.

[0024] In another embodiment of the invention, an apparatus to facilitate

settlement of payments relating to transactions involving financial instruments among

multiple participants is provided. The apparatus comprises means for receiving from

participants a first instruction associated with a financial instrument of a first form

and a second instruction associated with the financial instrument of the first form, the

financial instrument of the first form comprising a non-derivative instrument, means

for receiving at least one instruction associated with a derivative transaction, means

for establishing an association between the first and second instructions associated

with the financial instrument of the first form, means for applying a first set of pre-

settlement rules to the first and second instructions associated with the financial



instrument of the first form, and means for applying a second set of pre-settlement

rules to the at least one instruction associated with a derivative transaction.

[0025] In another embodiment of the invention, a method to facilitate

settlement of payments relating to transactions involving financial instruments among

multiple participants is provided. A first instruction associated with a financial

instrument of a first form and a second instruction associated with the financial

instrument of the first form are received from participants, the financial instrument of

the first form comprising a non-derivative instrument, and at least one instruction

associated with a derivative transaction are received. An association is established

between the first and second instructions associated with the financial instrument of

the first form, and a first set of pre-settlement rules is applied to the first and second

instructions associated with the financial instrument of the first form. A second set of

pre-settlement rules is applied to the at least one instruction associated with a

derivative transaction.

[0026] In one example, the at least one instruction associated with the

derivative transaction specifies information pertaining to positions resulting from

instructions between two parties associated with the clearing service. The method

may further comprise receiving the at least one instruction associated with the

derivative transaction from a clearing service.

[0027] In another embodiment of the invention, a method to facilitate

settlement of payments relating to transactions involving financial instruments among

multiple participants is provided. A first instruction associated with a foreign

exchange transaction and a second instruction associated with the foreign exchange

transaction are received from participants, and at least one instruction associated with

a derivative transaction is received. An association is established between the first

and second instructions associated with the foreign exchange transaction, by a first

processor, and a set of pre-settlement rules is applied to the first and second

instructions associated with the foreign exchange transaction. The at least one

instruction associated with the derivative transaction is accepted, by a second

processor, and the at least one instruction associated with the derivative transaction is

submitted to the first processor. The second processor validates the at least one

instruction associated with the derivative transaction, generates a pair of additional

instructions based on the at least one instruction associated with the derivative

transaction, and establishes an association between the pair of additional instructions.



The pair of additional instructions is designated as settlement eligible, and submitted

for settlement.

Brief Description of the Drawings

[0028] These and other features and advantages of the invention will be

apparent to those skilled in the art from the following detailed description of preferred

embodiments, taken together with the accompanying drawings, in which:

[0029] FIG. 1 is a block diagram of an example of a system that may be used

to process instructions relating to various financial instruments, in accordance with an

embodiment of the invention;

[0030] FIG. 2 is a block diagram of an example components of an instruction

processing system, in accordance with an embodiment of the invention;

[0031] Fig. 3 is a flowchart of an example of a method to identify a payment

instruction and forward the payment instruction to an appropriate processor, in

accordance with an embodiment of the invention;

[0032] FIG. 4 is a flowchart of an example of a method to process an FX

instruction, in accordance with an embodiment of the invention;

[0033] FIG. 5 is a flowchart of an example of a method to process an NDF

instruction, in accordance with an embodiment of the invention;

[0034] FIG. 6 is a flowchart of an example of a method to process a FX option

instruction, in accordance with an embodiment of the invention;

[0035] FIG. 7 is a schematic representation of an example of a system for

processing payment instructions relating to various types of financial transactions, in

accordance with an embodiment of the invention;

[0036] FIG. 8 includes a block diagram of an instruction processing system,

and shows the flow of information among members, a clearing service, and the

instruction processing system, in accordance with the embodiment of Fig. 7; and

[0037] Figs. 9 and 10 are flowcharts of an example of a method to process

derivative settlement instructions, in accordance with the embodiment of Figs. 7 and

8.

Detailed Description of the Preferred Embodiments

[0038] In accordance with an example of an embodiment of the invention, an

instruction processing system is used by an organization comprising a financial

institution and a plurality of participants, or members, under which the financial

institution provides a continuous linked settlement service to the participants. In this



example, a participant comprises a person or entity that maintains at least one account

with the financial institution and submits payment instructions to the instruction

processing system for processing and settlement.

[0039] In one example, the organization may comprise a managing entity,

such as a bank, which operates and manages the instruction processing system. The

managing entity comprises a plurality of members which maintain accounts therewith.

After a transaction involving a respective form of financial instrument has been

entered into by members of the organization, payment instructions relating to

settlement of payment entitlements and/or obligations arising from the transaction are

submitted by the members to an instruction processing system. A payment instruction

may also be submitted by a member after a transaction has been entered into by a

customer of the member. The form of a financial instrument, and payment

instructions relating thereto, vary as a function of the underlying transaction. The

instruction processing system receives the payment instructions from the members,

and processes the payment instructions to facilitate settlement of the respective

payment entitlements and/or obligations.

[0040] The instruction processing system comprises multiple modules each

capable of processing payment instructions relating to financial instruments of a

respective form, or type In one example, the instruction processing system comprises

a module configured to process payment instructions relating to foreign exchange

transactions ("FX transactions"), a module configured to process payment instructions

relating to non-deliverable forward transactions ("NDF transactions") and a module

configured to process payment instructions relating to foreign exchange option

transactions ("FX option transactions"). In another example, the instruction

processing system additionally comprises a module configured to process payment

instructions relating to derivative transactions. In this example, members submit

information pertaining to a derivative transaction to a clearing service, which

processes the information and generates one or more instructions ("derivative

settlement instructions") comprising selected information relating to the derivative

transaction. The derivative settlement instruction is transmitted to the instruction

processing system, where it is processed for settlement. In other examples, modules

configured to process payment instructions relating to other types of transactions may

be included, as well. Each module applies a set of pre-settlement rules appropriate to

the type of payment instructions it processes.



[0041] Each member maintains at least one account with the managing entity.

After a payment instruction is received and processed by the instruction processing

system, payment entitlements and/or obligations arising from the settlement of the

payment instruction are paid-in to, or paid-out from, as appropriate, the member's

account with the managing entity, regardless of the form of the associated financial

instrument. In one example, a member's payment entitlements and obligations are

respectively paid-in to, and paid-out from, the same account.

[0042] FX transactions, NDF transactions, FX option transactions, and

derivative transactions are well known and conducted regularly in global financial

markets. An "FX transaction" may comprise a single deliverable foreign exchange

spot or forward transaction, a single leg of a deliverable foreign exchange swap

transaction, or any similar single deliverable foreign exchange transaction. Under the

terms of an NDF transaction, two parties agree to "net cash settle" a forward FX

transaction. The profit or loss is calculated by taking the difference between (i) the

agreed upon exchange rate and (ii) the prevailing spot rate on the NDF valuation date,

for an agreed upon notional amount of two currencies. On an agreed upon settlement

date, one party with the "loss" makes a payment of the difference to the other party.

Under the terms of an FX option transaction, two parties agree that one of the parties

has the right, but not the obligation, to buy or sell one currency for another currency at

a specified price (the "strike price"). The buyer of the FX option pays to the seller of

the FX option a premium and, upon payment of the premium, the buyer has no further

obligation with respect to the contract, but has the right to exchange the two

currencies with the seller at the agreed strike price. A derivative is, generally, a

financial instrument whose value depends upon the value of an underlying instrument

or asset, which may comprise, for example, a commodity, bond, equity or currency.

[0043] Fig. 1 is a schematic representation of an example of a system 50 for

processing payment instructions relating to various types of financial transactions, in

accordance with an embodiment of the invention. The system 50 comprises an

instruction processing system 100, one or more members A, B, C, etc, a network 108,

and a managing entity 190.

[0044] In the example of Fig. 1, the members A, B, C, etc., submit payment

instructions to the instruction processing system 100 via the network 108. As

mentioned above, the instruction processing system 100 is capable of handling

payment instructions relating to a variety of different types of financial instruments



including foreign exchange payment instructions ("FX instructions"), non-deliverable

forward payment instructions ("NDF instructions"), foreign exchange option payment

instructions (FX option instructions"), and derivative settlement instructions, for

example. Accordingly, when a payment instruction to settle payment entitlements

and/or obligations arising from a transaction is received from a member, the

instruction processing system 100 identifies the form of the financial instrument the

payment instruction relates to, and accepts, validates and attempts to match the

payment instruction with another payment instruction relating to the same underlying

transaction. For example, the instruction processing system 100 may receive a

payment instruction relating to an FX option transaction entered into between two

members. In response, the instruction processing system 100 identifies the payment

instruction as an FX option instruction, and accepts, validates and attempts to match

the payment instruction with another payment instruction relating to the same FX

option transaction. The instruction processing system 100 also processes the payment

instruction in a manner determined by its type. After a payment instruction is

identified, matched with another payment instruction and processed appropriately, it

may be designated as "settlement eligible." Alternatively, a new settlement eligible

instruction may be generated based, at least in part, on the original payment

instruction submitted by the member. Settlement eligible instructions are

subsequently settled by the managing entity 190. It should be noted that in other

examples, payment instructions submitted by non-member entities may also be

received, processed and settled by the instruction processing system 100.

[0045] In one example, the contents and/or format of a payment instruction

must satisfy criteria established by the managing entity 190 and/or the members. In

another example, the contents and/or format of a payment instruction may conform to

guidelines or requirements established by an interbank messaging system provider

such as the Society for Worldwide Inter-bank Financial Telecommunications

("S.W.I.F.T."). In yet another example, the contents and/or format of a payment

instruction may be required to conform both to criteria established by the managing

entity 190 and to guidelines or requirements established by an interbank messaging

system provider. A payment instruction may comprise an identifier or code, referred

to herein as a "product code," indicating the form of financial instrument to which the

payment instruction relates (FX transaction, NDF transaction, FX option transaction,

or derivative transaction, for example).



[0046] Additional information in a payment instruction is included as a

function of the form of the financial instrument to which the payment instruction

relates. For example, an FX instruction may be required to include (without

limitation) information identifying: (i) the member submitting the FX instruction and

the other member that is expected to submit a payment instruction with respect to the

same transaction; (ii) the exchange rate and amounts and identities of currencies to be

delivered and received pursuant to the FX instruction; (iii) the date on which the FX

instruction is scheduled for settlement (the "settlement date"); (iv) identifiers/codes

associated with the two counterparties to the underlying transaction, etc. It is to be

understood that this list is exemplary only. In other examples, an FX instruction may

be required to include information different from those items described in this

paragraph.

[0047] An NDF instruction may be required to include (without limitation)

information identifying: (i) the member submitting the NDF instruction and the other

member that is expected to submit a payment instruction with respect to the same

transaction; (ii) identifiers/codes associated with the two counterparties to the

underlying transaction; (iii) the agreed-upon currency exchange (forward) rate used in

the underlying NDF transaction; (iv) the notional amounts and identities of the two

currencies used in the two notional foreign exchange transactions underlying the NDF

transaction; (v) the agreed-upon valuation date; (vi) the settlement date, etc. It is to be

understood that this list is exemplary only. In other examples, an NDF instruction

may be required to include information different from those items described in this

paragraph.

[0048] An FX option instruction may be required to include (without

limitation) information identifying: (i) the member submitting the FX option

instruction and the other member that is expected to submit a payment instruction

with respect to the same transaction; (ii) identifiers/codes associated with the two

counterparties to the underlying transaction; (iii) the amount and identity of the option

premium currency to be paid or received; (iv) the option type; (v) the date and time at

which the rights defined by the relevant FX option transaction expire; (vi) the

settlement date, etc. It is to be understood that this list is exemplary only. In other

examples, an FX option instruction may be required to include information different

from those items described in this paragraph.



[0049] A derivative settlement instruction may include information

identifying: (i) the party submitting the derivative settlement instruction and the other

party involved in the underlying transaction; (ii) the associated member(s), if not the

same as the submitting parties; (iii) identifiers/codes associated with the two

counterparties to the underlying transaction; (iv) the settlement date; (v) the currency

and the amount of the payment obligation and entitlement; and/or (vi) a unique

identifier indicating the type of derivative contract to which the payment instruction

pertains, for example. This unique identifier may be in addition to, or part of, the

product code, discussed above. For example, the derivative settlement instruction

may pertain to a credit derivative, interest rate swap, equity derivative, or other type

of derivative contract. A derivative settlement instruction may additionally include a

unique bilateral net identifier allowing submitting members to reference the derivative

settlement instruction to a corresponding communication submitted to a clearing

service (described in further detail below).

[0050] As mentioned above, when a payment instruction is received, the

instruction processing system 100 accepts, validates and attempts to match the

payment instruction. In some cases, the instruction processing system may generate,

based on the received instruction, one or more additional instructions having a more

suitable format, and validate and match the additional instructions instead of the

received instruction. Acceptance of a payment instruction includes authentication of

the payment instruction and an edit check. In one example, a payment instruction

must satisfy authentication procedures established by the managing entity 190 and/or

the members.

[0051] In the example of Fig. 1, a unique identifier may be allocated to each

payment instruction after the payment instruction is accepted. In one example, the

identifier may include the date on which the payment instruction was received by the

instruction processing system 100, and a sequence number which is reset to zero at

the start of each day. The identifier is subsequently used by components of the

instruction processing system 100 to keep track of various payment instructions as

they are processed.

[0052] To validate a payment instruction, the instruction processing system

100 may automatically check to ensure that the received payment instruction has not

been processed already. The content of the payment instruction may also be

examined to verify certain criteria, including, for example, that members referenced in



the payment instruction are currently authorized to submit payment instructions, that

currencies referenced in the payment instruction are currently eligible for processing

and appropriate for the type of transaction, that the settlement currencies specified in

the payment instruction are eligible for payment on the settlement date, that the

payment instruction was submitted within applicable time constraints, etc. The

payment instruction may also be also verified against one or more regulatory "filter"

requirements" to determine the payment instruction's compliance with applicable

laws. A regulatory filter may identify payment instructions that may be prohibited

from settlement or require blocking or notifications to the relevant authorities due to

economic sanctions legislation, regulations or executive order, for example.

[0053] Matching of a payment instruction is performed in accordance with a

set of criteria, defined by the pre-settlement rules, that are specific to the payment

instruction's type. Criteria specific to each payment instruction type allow

information in a payment instruction to be matched with information in a

corresponding payment instruction of the same type. For example, a payment

instruction may be matched with another payment instruction of the same type by

identifying (i) a match, in accordance with specified criteria, of a text field in the

payment instruction with a corresponding text field, or different, text field in another

payment instruction; (ii) a match, in accordance with specified criteria, of an amount

in a specified field in the payment instruction with an amount in a corresponding, or

different, field, in another payment instruction; (iii) a match of an amount specified in

a field of the payment instruction with an amount within a specified tolerance in a

corresponding, or different, field in another payment instruction; and/or (iv) a match,

in accordance with specified criteria, of a date specified in a field of the payment

instruction with a date in a corresponding, or different, field of another payment

instruction. The specified criteria may require matching of two fields, such as two

text fields, by an exact match of values in the two fields; alternatively, other criteria

may be used to determine a match. Matching of a payment instruction may also be

performed based on identifiers/code of the member submitting a payment instruction

and the identifier/code of the transaction counterparty, as specified in a payment

instruction. Matching may be performed based on other information in the payment

instruction, as well.

[0054] In one example, the system 50 of Fig. 1 is supported by a software

framework including a gateway server (not shown), enabling each member to submit



payment instructions via a respective member site accessible via the network 108. In

one example, the network 108 comprises a highly secure Internet Protocol-based

interactive communication network, using either a store and forward message service

or an IP packet service without guaranteed delivery, in which case acknowledgement

is handled at the application level. An example of such a network is the S.W.I.F.T

network, maintained by S.W.I.F.T. This global communications network for financial

institutions is a proprietary value added network which provides both the FIN store-

and-forward messaging service and the Interact IP packet service. The FIN service

uses defined message format standards. The International Standards Organization

(ISO) recognizes S.W.I.F.T. as the organization responsible for the promulgation and

maintenance of these message standards within the global banking industry. Both the

FIN and Interact services provide a high level of security. Participation is limited to

specified users, which may include the managing entity 190 and the members A, B, C,

for example.

[0055] In other examples, the network 108 may comprise one or more of a

number of different types of networks, such as, for example, an intranet, a local area

network (LAN), a wide area network (WAN), an internet, a Fibre Channel-based

storage area network (SAN) or an Ethernet. The network 108 may also comprise a

combination of different types of networks.

The Managing Entity

[0056] In one example, the managing entity 190 comprises a special purpose

bank that provides a continuous linked settlement service for payment instructions

relating to underlying transactions. The managing entity 190 uses central bank funds

to settle payment instructions in real time. The managing entity 190 links to the Real

Time Gross Settlement systems operated by central banks in selected nations

throughout the world. In this example, the managing entity 190 is supervised by a

government regulatory authority such as the U.S. Federal Reserve.

[0057] In this example, the managing entity 190 maintains and controls the

instruction processing system 100. In the case of an underlying FX transaction, the

managing entity 190 simultaneously settles the two payment instructions relating to

the FX transaction, thereby eliminating the risk that one payment could be made and

the corresponding payment not received. In the case of an underlying NDF



transaction or FX option transaction, the managing entity 190 settles a single payment

instruction relating to the underlying NDF transaction or FX option transaction.

[0058] In this example, customers of the managing entity 190 may join the

managing entity 190 as a member. Accordingly, each of the members A, B, C, etc.

may have at least one account with the managing entity 190, as shown in Fig. 1.

Typically, a member maintains at least one multi-currency account with the managing

entity 190, which enables the member to make "pay-ins" of funds and receive "pay

outs" of funds in various currencies through a single account. A member's payment

entitlements and obligations arising from the settlement of payment instructions may

be paid-in to, and paid-out from, the member's multi-currency account, for example.

It should be noted that pay-ins and pay-outs may be completed through a member's

account regardless of any timing issues arising from or otherwise relating to a

particular financial instrument. The managing entity 190 typically settles a payment

instruction designated as settlement eligible no earlier than its settlement date

specified in the payment instruction. Payment instructions are settled when the

managing entity 190 debits and credits the relevant members' accounts for the

amounts involved. While these debits and credits occur throughout the settlement

process, settlement members (i) fund pay-ins on a net basis by various specified times

and (ii) receive pay-outs in accordance with a pay-out algorithm established by the

managing entity 190. A "pay-in" comprises a payment made by a member to the

managing entity 190, related to the settlement of one or more payment instructions

involving the respective member, in accordance with rules established by the

managing entity 190. A "pay-out" comprises a payment made by the managing entity

190 to a member, related to the settlement of one or more payment instructions

involving the respective member, in accordance with rules established by the

managing entity 190. As mentioned above, payment entitlements and/or obligations

arising from the settlement of a payment instruction are paid-in to, or paid-out from,

as appropriate, the member's account with the managing entity, regardless of the form

of the associated financial instrument

[0059] It should be understood that the managing entity 190 may comprise

institutions or organizations different from those described above. The managing

entity may comprise one or more non-financial institutions, for example.



The Members

[0060] In one example, membership in the organization is offered to

qualifying financial institutions. Applicants for membership must satisfy certain

requirements established by the managing entity 190 and/or the members.

Membership requirements may include, for example, a requirement that a member be

a bank or other approved financial institution, requirements that members maintain

capital equal to or in excess of stated capital and capital ratio requirements, etc. It

should be understood that the requirements described here are exemplary only. In

alternative examples, other requirements may apply to membership as determined by

the managing entity 190 and/or the members.

[0061] In one example, the members A, B, C, etc., generate and transmit

payment instructions to the instruction processing system 100 via the network 108. In

this example, payment instructions are submitted in electronic form. For example, an

employee of a respective member may use a computer (not shown), such as a personal

computer (PC), connected to a server computer maintained by the member, to submit

a payment instruction. The server computer may comprise, for example, a Hewlett-

Packard Proliant DL 140 running the Windows 2000 Server operating system. With

input from the employee, a payment instruction may be generated by an appropriate

software application residing on the server computer. In one example, a payment

instruction may be transmitted as an XML message delivered by a messaging system

such as IBM WebSphere MQ. Payment instructions may be generated and submitted

in other ways, as well. A payment instruction typically includes multiple items of

information in accordance with a predetermined format.

Eligible Currencies

[0062] In the example of Fig. 1, the instruction processing system 100 only

processes payment instructions relating to transactions involving selected currencies

("eligible currencies"). In this example, the managing entity 190 and/or the members

determine which currencies are eligible for settlement.



Instruction Processing System

[0063] Fig. 2 is a block diagram of an example of components of the

instruction processing system 100, in accordance with an embodiment of the

invention. The instruction processing system 100 comprises a controller 104, an

interface 102, a memory 106, an instruction manager 165, and a settlement engine

175.

[0064] The controller 104 orchestrates the activities of the various

components of the instruction processing system 100. In one example, the controller

104 comprises a central processing unit ("CPU") controlled by software.

Alternatively, or in addition, the controller 104 may comprise specialized circuitry.

[0065] The interface 102 provides a communication gateway through which

data may be exchanged between the controller 104 and the network 108. The

interface 102 may comprise any one or more of a number of different mechanisms,

including, without limitation, one or more SCSI cards, enterprise systems connection

cards, fiber channel interfaces, modems, network interfaces, and/or a network hub.

[0066] The memory 106 is used by the controller 104, and by other

components of the instruction processing system 100, to store data. In the example of

Fig. 2, the memory 106 may comprise one or more disk drives, for example, and/or

may comprise random-access memory (RAM). In alternative examples, the memory

106 may comprise any type of device capable of storing data files, including, without

limitation, one or more magnetic tape drives, optical disks, etc.

[0067] The instruction processing system 100 also comprises a plurality of

modules configured to process various respective types of payment instructions. In

this example, the instruction processing system 100 comprises a foreign exchange

instructions module ("FX module") 110, a non-deliverable forwards module ("NDF

module") 120, and a foreign exchange option module ("FX option module") 130.

Each module 110, 120, 130 comprises a processor configured to process payment

instructions relating to a respective form of financial instrument. For example, the FX

module 110 comprises a processor capable of processing FX instructions. Similarly,

the NDF module 120 comprises a processor capable of processing NDF instructions,

and the FX option module 130 comprises a processor capable of processing FX option

instructions. In this example, each of the modules 110, 120, 130 comprises software

and/or circuitry, and modules 110, 120, and 130 all reside and operate on a single



computer system. In other examples, each of the modules 110, 120, 130 comprises

software and/or circuitry and resides and operates on a separate, respective computer

system. It should be noted that additional modules may be added to process other

types of payment instructions.

[0068] It should also be understood that while in this example, the FX module

110, the NDF module 120 and the FX option module 130 are shown, in other

examples the instruction processing system 100 may include any number of different

types of modules. In addition, it should be understood that various functions

performed by the modules 110, 120, 130, as well as the instruction manager 165 and

the settlement engine 175, may be combined or distributed in other arrangements. For

example, in another example, the functions of the NDF module 120 and the FX option

module 130 may be combined into a single module. Also, the instruction processing

system 100 may comprise multiple modules configured to process payment

instructions relating to one type of transaction. For example, the instruction

processing system 100 may comprise two modules that are configured to process

NDF instructions, and two modules that are configured to process FX option

instructions.

[0069] In one example, the instruction processing system 100 comprises one

or more computers, and one or more software applications. Components of the

instruction processing system 100 may reside and operate on a large multiprocessor

computer system, such as an IBM pSeries computer running AIX. Components of the

instruction processing system 100 may alternatively reside and operate on a computer

system operating another version of the UNIX operating system, or on a computer

system running other operating systems.

[0070] In one example, components of the instruction processing system 100

comprise software implemented using the C programming language and middleware,

such as the IBM Continuous Toolkit System. In this example, data generated by, and

used by, various components within the instruction processing system 100 are stored

in one or more relational databases maintained by a relational database system, such

as the IBM DB2 system. Alternatively, the instruction processing system 100 may be

implemented entirely as hardware, such as one or more microprocessors or

specialized circuitry, or as various other combinations of software and hardware.



Instruction Manager

[0071] The instruction manager 165 receives payment instructions, examines

each respective payment instruction to determine the form of the relevant financial

instrument to which the payment instruction relates, and forwards the payment

instruction to the appropriate module 110, 120, 130, etc. The instruction manager 165

may comprise software, for example. Alternatively, the instruction manager 165 may

comprise hardware, such as one or more microprocessors, specialized circuitry, or a

combination of software and hardware.

[0072] Fig. 3 is a flowchart of an example of a method to identify a payment

instruction and forward the payment instruction to an appropriate processor. At step

810, a payment instruction is received. In the example of Fig. 1, when a member,

such as member A, B, C, etc., submits a payment instruction concerning a respective

transaction, the member transmits the payment instruction via the network 108 to the

instruction processing system 100. The payment instruction may relate to an FX

transaction, an NDF transaction, an FX option transaction, etc. The interface 102

receives the payment instruction and forwards it to the instruction manager 165.

[0073] At step 820, the form of financial instrument to which the payment

instruction relates is determined. In one example, the instruction manager 165

examines an indicator in the payment instruction, which may comprise a code, for

example, that identifies the relevant form of financial instrument, i.e., whether the

payment instruction relates to an FX transaction, an NDF transaction, an FX option

transaction, etc. Alternatively, the instruction manager 165 may determine the

relevant form of financial instrument based on the format and/or contents of the

payment instruction. At step 830, a processor configured to process the payment

instruction is identified, based on the form of the relevant financial instrument. Thus,

if the payment instruction is determined to be an FX instruction, the instruction

manager 165 identifies the FX module 110. If the payment instruction is determined

to be an NDF instruction, the instruction manager 165 identifies the NDF module 120.

If the payment instruction is determined to be an FX option instruction, the instruction

manager 165 identifies the FX option module 130. At step 840, the payment

instruction is forwarded to the identified processor.



FX Module

[0074] When the instruction manager 165 receives a payment instruction from

a member relating to an underlying deliverable FX transaction, the instruction

manager 165 identifies it as an FX instruction and forwards the FX instruction to the

FX module 110. The FX module 110 receives and processes FX instructions, and

transmits settlement eligible instructions to the settlement engine 175. The FX

module 110 may include software, specialized circuitry, or a combination of hardware

and software, as discussed above.

Processing of FX Instructions

[0075] Fig. 4 is a flowchart of an example of a method to process FX

instructions, in accordance with an embodiment of the invention. At step 210, the FX

module 110 receives an FX instruction submitted by a member. At step 220, the FX

module 110 accepts the FX instruction. The acceptance procedure is discussed above.

[0076] At step 230, the FX module 110 validates the FX instruction. The

validation procedure is discussed above. FX instructions that are not successfully

validated may be rejected or marked as invalid.

[0077] The FX module 110 attempts to establish an association between the

FX instruction and a second FX instruction. In the illustrative example, at step 240,

the FX module 110 attempts to "match" the FX instruction with a corresponding FX

instruction relating to the same underlying FX transaction. Two corresponding FX

instructions must be submitted by the members prior to either instruction becoming

eligible for settlement. Thus, the instruction matching process attempts to compare

one FX instruction with another FX instruction that relates to the same underlying

transaction by matching certain information (including submitting member

information, settlement date, currency codes and respective amounts bought and sold,

for example).

[0078] For example, supposing member A is selling one million US Dollars to

and buying X UK Pound Sterling from member B, and member B is buying one

million US Dollars from and selling X UK Pound Sterling to member A, each may

submit a respective FX instruction to the instruction processing system 100. Each of

the FX instructions is identified by the instruction manager 165 as an FX instruction



and forwarded to the FX module 110. The FX module 110 accepts and validates each

of the FX instructions, and then matches them based on information contained in the

two FX instructions.

[0079] After the FX instruction is matched, at step 250 the FX module 110

applies a set of pre-settlement rules to the FX instruction. In the illustrative example,

the FX module 110 automatically designates the FX instruction as a settlement

eligible specifying a payment entitlement and obligation (buy and sell currency

amounts). The settlement eligible instruction is transmitted to the settlement engine

175 (step 270) for settlement. Alternatively, a "new" settlement eligible instruction

may be generated based on the FX instruction and transmitted to the settlement engine

175.

[0080] In this example, upon completion of each of the steps 210-270

specified in Fig. 4, the FX module 110 transmits a confirmation message to the

member that submitted the FX instruction. The confirmation message updates the

member as to the status of the FX instruction. Alternatively, a confirmation message

may be transmitted upon the completion of any one or more of the steps outlined in

Fig. 4 .

NDF Module

[0081] When the instruction processing system 100 receives a payment

instruction from a member relating to an underlying NDF transaction, the instruction

manager 165 identifies it as an NDF instruction and forwards the NDF instruction to

the NDF module 120. The NDF module 120 receives and processes NDF

instructions, and generates settlement eligible instructions, which are transmitted to

the settlement engine 175. The NDF module 120 may also comprise software,

specialized circuitry, or a combination of hardware and software.

Processing of NDF Instructions

[0082] Fig. 5 is a flowchart of an example of a method to process NDF

instructions, in accordance with an embodiment of the invention. The NDF module

110 at step 410 receives an NDF instruction (the "first NDF opening instruction") and

processes it in a manner similar to the manner in which FX instructions 'are processed.

Accordingly, NDF module 120 accepts (step 420) and validates (step 425) the first



NDF opening instruction. The NDF module 120 also attempts to establish an

association between the first NDF opening instruction and another NDF opening

instruction, by matching the first NDF opening instruction with a second NDF

opening instruction received from another member, at step 430.

[0083] After the first NDF opening instruction is matched, the NDF module

120 applies a set of pre-settlement rules to the first NDF opening instruction. In this

example, an NDF opening instruction is not eligible for settlement until it is updated

to include information received from a member regarding the valuation of the

underlying NDF transaction. Such information may be submitted by a member in an

additional instruction (an "NDF valuation instruction"). Thus, on or after the date the

instruction processing system 100 received the first NDF opening instruction, the

instruction processing system 100 receives a first NDF valuation instruction

containing updating information pertaining to the first NDF opening instruction, at

step 470. The instruction manager 165 analyzes the first NDF valuation instruction

and forwards it to the NDF module 120. At step 470, the NDF module 120 receives

the first NDF valuation instruction, and uses the first NDF valuation instruction to

update the first NDF opening instruction (step 475). Similarly, a second NDF

valuation instruction containing updating information pertaining to the second NDF

opening instruction is received (step 478), and used to update the second NDF

opening instruction (step 479). Alternatively, an NDF valuation instruction may be

submitted and received prior to the receipt of the associated NDF opening instruction.

[0084] If the first and second NDF opening instructions remain matched after

they have been updated by the first and second NDF valuation instructions, the NDF

module 120 calculates an NDF settlement amount (in the appropriate currency) due

from one member to another member in connection with the underlying NDF

transaction, at step 485. At step 490, the NDF module 120 generates a settlement

eligible instruction specifying a payment entitlement or obligation (the NDF

settlement amount), based on the first and second NDF opening instructions and the

first and second NDF valuation instructions. The calculated NDF settlement amount

specified in the settlement eligible instruction represents the amount that must be paid

by one member to another member on the settlement date specified in the instructions.

The settlement eligible instruction is transmitted to the settlement engine 175 for

settlement, at step 495.



[0085] In an alternative example, after the settlement amount is calculated

(step 485), a pair of payment instructions is generated in a format suitable for

processing by the FX module 110, based on the updated first NDF opening instruction

and the updated second NDF opening instruction. In this example, the pair of

payment instructions includes one "real" instruction containing information pertinent

to the underlying financial instrument, including (i) an amount of a specified currency

to be settled (for example, to be delivered), and (ii) zero units of a fictitious currency

to be settled (for example, to be received). The pair of payment instructions also

includes one associated "dummy" instruction that corresponds to the real instruction

and contains information pertinent to the underlying financial instrument, including

(i) an amount of a specified currency to be settled (for example, to be received), and

(ii) zero units of a fictitious currency to be settled (for example, to be delivered). The

"real" instruction and the "dummy" instruction are transmitted to the FX module 110

and processed and settled in the same manner as FX instructions, in accordance with

the method shown in Fig. 4 .

[0086] In this example, upon completion of each of the steps 410-495

specified in Fig. 5, the NDF module 120 transmits a confirmation message to the

member that submitted the NDF instruction. The confirmation message updates the

member as to the status of the NDF instruction. Alternatively, a confirmation

message may be transmitted upon the completion of any one or more of the steps

outlined in Fig. 5.

FX Option Module

[0087] When the instruction processing system 100 receives a payment

instruction from a member relating to an underlying FX option transaction, the

instruction manager 165 identifies it as an FX option instruction and forwards the FX

option instruction to the FX option module 130. The FX option module 130 receives

and processes FX option instructions, and generates settlement eligible instructions,

which are transmitted to the settlement engine 175. The FX option module 130 may

also comprise specialized hardware, software, or a combination of hardware and

software.



Processing of FX option Instructions

[0088] Fig. 6 is a flowchart of an example of a method to process an FX

option instruction, in accordance with an embodiment of the invention. At step 510,

the FX option module 130 receives an FX option instruction and processes it in a

manner similar to the manner in which FX instructions are processed. Accordingly,

the FX option module 130 accepts the FX option instruction (step 520), validates the

FX option instruction (step 530), and attempts to establish an association between the

FX option instruction and another FX option instruction, by matching the FX option

instruction with another FX option instruction received from another member (step

540).

[0089] Once the FX option instruction has been matched with another FX

option instruction received from another member, the FX option module 130 applies a

set of pre-settlement rules to the FX option instruction. In the illustrative example,

the FX option module 130 at step 565 generates a settlement eligible instruction based

on the matched FX option instruction and specifying a payment entitlement or

obligation (option premium amount). The option premium amount specified in the

settlement eligible instruction represents the option premium amount and currency

that must be paid by one member to another member on the settlement date for the

option premium payment. At step 570 the settlement eligible instruction is submitted

for settlement to the settlement engine 175.

[0090] In an alternative example, after the FX option instruction is matched

with another FX option instruction received from another member (step 540), a pair of

payment instructions is generated in a format suitable for processing by the FX

module 110, based on the two matched FX option instructions. In this example, the

pair of payment instructions includes one "real" instruction containing information

pertinent to the underlying financial instrument, including (i) an amount of a specified

currency to be settled (for example, to be delivered), and (ii) zero units of a fictitious

currency to be settled (for example, to be received). The pair of payment instructions

also includes one associated "dummy" instruction that corresponds to the real

instruction and contains information pertinent to the underlying financial instrument,

including (i) an amount of a specified currency to be settled (for example, to be

received), and (ii) zero units of a fictitious currency to be settled (for example, to be

delivered). The "real" instruction and the "dummy" instruction are transmitted to the



FX module 110 and processed and settled in the same manner as FX instructions, in

accordance with the method shown in Fig. 4.

[0091] In this example, upon completion of each of the steps 510-570

specified in Fig. 6, the FX option module 130 transmits a confirmation message to the

member that submitted the FX option instruction. The confirmation message updates

the member as to the status of the FX option instruction. Alternatively, a

confirmation message may be transmitted upon the completion of any one or more of

the steps outlined in Fig. 6.

Settlement Engine

[0092] The settlement engine 175 receives settlement eligible instructions

from the FX module 110, the NDF module 120, and the FX option module 130, and

stores the various instructions. The settlement engine 175 facilitates the settlement of

instructions by the managing entity 190. The settlement engine 175 may comprise

software, hardware, or a combination of software and hardware.

[0093] It should be noted that in alternative examples, the functions of the

settlement engine 175 may be performed by two or more separate processors. For

example, in one alternative, FX instructions are settled via a first processor, NDF

instructions are settled via a second processor, and FX option instructions are settled

via a third processor.

[0094] The settlement engine 175 maintains a settlement processing queue.

All instructions classified as settlement eligible prior to a predetermined time on the

settlement date specified in the instruction are placed in the settlement processing

queue. In one example, settlement eligible instructions are placed into the settlement

processing queue in pairs. Settlement eligible instructions (including any pairs) may

be placed in the queue in random order. In this example, other types of instructions,

including same-day instructions, are placed in the settlement processing queue in

sequential order immediately following the settlement eligible instructions that have

been placed in the queue that day. For purposes of this document, the term

"settlement member" means a member whose account with the managing entity 190 is

used to settle instructions.

[0095] On a given day, the managing entity 190 examines the settlement

eligible instructions placed in the settlement processing queue. After calculating the

net projected position of each settlement member in each eligible currency, given the



settlement instructions due to settle that day, the managing entity 190 issues initial

pay-in schedules ("PIS"). The PIS is issued at a first predetermined time (Midnight

00:00 CET, for example). The PIS specifies the minimum amount of each currency

which the settlement member must pay and the times by which the payment must be

made.

[0096] At a second predetermined time (06:30 CET, for example), the

managing entity 190 issues revised pay-in schedules, which supercede the PIS and

reflect changes that result from submission of additional settlement instructions, such

as "same-day instructions" (including, for example, instructions relating to the

matching of previously unmatched instructions).

[0097] At a third predetermined time, the settlement processing begins. The

settlement process includes three processes. First, the managing entity 190 credits the

relevant settlement member's account for each confirmed pay-in made by the

respective member. Second, the managing entity 190 evaluates each pair of

settlement eligible instructions, in the order in which they appear in the settlement

processing queue, to confirm that the accounts of the relevant settlement members

satisfy selected criteria. Such criteria may include requirements concerning the

settlement members' account balances, the currencies in which the settlement

members have short balances, etc. Third, the managing entity 190 makes pay-outs in

the currencies in which the settlement members have long balances.

[0098] The managing entity 190 performs these three phases repeatedly

through the settlement processing cycle. In one example, the managing entity 190

may maintain and operate a computer system and specialized software configured to

perform various steps of the settlement process. In effect, the managing entity 190

operates as a continuous linked process as it continually attempts to settle settlement

instructions remaining in the settlement processing queue, while receiving pay-ins and

making pay-outs of settlement proceeds as efficiently as possible.

[0099] In one example, members may submit, at predetermined times prior to

settlement, one or more additional instructions to amend or rescind an instruction that

was previously submitted to the system. Such additional instructions are, as

appropriate, processed in a manner similar to that described above (for example,

accepted and validated).



Instruction Processing System with Derivative Module

[0100] In another example of an embodiment of the invention, the instruction

processing system receives, processes and settles payment instructions relating to

derivative transactions ("derivative settlement instructions"), as well as FX

instructions, NDF instructions, and FX option instructions. As discussed above, a

derivative is, generally, a financial instrument whose value depends upon the value of

an underlying instrument or asset, which may comprise, for example, a commodity,

bond, equity or currency.

[0101] Fig. 7 is a schematic representation of an example of a system 750 for

processing payment instructions relating to various types of financial transactions, in

accordance with an embodiment of the invention. Like the system 50 of Fig. 1, the

system 750 comprises an instruction processing system 700, one or more members A,

B, C, etc, a network 708, and a managing entity 790. The network 708 operates in a

manner similar to the network 108 of Fig. 1. The managing entity 790 operates in a

manner similar to the managing entity 190 of Fig. 1.

[0102] In this example, one or more members and/or non-member parties

conduct derivative transactions but do not have access to a settlement service. To

address this need, the system 750 comprises a clearing service 199. Members and/or

other parties conducting derivative transactions submit information pertaining to such

derivative transactions to the clearing service 199, and the clearing service 199

submits instructions relating to such transactions to the instruction processing system

700.

[0103] Fig. 8 is a block diagram of an instruction processing system 800,

showing the flow of information among the members A, B, and C, the clearing

service 199, and the instruction processing system 800, in accordance with the

embodiment of Fig. 7. As in the example of Fig. 1, the members A, B, C, etc., submit

FX instructions, NDF instructions and FX options instructions to the instruction

processing system 700 via the network 108. The instruction processing system 700

handles FX instructions, NDF instructions, and FX option instructions in the manner

discussed above.

[0104] In the example of Figs. 7 and 8, the clearing service 199 serves a

community of participants which may include one or more of the members A, B, C,

etc., as well as other participants that are not members. Thus, the members A, B, C,

etc., if they are also participants of the clearing service, may from time to time submit



information pertaining to derivative transactions to the clearing service 199. Other

non-members, such as a clearing service participant 893, may also submit information

pertaining to a derivative transaction to the clearing service 199. Among other

services, the clearing service 199 calculates aggregate positions for its participants

with respect to one or more derivative transactions. As an additional service to its

participants, the clearing service 199 may transmit information concerning

participants' aggregate positions to the instruction processing system 800 for further

processing and for settlement. The clearing service 199 may require its participants to

specify an associated member, such as member A, B, C, etc., in order to use this

service.

[0105] When the clearing service 199 receives from participants information

pertaining to a derivative transaction, the clearing service 199 processes the

information and generates one or more derivative settlement instructions based on the

information. A derivative settlement instruction may specify, for example, the

aggregate positions of two participants with respect to one or more derivative

transactions. The derivative settlement instruction may also specify one or more

members associated with the participants that submitted the information. Derivative

settlement instructions are transmitted by the clearing service 199 to the instruction

processing system 800.

[0106] The instruction processing system 800 is similar to the instruction

processing system 100 of Fig. 2, with the addition of a derivate module 837, which is

described below. Therefore, the instruction processing system 800 comprises a

controller 804, an interface 802, a memory 806, an instruction manager 865, and a

settlement engine 875. Each of these components functions in a manner similar to the

corresponding component shown in Fig. 2. The instruction processing system 800

also comprises an FX module 810, an NDF module 820, and an FX option module

830, each of which functions in a manner similar to the corresponding module shown

in Fig. 2 .

[0107] The instruction manager 865 receives payment instructions, examines

each respective payment instruction to determine the form of the relevant financial

instrument to which the payment instruction relates, and forwards the payment

instruction to the appropriate module 810, 820, 830, or 837. In one example, the

instruction manager 865 may examine the product code (discussed above) specified in

a payment instruction to determine the form of the relevant financial instrument to



which it relates. FX instructions are processed by the instruction processing system

800 in a manner similar to that described above with reference to Fig. 4. NDF

instructions are processed by the instruction processing system 800 in a manner

similar to that described above with reference to Fig. 5. FX option instructions are

processed by the instruction processing system 800 in a manner similar to that

described above with reference to Fig. 6.

[0108] If the instruction manager 865 receives a derivative settlement

instruction, the instruction manager 865 forwards the derivative settlement instruction

to the derivative module 837.

Derivative Module

[0109] In one example, when the instruction manager 865 receives from the

clearing service 199 a derivative settlement instruction, the instruction manager 865

identifies it as a derivative settlement instruction and forwards the derivative

settlement instruction to the derivative module 837. The derivative module 837

receives the derivative settlement instruction, accepts the instruction, and submits the

instruction to the FX module 810. The FX module 810 processes the derivative

settlement instruction in a manner similar to the manner in which FX instructions are

processed. The derivative module 837 may include software, specialized circuitry, or

a combination of hardware and software, as discussed above.

Processing of Derivative Instructions

[0110] Fig. 9 is a flowchart of an example of a method to process derivative

settlement instructions, in accordance with the embodiment of Figs. 7 and 8. At step

952, the derivative module 837 receives from the clearing service 199 a derivative

settlement instruction specifying information pertaining to positions resulting from

derivative instructions between two participants of the clearing service 199. The

format and content of a derivative settlement instruction is discussed above. A

derivative settlement instruction may specify, for example, the relevant members

(which may be the same parties as the participants of the clearing service 199, or may

be members associated with the two participants), the relevant currency, etc. At step

954, the derivative module 837 accepts the derivative settlement instruction.

Acceptance of the payment instruction may include authentication of the payment

instruction and an edit check, as discussed above. The relevant members may receive



confirmation messages upon acceptance. At step 968, the derivative module 837

submits the derivative settlement instruction to the FX module 810.

Further Processing of Derivative Settlement Instructions by FX Module

[0111] In this example, the FX module 810 processes derivative settlement

instructions in accordance with the method outlined in Fig. 10. At step 1042, the FX

module 810 receives a derivative settlement instruction from the derivative module

837. At step 1056, the FX module 810 validates the derivative settlement instruction.

As part of the validation process, the FX module 810 may verify one or more of the

following: that the instruction is not a duplicate instruction; that the member(s)

identified for settlement processing is validly identified and eligible to receive

settlement services; that the specified currency is an eligible currency; and that the

settlement date is valid for the specified currency.

[0112] At step 1058, the FX module 810 generates, based on the derivative

settlement instruction, a pair of additional instructions having a format similar to that

of FX instructions. Because the format of an FX instruction requires two currencies,

as discussed above, the pair of additional instructions includes a first additional

instruction specifying (i) an amount of a specified currency to be settled (for example,

to be delivered), and (ii) zero units of a fictitious currency to be settled (for example,

to be received), and a second additional instruction specifying (i) an amount of a

specified currency to be settled (for example, to be received), and (ii) zero units of a

fictitious currency to be settled (for example, to be delivered).

[0113] At step 1062, the derivative module 837 matches the first additional

instruction with the second additional instruction. Matching is performed in the

manner described above. At step 1065, the FX module 810 designates the two

additional instructions as settlement eligible instructions, and at step 1068 submits

them to the settlement engine 875 for settlement.

[0114] In an alternative example, the derivative module 837 itself performs all

or substantially all processing of derivative settlement instructions (and does not

transmit derivative settlement instructions to the FX module 837). In this example,

the derivative module 837 itself validates a derivative settlement instruction, and

generates one or more additional instructions based on the derivative settlement

instruction. The derivative module 837 matches the one or more additional



instructions, designates the additional settlement instructions as settlement eligible

instructions, and submits them to the settlement engine 875 for settlement.

[0115] The foregoing merely illustrates the principles of the invention. It will

thus be appreciated that those skilled in the art will be able to devise numerous other

arrangements that embody the principles of the invention and are thus within the spirit

and scope of the invention.

[0116] For example, the instruction processing system 100 and its components

are disclosed herein in a form in which various functions are performed by discrete

functional blocks. However, any one or more of these functions could equally well be

embodied in an arrangement in which the functions of any one or more of those

blocks or indeed, all of the functions thereof, are realized, for example, by one or

more appropriately programmed processors.



CLAIMS

1. A system for facilitating settlement of payments relating to

transactions involving financial instruments among multiple participants, comprising:

an interface configured to:

receive from participants a first instruction associated with a financial

instrument of a first form and a second instruction associated with the financial

instrument of the first form; and

receive from participants a first instruction associated with a financial

instrument of a second form and a second instruction associated with the financial

instrument of the second form, the second form being different from the first form;

a first processor configured to:

establish an association between the first and second instructions

associated with the financial instrument of the first form; and

apply a fi st set of pre-settlement rules to the first and second

instructions associated with the financial instrument of the first form; and

a second processor configured to:

establish an association between the first and second instructions

associated with the financial instrument of the second form; and

a PPly a second set of pre-settlement rules to the first and second

instructions associated with the financial instrument of the second form.

2 . The system of claim 1, further comprising:

a third processor configured to:

direct the first and second instructions associated with the financial

instrument of the first form to the first processor; and

direct the first and second instructions associated with the financial

instrument of the second form to the second processor.

3. The system of claim 1, wherein the financial instrument of the first

form relates to at least one transaction chosen from among the group consisting of: a

foreign exchange transaction, a non-deliverable forward transaction, a foreign

exchange option transaction, and a derivative transaction.



4. The system of claim 1, wherein the financial instrument of the second

form relates to at least one transaction chosen from among the group consisting of: a

foreign exchange transaction, a non-deliverable forward transaction, a foreign

exchange option transaction, and a derivative transaction.

5. The system of claim 1, wherein:

the first processor is further configured to:

accept the first and second instructions associated with the financial

instrument of the first form; and

the second processor is further configured to:

accept the first and second instructions associated with the financial

instrument of the second form.

6. The system of claim 5, wherein:

the first processor is further configured to:

validate the first and second instructions associated with the financial

instrument of the first form; and

the second processor is further configured to:

validate the first and second instructions associated with the financial

instrument of the second form.

7. The system of claim 6, wherein:

the first processor is configured to establish an association between the first

and second instructions associated with the financial instrument of the first form by:

matching the first instruction associated with the financial instrument

of the first form with the second instruction associated with the financial instrument

of the first form; and

the second processor is configured to establish an association between the first

and second instructions associated with the financial instrument of the second form

by:

matching the first instruction associated with the financial instrument

of the second form with the second instruction associated with the financial

instrument of the second form.



8. The system of claim 7, wherein the first processor is configured to:

match the first instruction associated with the financial instrument of the first

form with the second instruction associated with the financial instrument of the first

form by identifying one or more matches chosen from the group consisting of:

a match, in accordance with specified criteria, of a text field in the first

instruction with a text field in the second instruction; a match, in accordance with

specified criteria, of an amount in a field in the first instruction with an amount in a

field in the second instruction; a match of an amount in a field of the first instruction

with an amount within a specified tolerance in a field in the second instruction; and a

match, in accordance with specified criteria, of a date in a field of the first instruction

with a date in a field of the second instruction.

9. The system of claim 8, wherein the second processor is configured to:

match the first instruction associated with the financial instrument of the

second form with the second instruction associated with the financial instrument of

the second form by identifying one or more matches chosen from the group consisting

of:

a match, in accordance with specified criteria, of a text field in the first

instruction with a text field in the second instruction; a match, in accordance with

specified criteria, of an amount in a field in the first instruction with an amount in a

field in the second instruction; a match of an amount in a field of the first instruction

with an amount within a specified tolerance in a field in the second instruction; and a

match, in accordance with specified criteria, of a date in a field of the first instruction

with a date in a field of the second instruction.

10. The system of claim 7, wherein:

the first set of pre-settlement rules comprises:

designating the first instruction associated with the financial instrument

of the first form and the second instruction associated with the financial instrument of

the first form as first settlement eligible instructions, after the first and second

instructions have been matched; and

submitting the first settlement eligible instructions for settlement; and

the second set of pre-settlement rules comprises:



designating the first instruction associated with the financial instrument

of the second form and the second instruction associated with the financial instrument

of the second form as second settlement eligible instructions, after the first and second

instructions have been matched; and

submitting the second settlement eligible instructions for settlement.

11. The system of claim 10, further comprising:

a third processor configured to:

settle the first settlement eligible instructions and the second settlement

eligible instructions.

12. The system of claim 7, wherein:

the first set of pre-settlement rules comprises:

generating one or more first settlement eligible instructions based on

the first instruction associated with the financial instrument of the first form and the

second instruction associated with the financial instrument of the first form, after the

first and second instructions have been matched; and

submitting the one or more first settlement eligible instructions for

settlement; and

the second set of pre-settlement rules comprises:

generating one or more second settlement eligible instructions based

on the first instruction associated with the financial instrument of the second form and

the second instruction associated with the financial instrument of the second form,

after the instructions have been matched; and

submitting the one or more second settlement eligible instructions for

settlement.

13. The system of claim 12, further comprising:

a third processor configured to:

settle the first settlement eligible instructions and the second settlement

eligible instructions.



14. The system of claim 1, wherein the participants are members of a

special purpose bank.

15. The system of claim 14, wherein the participants maintain accounts

with the special purpose bank.

16. The system of claim 1, wherein instructions are received in electronic

form.

17. The system of claim 1, wherein the system is maintained by an entity,

and each participant maintains at least one account with the entity.

18. The system of claim 17, wherein:

payment entitlements arising from an instruction received from a

participant are automatically paid to the participant's account with the entity; and

payment obligations arising from an instruction received from a

participant are automatically paid-out from the participant's account with the entity.

19. The system of claim 1, further comprising:

a third processor configured to:

settle the first and second instructions associated with the financial

instrument of the first form; and

a fourth processor configured to:

settle the first and second instructions associated with the financial

instrument of the second form.

20. The system of claim 19, wherein the third and fourth processors are the

same.

21. The system of claim 19, wherein:

the first and second instructions associated with the financial

instrument of the first form comprise payment instructions; and

the first and second instructions associated with the financial

instrument of the second form comprise payment instructions.



22. The system of claim 1, wherein:

the first and second instructions associated with the financial

instrument of the first form comprise payment instructions; and

the first and second instructions associated with the financial

instrument of the second form comprise payment instructions.

23. The system of claim 1, wherein:

the interface is further configured to:

receive from participants a first instruction associated with a financial

instrument of a third form and a second instruction associated with the financial

instrument of the third form; and

wherein the system further comprises:

a third processor configured to:

establish an association between the first and second

instructions associated with the financial instrument of a third form; and

apply a third set of pre-settlement rules to the first and second

instructions associated with the financial instrument of the third form.

24. The method of claim 1, wherein the second set of pre-settlement rules

comprises:

generating two additional instructions based, at least in part, on the first and

second instructions associated with the financial instrument of the second form; and

transmitting the additional instructions to the first processor.



25. A system for facilitating settlement of payments relating to

transactions involving financial instruments among multiple participants, comprising:

an interface configured to:

receive from participants a first instruction associated with a foreign

exchange transaction and a second instruction associated with the foreign exchange

transaction; and

receive from participants a first instruction associated with a non-

deliverable forwards transaction and a second instruction associated with the non-

deliverable forwards transaction;

a first processor configured to:

establish an association between the first and second instructions

associated with the foreign exchange transaction; and

apply a first set of pre-settlement rules to the first and second

instructions associated with the foreign exchange transaction; and

a second processor configured to:

establish an association between the first and second instructions

associated with the non-deliverable forwards transaction; and

apply a second set of pre-settlement rules to the first and second

instructions associated with the non-deliverable forwards transaction.

26. The system of claim 25, wherein the first set of pre-settlement rules

comprises:

automatically designating the first and second instructions associated

with the foreign exchange transaction as settlement eligible after the association

between the first and second instructions associated with the foreign exchange

transaction is established.

27. The system of claim 25, wherein the first instruction associated with

the non-deliverable forwards transaction comprises a first non-deliverable forwards

opening instruction ("NDF opening instruction") and the second instruction

associated with the non-deliverable forwards transaction comprises a second NDF

opening instruction.

28. The system of claim 27, wherein:



the first processor is further configured to:

accept the first and second instructions associated with the

foreign exchange transaction; and

the second processor is further configured to:

accept the first and second instructions associated with the non-

deliverable forwards transaction.

29. The system of claim 28, wherein:

the first processor is further configured to:

validate the first and second instructions associated with the

foreign exchange transaction; and

the second processor is further configured to:

validate the first and second instructions associated with the

non-deliverable forwards transaction.

30. The system of claim 29, wherein:

the first processor is configured to establish an association between the

first and second instructions associated with the foreign exchange transaction by:

matching the first instruction associated with the foreign

exchange transaction with the second instruction associated with the foreign exchange

transaction; and

the second processor is configured to establish an association between

the first and second instructions associated with the non-deliverable forwards

transaction by:

matching the first instruction associated with the non-

deliverable forwards transaction with the second instruction associated with the non-

deliverable forwards transaction.

31. The system of claim 30, wherein the first processor is configured to:

match the first instruction associated with the foreign exchange

transaction with the second instruction associated with the foreign exchange

transaction by identifying one or more matches chosen from the group consisting of:

a match, in accordance with specified criteria, of a text field in the first

instruction with a text field in the second instruction; a match, in accordance with



specified criteria, of an amount in a field in the first instruction with an amount in a

field in the second instruction; a match of an amount in a field of the first instruction

with an amount within a specified tolerance in a field in the second instruction; and a

match, in accordance with specified criteria, of a date in a field of the first instruction

with a date in a field of the second instruction.

32. The system of claim 31, wherein the second processor is configured to:

match the first instruction associated with the non-deliverable forwards

transaction with the second instruction associated with the non-deliverable forwards

transaction by identifying one or more matches chosen from the group consisting of:

a match, in accordance with specified criteria, of a text field in the first

instruction with a text field in the second instruction; a match, in accordance with

specified criteria, of an amount in a field in the first instruction with an amount in a

field in the second instruction; a match of an amount in a field of the first instruction

with an amount within a specified tolerance in a field in the second instruction; and a

match, in accordance with specified criteria, of a date in a field of the first instruction

with a date in a field of the second instruction.

33. The system of claim 32, wherein the second set of pre-settlement rules

comprises:

receiving a first valuation instruction comprising first additional

information;

receiving a second valuation instruction comprising second additional

information;

establishing a first association between the first valuation instruction

and the first NDF opening instruction;

establishing a second association between the second valuation

instruction and the second NDF opening instruction;

generating a settlement instruction based on information in the first

valuation instruction, the first NDF opening instruction, the second valuation

instruction, and the second NDF opening instruction; and

submitting the settlement instruction for settlement.



34. The system of claim 25, wherein instructions are received in electronic

form.

35. The system of claim 25, wherein:

the first set of pre-settlement rules comprises:

designating as settlement eligible the first and second

instructions associated with the foreign exchange transaction; and

submitting the first and second instructions associated with the

foreign exchange transaction for settlement; and

the second set of pre-settlement rules comprises:

designating as settlement eligible the first and second

instructions associated with the non-deliverable forwards transaction; and

submitting the first and second instructions associated with the

non-deliverable forwards transaction for settlement.

36. The system of claim 35, further comprising:

a third processor configured to:

settle the first and second instructions associated with the

foreign exchange transaction; and

a fourth processor configured to:

settle the first and second instructions associated with the non-

deliverable forwards transaction.

37. The system of claim 36, wherein the third and fourth processors are the

same.

38. The system of claim 25, wherein:

the first set of pre-settlement rules comprises:

generating one or more first settlement eligible instructions

based, at least in part, on the first and second instructions associated with the foreign

exchange transaction; and

submitting the one or more first settlement eligible instructions

for settlement; and

the second set of pre-settlement rules comprises:



generating one or more second settlement eligible instructions

based, at least in part, on the first and second instructions associated with the non-

deliverable forwards transaction; and

submitting the second settlement eligible instructions for

settlement.

39. The system of claim 38, further comprising:

a third processor configured to:

settle the first settlement eligible instructions; and

a fourth processor configured to:

settle the second settlement eligible instructions.

40. The system of claim 39, wherein the third and fourth processors are the

same.

41. The system of claim 39, wherein:

the first instruction associated with the foreign exchange transaction

and the second instruction associated with the foreign exchange transaction comprise

payment instructions; and

the first instruction associated with the non-deliverable forwards

transaction and the second instruction associated with the non-deliverable forwards

transaction comprise payment instructions.

42. The system of claim 25, wherein:

the first instruction associated with the foreign exchange transaction

and the second instruction associated with the foreign exchange transaction comprise

payment instructions; and

the first instruction associated with the non-deliverable forwards

transaction and the second instruction associated with the non-deliverable forwards

transaction comprise payment instructions.

43. The system of claim 25, wherein:

the interface is further configured to:



receive from participants a first instruction associated with a

financial instrument of a third form and a second instruction associated with the

financial instrument of the third form; and

wherein the system further comprises:

a third processor configured to:

establish an association between the first and second

instructions associated with the financial instrument of a third form; and

apply a third set of pre-settlement rules to the first and second

instructions associated with the financial instrument of the third form.

44. The system of claim 32, wherein the second set of pre-settlement rules

comprises:

receiving a first valuation instruction comprising first additional

information;

receiving a second valuation instruction comprising second additional

information;

establishing a first association between the first valuation instruction

and the first NDF opening instruction; and

establishing a second association between the second valuation

instruction and the second NDF opening instruction.

45. The system of claim 44, wherein the second set of pre-settlement rules

comprises:

generating two additional instructions based, at least in part, on the

first and second NDF opening instructions; and

transmitting the additional instructions to the first processor.



46. A system for facilitating settlement of payments relating to

transactions involving financial instruments among multiple participants, comprising:

an interface configured to:

receive from participants a first instruction associated with a foreign

exchange transaction and a second instruction associated with the foreign exchange

transaction; and

receive from participants a first instruction associated with a foreign

exchange option transaction and a second instruction associated with the foreign

exchange option transaction;

a first processor configured to:

establish an association between the first and second instructions

associated with the foreign exchange transaction; and

apply a first set of pre-settlement rules to the first and second

instructions associated with the foreign exchange transaction; and

a second processor configured to:

establish an association between the first and second instructions

associated with the foreign exchange option transaction; and

apply a second set of pre-settlement rules to the first and second

instructions associated with the foreign exchange option transaction.

47. The system of claim 46, wherein the first set of pre-settlement rules

comprises:

automatically designating the first and second instructions associated

with the foreign exchange transaction as settlement eligible after the association

between the first and second instructions associated with the foreign exchange

transaction is established.

48. The system of claim 46, wherein:

the first processor is further configured to:

accept the first and second instructions associated with the

foreign exchange transaction; and

the second processor is further configured to:



accept the first and second instructions associated with the

foreign exchange option transaction.

49. The system of claim 48, wherein:

the first processor is further configured to:

validate the first and second instructions associated with the

foreign exchange transaction; and

the second processor is further configured to:

validate the first and second instructions associated with the

foreign exchange option transaction.

50. The system of claim 49, wherein:

the first processor is configured to establish an association between the

first and second instructions associated with the foreign exchange transaction by:

matching the first instruction associated with the foreign

exchange transaction with the second instruction associated with the foreign exchange

transaction; and

the second processor is configured to establish an association between

the first and second instructions associated with the foreign exchange option

transaction by:

matching the first instruction associated with the foreign

exchange option transaction with the second instruction associated with the foreign

exchange option transaction.

5 1. The system of claim 50, wherein the first processor is configured to:

match the first instruction associated with the foreign exchange

transaction with the second instruction associated with the foreign exchange

transaction by identifying one or more matches chosen from the group consisting of:

a match, in accordance with specified criteria, of a text field in the first

instruction with a text field in the second instruction; a match, in accordance with

specified criteria, of an amount in a field in the first instruction with an amount in a

field in the second instruction; a match of an amount in a field of the first instruction

with an amount within a specified tolerance in a field in the second instruction; and a



match, in accordance with specified criteria, of a date in a field of the first instruction

with a date in a field of the second instruction.

52. The system of claim 51, wherein the second processor is configured to:

match the first instruction associated with the foreign exchange option

transaction with the second instruction associated with the foreign exchange option

transaction by identifying one or more matches chosen from the group consisting of:

a match, in accordance with specified criteria, of a text field in the first

instruction with a text field in the second instruction; a match, in accordance with

specified criteria, of an amount in a field in the first instruction with an amount in a

field in the second instruction; a match of an amount in a field of the first instruction

with an amount within a specified tolerance in a field in the second instruction; and a

match, in accordance with specified criteria, of a date in a field of the first instruction

with a date in a field of the second instruction.

53. The system of claim 46, wherein instructions are received in electronic

form.

54. The system of claim 46, wherein:

the first set of pre-settlement rules comprises:

designating as settlement eligible the first and second

instructions associated with the foreign exchange transaction; and

submitting the first and second instructions associated with the

foreign exchange transaction for settlement; and

the second set of pre-settlement rules comprises:

designating as settlement eligible the first and second

instructions associated with the foreign exchange option transaction; and

submitting the first and second instructions associated with the

foreign exchange option transaction for settlement.

55. The system of claim 54, further comprising:

a third processor configured to:

settle the first and second instructions associated with the

foreign exchange transaction; and



a fourth processor configured to:

settle the first and second instructions associated with the

foreign exchange option transaction.

56. The system of claim 55, wherein the third and fourth processors are the

same.

57. The system of claim 46, wherein:

the first set of pre-settlement rules comprises:

generating one or more first settlement eligible instructions

based, at least in part, on the first and second instructions associated with the foreign

exchange transaction; and

submitting the one or more first settlement eligible instructions

for settlement; and

the second set of pre-settlement rules comprises:

generating one or more second settlement eligible instructions

based, at least in part, on the first and second instructions associated with the foreign

exchange option transaction; and

submitting the second settlement eligible instructions for

settlement.

58. The system of claim 57, further comprising:

a third processor configured to:

settle the first settlement eligible instructions; and

a fourth processor configured to:

settle the second settlement eligible instructions.

59. The system of claim 58, wherein the third and fourth processors are the

same.

60. The system of claim 58, wherein:

the first instruction associated with the foreign exchange transaction

and the second instruction associated with the foreign exchange transaction comprise

payment instructions; and



the first instruction associated with the foreign exchange option

transaction and the second instruction associated with the foreign exchange option

transaction comprise payment instructions.

61. The system of claim 46, wherein:

the first instruction associated with the foreign exchange transaction

and the second instruction associated with the foreign exchange transaction comprise

payment instructions; and

the first instruction associated with the foreign exchange option

transaction and the second instruction associated with the foreign exchange option

transaction comprise payment instructions.

62. The system of claim 46, wherein:

the interface is further configured to:

receive from participants a first instruction associated with a

financial instrument of a third form and a second instruction associated with the

financial instrument of the third form; and

wherein the system further comprises:

a third processor configured to:

establish an association between the first and second

instructions associated with the financial instrument of a third form; and

apply a third set of pre-settlement rules to the first and second

instructions associated with the financial instrument of the third form.

63. The system of claim 46, wherein the second set of pre-settlement rules

comprises:

generating at least two additional instructions based, at least in part, on

the first and second instructions associated with the foreign exchange option

transaction; and

transmitting the additional instructions to the first processor.

64. A system to process instructions relating to settlement of payments

relating to transactions involving financial instruments among multiple participants,

comprising:



a first processor configured to:

apply a first set of pre-settlement rules to instructions relating to

financial instruments of a first form;

a second processor configured to:

apply second set of pre-settlement rules to instructions relating to

financial instruments of a second form, the second form being different from the first

form; and

a third processor configured to:

receive instructions relating to financial instruments of the first form

and instructions relating to financial instruments of the second form; and

for each instruction:

determine whether the instruction relates to a financial

instrument of the first form or to a financial instrument of the second form;

forward the instruction to the first processor, if the instruction

relates to a financial instrument of the first form; and

forward the instruction to the second processor, if the

instruction relates to a financial instrument of the second form.

65. The system of claim 64, wherein financial instruments of the first form

relate to a transaction chosen from among the group consisting of: a foreign exchange

transaction, a non-deliverable forward transaction, a foreign exchange option

transaction, and a derivative transaction.

66. The system of claim 64, wherein financial instruments of the second

form relate to a transaction chosen from among the group consisting of: a foreign

exchange transaction, a non-deliverable forward transaction, a foreign exchange

option transaction, and a derivative transaction.

67. The system of claim 64, wherein the third processor determines

whether an instruction relates to a financial instrument of the first form or to a

financial instrument of the second form by examining an indicator in the instruction.



68. The system of claim 67, wherein the indicator comprises a code

indicating a form of financial instrument.

69. The system of claim 64, wherein the third processor determines

whether an instruction relates to a financial instrument of the first form or to a

financial instrument of the second form by examining a format of the instruction.

70. The system of claim 64, wherein:

the instructions relating to financial instruments of the first form comprise at

least one payment instruction; and

the instructions relating to financial instruments of the second form comprise

at least one payment instruction.

7 1. A system to facilitate settlement of payments relating to transactions

involving financial instruments among multiple participants, comprising:

an interface configured to:

receive a plurality of instructions comprising instructions

relating to at least two different forms of financial instruments;

a plurality of processors each configured to:

apply a respective set of pre-settlement rules to instructions

relating to financial instruments of a respective form.

72. The system of claim 71, wherein the plurality of instructions comprises

at least a first instruction and a second instruction; and

wherein:

the first instruction is associated with a first financial instrument

relating to at least one transaction chosen from among the group consisting of: a

foreign exchange transaction, a non-deliverable forward transaction, a foreign

exchange option transaction, and a derivative transaction.

the second instruction is associated with a second financial instrument

relating to at least one transaction chosen from among the group consisting of: a

foreign exchange transaction, a non-deliverable forward transaction, a foreign

exchange option transaction, and a derivative transaction.



73 . The system of claim 71, further comprising:

a controller configured to:

identify a type of financial instrument associated with an

instruction; and

direct the instruction to a selected one of the plurality of

processors configured to process instructions associated with financial

instruments of the identified type.

74. A method to facilitate settlement of payments relating to transactions

involving financial instruments among multiple participants, comprising:

receiving, by a first processor, instructions relating to financial

instruments of a first form and instructions relating to financial instruments of a

second form, wherein the second form is different from the first form; and

for each instruction:

determining, by the first processor, whether the instruction

relates to a financial instrument of the first form or to a financial instrument of the

second form;

forwarding the instruction to a second processor configured to

process instructions relating to financial instrument of the first form, if it is

determined that the instruction relates to a financial instrument of the first form; and

forwarding the instruction to a third processor configured to

process instructions relating to financial instrument of the second form, if it is

determined that the instruction relates to a financial instrument of the second form.

75. The method of claim 74, wherein financial instruments of the first form

relate to a transaction chosen from among the group consisting of: a foreign exchange

transaction, a non-deliverable forward transaction, a foreign exchange option

transaction, and a derivative transaction.

76. The method of claim 74, wherein financial instruments of the second

form relate to a transaction chosen from among the group consisting of: a foreign

exchange transaction, a non-deliverable forward transaction, a foreign exchange

option transaction, and a derivative transaction.



77. The method of claim 74, wherein the first processor determines

whether the instruction relates to a financial instrument of the first form or to a

financial instrument of the second form by examining an indicator in the instruction.

78. The method of claim 77, wherein the indicator comprises a code

indicating a form of financial instrument.

79. The method of claim 74, wherein the first processor determines

whether the instruction relates to a financial instrument of the first form or to a

financial instrument of the second form by examining a format of the instruction.

80. The method of claim 74, wherein:

the instructions relating to financial instruments of the first form comprise at

least one payment instruction; and

the instructions relating to financial instruments of the second form comprise

at least one payment instruction.

81. A method for facilitating settlement of payments relating to

transactions involving financial instruments among multiple participants, comprising:

receiving from participants a first instruction associated with a

financial instrument of a first form and a second instruction associated with the

financial instrument of the first form;

receiving from participants a first instruction associated with a

financial instrument of a second form and a second instruction associated with the

financial instrument of the second form, the second form being different from the first

form;

establishing, by a first processor, an association between the first and

second instructions associated with the financial instrument of the first form;

applying, by the first processor, a first set of pre-settlement rules to the

first and second instructions associated with the financial instrument of the first form;

establishing, by a second processor, an association between the first

and second instructions associated with the financial instrument of the second form;

and



applying, by the second processor, a second set of pre-settlement rules

to the first and second instructions associated with the financial instrument of the

second form.

82. The method of claim 81, further comprising:

directing, by a third processor, the first and second instructions

associated with the financial instrument of the first form to the first processor; and

directing, by the third processor, the first and second instructions

associated with the financial instrument of the second form to the second processor.

83. The method of claim 81, wherein the financial instrument of the first

form relates to at least one transaction chosen from among the group consisting of: a

foreign exchange transaction, a non-deliverable forward transaction, a foreign

exchange option transaction, and a derivative transaction.

84. The method of claim 81, wherein the financial instrument of the

second form relates to at least one transaction chosen from among the group

consisting of: a foreign exchange transaction, a non-deliverable forward transaction,

and a foreign exchange option transaction.

85. The method of claim 8 1, further comprising:

matching the first and second instructions associated with the financial

instrument of the first form; and

matching the first and second instructions associated with the financial

instrument of the second form.

86. The method of claim 85, further comprising:

designating the first and second instructions associated with the financial

instrument of the first form as settlement eligible instructions; and

designating the first and second instructions associated with the financial

instrument of the second form as settlement eligible instructions.

87. The method of claim 85, further comprising:



generating one or more settlement eligible instructions based on the first and

second instructions associated with the financial instrument of the first form; and

generating one or more settlement eligible instructions based on the first and

second instructions associated with the financial instrument of the second form.

88. The method of claim 86, further comprising:

settling at least two corresponding settlement eligible instructions.

89. The method of claim 81, wherein the first processor and the second

processor are maintained by an entity, and each participant maintains at least one

account with the entity.

90. The method of claim 89, further comprising:

paying-in automatically payment entitlements arising from an

instruction received from a participant to the participant's account with the entity; and

paying-out automatically payment obligations arising from an

instruction received from a participant from the participant's account with the entity.

91. The method of claim 81, wherein:

the first instruction associated with the financial instrument of the first

form and the second instruction associated with the financial instrument of the first

form comprise payment instructions; and

the first instruction associated with the financial instrument of the

second form and the second instruction associated with the financial instrument of the

second form comprise payment instructions.

92. The method of claim 9 1, further comprising:

settling the first instruction associated with the financial instrument of

the first form and the second instruction associated with the financial instrument of

the first form.

93 . The method of claim 91, further comprising:



settling the first instruction associated with the financial instrument of

the second form and the second instruction associated with the financial instrument of

the second form.

94. The method of claim 91, further comprising:

settling the first instruction associated with the financial instrument of

the first form and the second instruction associated with the financial instrument of

the first form; and

settling the first instruction associated with the financial instrument of

the second form and the second instruction associated with the financial instrument of

the second form.

95. A system to facilitate settlement of payments relating to transactions

involving financial instruments among multiple participants, comprising:

an interface configured to:

receive at least one instruction associated with a derivative transaction;

and

receive from participants a first instruction associated with a financial

instrument of a first form and a second instruction associated with the financial

instrument of the first form, the financial instrument of the first form comprising a

non-derivative instrument;

a first processor configured to:

establish an association between the first and second instructions

associated with the financial instrument of the first form; and

apply first set of pre-settlement rules to the first and second

instructions associated with the financial instrument of the first form; and

a second processor configured to:

apply a second set of pre-settlement rules to the at least one instruction

associated with a derivative transaction.

96. The system of claim 95, further comprising:

a third processor configured to:

direct the first and second instructions associated with the financial

instrument of the first form to the first processor; and



direct the at least one instruction associated with a derivative

transaction to the second processor.

97. The system of claim 95, wherein the financial instrument of the first

form relates to at least one transaction chosen from among the group consisting of: a

foreign exchange transaction, a non-deliverable forward transaction, and a foreign

exchange option transaction.

98. The system of claim 97, wherein the at least one instruction associated

with the derivative transaction is received from a clearing service and specifies

information pertaining to positions resulting from instructions between two parties

associated with the clearing service.

99. The system of claim 95, wherein:

the first processor is further configured to:

accept the first and second instructions associated with the financial

instrument of the first form; and

the second processor is further configured to:

accept the at least one instruction associated with a derivative

transaction.

100. The system of claim 99, wherein:

the first processor is further configured to:

validate the first and second instructions associated with the financial

instrument of the first form; and

the second processor is further configured to:

validate the at least one instruction associated with a derivative

transaction.

101. The system of claim 100, wherein:

the first processor is configured to establish an association between the first

and second instructions associated with the financial instrument of the first form by:



matching the first instruction associated with the financial instrument

of the first form with the second instruction associated with the financial instrument

of the first form based on specified criteria.

102. The system of claim 101, wherein the second processor is configured

to:

generate a pair of additional instructions based on the at least one

instruction associated with a derivative transaction; and

match the pair of additional instructions.

103. The system of claim 101, wherein:

the first set of pre-settlement rules comprises:

designating the first instruction associated with the financial instrument

of the first form and the second instruction associated with the financial instrument of

the first form as first settlement eligible instructions, after the first and second

instructions have been matched; and

submitting the first settlement eligible instructions for settlement; and

the second set of pre-settlement rules comprises:

designating the pair of additional instructions as second settlement

eligible instructions, after the pair of additional instructions have been matched; and

submitting the second settlement eligible instructions for settlement.

104. The system of claim 103, further comprising:

a third processor configured to:

settle the first settlement eligible instructions and the second settlement

eligible instructions.

105. The system of claim 95, wherein:

the system is maintained by an entity, and each participant maintains at least

one account with the entity;

payment entitlements arising from an instruction received from a participant

are automatically paid to the participant's account with the entity; and

payment obligations arising from an instruction received from a participant are

automatically paid-out from the participant's account with the entity.



106. The system of claim 95, wherein:

the second processor is separate from the first processor.

107. The system of claim 95, wherein:

the first set of pre-settlement rules comprises:

designating as settlement eligible the first and second

instructions associated with the financial instrument of the first form; and

submitting the first and second instructions associated with the

financial instrument of the first form for settlement; and

the second set of pre-settlement rules comprises:

accepting the at least one instruction associated with the

derivative transaction; and

submitting the at least one instruction associated with the

derivative transaction to the first processor.

108. The system of claim 107, wherein the first processor is further

configured to:

validate the at least one instruction associated with the derivative transaction;

generate a pair of additional instructions based on the at least one instruction

associated with the derivative transaction;

establish an association between the pair of additional instructions;

designate the pair of additional instructions as settlement eligible; and

submit the pair of additional instructions for settlement.

109. A system to facilitate settlement of payments relating to transactions

involving financial instruments among multiple participants, comprising:

an interface configured to:

receive from participants a first instruction associated with a foreign

exchange transaction and a second instruction associated with the foreign exchange

transaction; and

receive at least one instruction associated with a derivative transaction;

a first processor configured to:



establish an association between the first and second instructions

associated with the foreign exchange transaction; and

apply a set of pre-settlement rules to the first and second instructions

associated with the foreign exchange transaction; and

a second processor configured to:

accept the at least one instruction associated with the derivative

transaction; and

submit the at least one instruction associated with the derivative

transaction to the first processor;

wherein the first processor is further configured to:

validate the at least one instruction associated with the derivative

transaction;

generate a pair of additional instructions based on the at least one

instruction associated with the derivative transaction;

establish an association between the pair of additional instructions;

designate the pair of additional instructions as settlement eligible; and

submit the pair of additional instructions for settlement.

110. The system of claim 109, wherein the at least one instruction

associated with the derivative transaction is received from a clearing service and

specifies information pertaining to positions resulting from instructions between two

parties associated with the clearing service.

111. The system of claim 110, wherein:

the first processor is further configured to:

validate the first and second instructions associated with the

foreign exchange transaction.

112. The system of claim 111, wherein:

the first processor is configured to establish an association between the

first and second instructions associated with the foreign exchange transaction by:

matching the first instruction associated with the foreign

exchange transaction with the second instruction associated with the foreign exchange

transaction based on specified criteria.



113. An apparatus to facilitate settlement of payments relating to

transactions involving financial instruments among multiple participants, comprising:

means for receiving at least one instruction associated with a derivative

transaction;

means for receiving from participants a first instruction associated with

a financial instrument of a first form and a second instruction associated with the

financial instrument of the first form, the financial instrument of the first form

comprising a non-derivative instrument;

means for establishing an association between the first and second

instructions associated with the financial instrument of the first form;

means for applying a first set of pre-settlement rules to the first and

second instructions associated with the financial instrument of the first form; and

means for applying a second set of pre-settlement rules to the at least

one instruction associated with a derivative transaction.

114. A method to facilitate settlement of payments relating to transactions

involving financial instruments among multiple participants, comprising:

receiving at least one instruction associated with a derivative

transaction;

receiving from participants a first instruction associated with a

financial instrument of a first form and a second instruction associated with the

financial instrument of the first form, the financial instrument of the first form

comprising a non-derivative instrument;

establishing an association between the first and second instructions

associated with the financial instrument of the first form;

applying a first set of pre-settlement rules to the first and second

instructions associated with the financial instrument of the first form; and

applying a second set of pre-settlement rules to the at least one

instruction associated with a derivative transaction.

115. The method of claim 114, wherein the financial instrument of the first

form relates to at least one transaction chosen from among the group consisting of: a

foreign exchange transaction, a non-deliverable forward transaction, and a foreign



exchange option transaction.

116. The method of claim 115, wherein:

the at least one instruction associated with the derivative transaction specifies

information pertaining to positions resulting from instructions between two parties

associated with the clearing service;

the method further comprising:

receiving the at least one instruction associated with the derivative

transaction from a clearing service.

117. A method to facilitate settlement of payments relating to transactions

involving financial instruments among multiple participants, the method comprising:

receiving from participants a first instruction associated with a foreign

exchange transaction and a second instruction associated with the foreign exchange

transaction;

receiving at least one instruction associated with a derivative

transaction;

establishing, by a first processor, an association between the first and

second instructions associated with the foreign exchange transaction;

applying, by the first processor, a set of pre-settlement rules to the first

and second instructions associated with the foreign exchange transaction;

accepting, by a second processor, the at least one instruction associated

with the derivative transaction;

submitting, by the second processor, the at least one instruction

associated with the derivative transaction to the first processor;

validating, by the second processor, the at least one instruction

associated with the derivative transaction;

generating, by the second processor, a pair of additional instructions

based on the at least one instruction associated with the derivative transaction;

establishing, by the second processor, an association between the pair

of additional instructions;

designating the pair of additional instructions as settlement eligible;

and

submit the pair of additional instructions for settlement.



118. The method of claim 117, wherein:

the at least one instruction associated with the derivative transaction specifies

information pertaining to positions resulting from instructions between two parties

associated with the clearing service;

the method further comprising:

receiving the at least one instruction associated with the derivative

transaction from a clearing service.

119. The method of claim 118, further comprising:

validating, by the first processor, the first and second instructions

associated with the foreign exchange transaction.

120. The system of claim 1, wherein the first processor and the second

processor are the same.

121. The system of claim 1, wherein the first processor and the second

processor are different.
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