
(19) United States 
(12) Patent Application Publication (10) Pub. No.: US 2014/0195400 A1 

Peterffy 

US 2014O195400A1 

(43) Pub. Date: Jul. 10, 2014 

(54) 

(71) 

(72) 

(73) 

(21) 

(22) 

(63) 

SECURITY FUTURES CONTRACT WITH 
SELECTABLE EXPRATION AND METHOD 
AND SYSTEM FOR THE CREATION, 
LISTING, PURCHASE AND SALE, AND 
TRADING OF THE SAME 

Applicant: Interactive Brokers LLC, Greenwich, 
CT (US) 

Inventor: Thomas Pechy Peterffy, Greenwich, CT 
(US) 

Assignee: Interactive Brokers LLC, Greenwich, 
CT (US) 

Appl. No.: 14/021,794 

Filed: Sep. 9, 2013 

Related U.S. Application Data 
Continuation of application No. 12/992,789, filed on 
Nov. 15, 2010, now Pat. No. 8,533,090, filed as appli 
cation No. PCT/US2008/063767 on May 15, 2008. 

Publication Classification 

(51) Int. Cl. 
G06O40/04 (2012.01) 

(52) U.S. Cl. 
CPC ...................................... G06O40/04 (2013.01) 
USPC ............................................................ T05/37 

(57) ABSTRACT 

The embodiments of the invention provide a novel financial 
instrument and system and method for creating, listing, pur 
chase and sale, and trading said financial instrument wherein 
the instrument comprises a security futures contract with a 
selectable expiration date. A request for quotes process is also 
provided, which in one embodiment permits the creation and 
listing of a security futures contract with a selectable expira 
tion date. A method and system for permitting the automated 
entry of an exchange-for-physicals (EFP) trade including a 
security futures contract with a selectable expiration date is 
also provided. 
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SECURITY FUTURES CONTRACT WITH 
SELECTABLE EXPRATION AND METHOD 

AND SYSTEM FOR THE CREATION, 
LISTING, PURCHASE AND SALE, AND 

TRADING OF THE SAME 

CROSS REFERENCE TO RELATED 
APPLICATIONS 

0001. This application is a continuation of and claims 
priority to U.S. patent application Ser. No. 12/992,789, filed 
Nov. 15, 2010, which is hereby incorporated herein in its 
entirety. 

BACKGROUND OF THE INVENTION 

0002 1. Field of the Invention 
0003. The present invention relates to the field of financial 
instruments and, in particular, to a security futures contract 
with a selectable expiration date and the trading, clearing, and 
settlement of the same. 
0004 2. Description of the Related Prior Art 
0005 Generally speaking, a futures contract is an agree 
ment to buy or sell a financial instrument, such as a commod 
ity or equity share, at a price fixed on the contract date at Some 
point in the future. Consistent with this general definition, a 
“security futures' contract is an agreement between two par 
ties to purchase or sell, at a future date, a specified quantity of 
shares of a single equity security, exchange traded fund, or a 
narrow-based securities index at a certain price. A buyer's or 
seller's position in a security futures contract can be elimi 
nated by executing an offsetting transaction for the same 
security futures contract prior to the contract date, which is 
often referred to as the delivery or contract expiration date. 
0006. In order to eliminate counterparty credit risk, 
exchange-traded security futures contracts are generally 
cleared through a clearinghouse, which becomes the central 
counterparty to both sides of the transaction. For example, in 
the United States, the Options Clearing Corporation which 
currently has an AAA credit rating from Standard & Poor's 
acts as a clearinghouse for security futures contracts. 
0007 An example of a specific type of security futures 
contract presently being traded on an exchange are single 
stock futures contracts traded on the OneChicago exchange. 
On the OneChicago exchange, most single stock futures con 
tracts have a total of four expiration dates per active product 
class. These expiration dates typically include two monthly 
expirations—for the current and next month—and two for 
ward quarterly expiration dates. For example, a single stock 
futures contract being traded in January would have expira 
tion dates of February, March, June and September of that 
same year. The only U.S. exchange currently offering trading 
in single stock futures contracts is OneChicago, although 
other exchanges could list and trade the products if they 
choose. 
0008. In order to initiate a trade in single stock futures 
contracts, the buyer and seller typically must put up a good 
faith deposit in an interest-bearing margin account with their 
broker (in the United States, an SEC-registered broker-dealer 
or a CFTC-registered futures commission merchant). The 
security deposit (“margin”) required is generally 20% of the 
cash value of the contract. 
0009 Single stock futures contracts generally conform to 
a theoretical pricing model based on the following formula: 
futures price-stock pricex(1+(annualized interest rate/365)x 
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days to expiration)-dividend due before expiration. Single 
stock futures contracts typically trade at a premium to the 
cash or “spot' value of the underlying security because they 
contain an interest rate carry component. The premium 
reflects the carrying costs of owning the underlying security 
from trade day to expiration. Since the holders of single stock 
futures are not entitled to collect dividends, the price is dis 
counted by the amount of any expected dividend due prior to 
expiration. 
0010 Investors may combine a transaction in a security 
futures contract with a simultaneous transaction in the under 
lying security (together called an “Exchange for Physicals” or 
“EFP trade). An EFP trade allows the swap of a long or short 
security position for a security futures contract. There are 
several reasons why an investor would enter into an EFP 
trade. One reason is to earn a higher return on cash balances 
in the investor's brokerage account. The investor could buy a 
stock and sell a single stock futures contract at a premium 
higher than the interest that is generated on the cash balance 
in the investor's brokerage account. By way of example, an 
investor with a margin account at a broker may use available 
funds for which he or she wishes to receive an interest rate 
return to purchase a security (e.g., 1000 shares of IBM stock). 
To effect an EFP trade, the investor will then sell single stock 
futures contracts covering the same number of IBM shares. 
Because single stock futures contracts typically trade in mul 
tiples of 100 shares per contract, the investor, in this example, 
would sell 10 IBM contracts. After these two offsetting trans 
actions comprising the EFP trade are made, the investor is 
“delta neutral. i.e., he or she has no exposure to the price 
movement of the underlying security and, thus, is indifferent 
to whether the price of IBM stock rises or falls. On the one 
hand, if IBM's stock price rises, the investor will profit on the 
long Stock position, but lose an equal amount on the short 
single stock futures position. On the other hand, if IBM's 
stock falls, the investor will lose value on the long stock 
position, but gain value in an equal amount on the short single 
stock futures position. 
(0011. The objective of the EFP trade is not to profit by the 
change in price of the underlying security, but rather to 
receive a return on the funds invested in the EFP trade via the 
premium the investor receives from the sale of the security 
futures contract. As noted above, the security futures contract 
that was sold by the investor trades at a premium to the 
underlying security that was bought by the investor. Thus the 
investor will receive somewhat more for his sale of the secu 
rity futures contract than the cost of his/her purchase of the 
underlying security, representing implied interest on the 
funds that are invested in the transaction. The absolute 
amount of the interest depends on the premium that was 
implied in the security futures contract, which in turn depends 
on market interestrates plus the length of time until expiration 
of the futures contract. 

(0012. The EFP trade illustrated above represents away for 
the investor to lend his/her available cash to the market at an 
interest rate return that will typically be more favorable to the 
investor than the rate of return the investor would be paid for 
cash balances in his brokerage account. In addition, since 
security futures contracts are settled through the Options 
Clearing Corporation, an AAA rated entity, earning interest 
by means of an EFP trade is safer than many other interest 
earning alternatives. Essentially, the EFP trade allows an 
investor to make a fixed-duration loan (i.e., the investor is 
financing somebody else's position on a fully secured basis), 
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at a fixed rate of return to the market in order to get a better 
interest rate return on free cash. The “loan' expires upon 
expiration of the security futures contract (when the short 
futures contract expires, the long Stock in the investors 
account is sold and the investor receives his/her cash back). 
0013 However, the current, fixed expiration cycle for 
security futures contracts, i.e., the four available expiration 
dates, significantly limits the usefulness of the EFP trade as a 
vehicle for lending free funds to the market, because the term 
of the loan is limited to the time between the initiation date of 
the transaction and one of the four available expiration dates. 
This is because to maximize the rate of return on the EFP 
trade the trade must be held until expiration of the security 
futures contract. Unwinding the EFP trade prior to the expi 
ration date (e.g., by buying back the futures contract and 
selling the security) exposes the investor to various market 
conditions, including but not limited to interest rate fluctua 
tions. Moreover, by unwinding the EFP trade prior to the 
expiration date of the selected security futures contract, the 
investor will likely not realize the full implied interest rate of 
return of the initial EFP trade, because the premium implied 
in the security futures contract may have changed based on 
the fluctuation of interest rates which will be reflected in the 
price that the investor pays to buy the security futures contract 
in order to cover that side of the trade. Thus, unwinding the 
EFP trade early is typically not a way for an investor to tailor 
the duration of the "loan' of his/her funds to the market, 
because the implied interest rate the investor receives will not 
be locked in. The better way to lock in a given rate of return is 
to hold the short security futures position until it expires. 
Thus, it would be much more useful if the investor or other 
counterparty to the trade could select the expiration date for 
the security futures contract. If this were the case, then the 
investor or other counterparty could enter the EFP trade on 
any business day and could tailor the expiration of the trans 
action to the exact date on which the investor wishes for the 
“loan' to expire and to have his/her funds paid back. This 
would allow the investor to loan out his free cash via an EFP 
trade for 1 day, 2 days, 3 days, 81 days, etc., depending on 
his/her specific cash flow and investment needs. 
0014 Consequently, there is a long felt, but unresolved 
need, in the art for a security futures contract that could be 
traded either as a standalone financial instrument or in con 
nection with an EFP trade that permits the selection of an 
expiration date for the security futures contract. 

SUMMARY OF THE EMBODIMENTS OF THE 
INVENTIONS 

0015 The present invention in its various embodiments 
overcomes shortcomings in the prior art. Embodiments of the 
inventions are generally related to a security futures contract 
with a selectable expiration date and other financial instru 
ments based thereon. It will be understood that although the 
terms “security futures contract' and “single stock futures 
contract are used throughout this description, the present 
invention applies to all types of futures contracts, such as 
bond futures and other futures products related to commodi 
ties, securities or indexes of securities. It will also be under 
stood that the expiration date associated with the security 
futures contract may be selected by any counterparty to a 
trade involving a security futures contract. As such, refer 
ences to an “investor-selected expiration date' or similar 
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terms are provided for example only and in no way intended 
to limit the scope of the invention as disclosed and claimed in 
this application. 
0016. The embodiments of the invention, therefore, pro 
vide a novel financial instrument comprising a security 
futures contract with a selectable expiration date and a 
method and system for permitting the creation, listing, trad 
ing, purchase and sale of a security futures contract with a 
selectable expiration date. A request for quotes process is also 
provided, which in one embodiment permits the creation and 
listing of a security futures contract with a selectable expira 
tion date. A method and system for permitting the automated 
entry of an EFP trade including a security futures contract 
with a selectable expiration date is also provided. 
0017. In one embodiment of the invention, a computer 
implemented method of creating and listing a security futures 
contract comprises: receiving a request message from the first 
counterparty computer at the second counterparty computer 
to create the security futures contract, the request message 
including a first indication of an underlying security for 
which the security futures contract will be associated, and a 
second indication of a selected expiration date for the security 
futures contract, wherein the selected expiration date is dif 
ferent than available expiration dates for other security 
futures contracts related to the underlying security as listed on 
a futures trading exchange; transmitting a quote message 
from the second counterparty computer to the first counter 
party computer including at least a price quote for the security 
futures contract based on the first and second indications in 
the request message; receiving an acceptance message from 
the first counterparty computer at the second counterparty 
computer indicating acceptance of the price quote; and facili 
tating creation of the security futures contract whereby the 
security futures contract based on the underlying security has 
an expiration date equal to the selected expiration date. 
0018. In another embodiment of the invention, a method of 
receiving a request to execute an exchange for physicals trade 
including a security futures contract with a selected expira 
tion date; and facilitating execution of a transaction whereby 
the security futures contract having the selected expiration 
date is exchanged for the corresponding underlying security. 
0019. In another embodiment of the invention, a computer 
implemented method of executing an exchange for physicals 
trade, wherein the futures contract includes an expiration date 
that is selectable and different than available expiration dates 
for other futures contracts related to the underlying asset 
listed on a futures trading exchange. 
0020. In yet another embodiment, a system for creating a 
security futures contract comprises: a computer system 
capable of communication with a network and operative with 
creation programming to display graphical user interfaces, 
the graphical user interfaces including input fields enabling 
entry of information relating to the security futures contract; 
receive a first selection for an underlying security to be 
bought or sold at a future date; receive a second selection for 
a contract amount; receive a third selection for an expiration 
date selected by an investor, request a quote for the security 
futures contract based on the first, second, and third selec 
tions; receive at least one quote for the security futures con 
tract; receive an acceptance message; and facilitate creation 
of the security futures contract based on the first, second, and 
third selections and using the quote. Additional features may 
include, but are not limited to, the system being further pro 
grammed to: (a) calculate and display the implied rate of 
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return for an exchange for physicals trade related to the Secu 
rity futures contract; (b) receive investor-selected criteria for 
an exchange for physicals trade, search and display matching 
exchange for physicals trades (calculate and display the 
implied rate of return for the matching exchange for physicals 
trades). 
0021. In yet another embodiment, a system for dynami 
cally displaying a set of exchange for physicals trades based 
on investor-selected criteria, which may include expiration 
date, available cash, or underlying symbol. An additional 
feature may include a screen function where the display sys 
tem would automatically identify EFP trades that would gen 
erate the highest rate of return or lowest rate of return. 
0022. Although many of the embodiments described 
herein are discussed in the context of an exchange system, it 
will be understood that the various features of such embodi 
ments need not be operative on an exchange system and may 
exist as standalone systems. In particular, embodiments refer 
ring to the creation, request for quote, searching for and 
display of available security futures contracts and/or 
exchange for physicals trades may all be operative on systems 
designed to operate alone or in combination with an exchange 
system. 
0023. Additional features and advantages of the present 
invention are described further below. This summary section 
is meant merely to illustrate certain features of the invention, 
and is not meant to limit the scope of the invention in any way. 
The failure to discuss a specific feature or embodiment of the 
invention, or the inclusion of one or more features in this 
Summary section, should not be construed to limit the inven 
tion as claimed. 

BRIEF DESCRIPTION OF THE FIGURES 

0024. Embodiments of the invention will be described and 
shown in detail by way of example with reference to the 
accompanying drawings in which: 
0025 FIG. 1 is a schematic diagram of an embodiment of 
a system in accordance with the present invention; 
0026 FIG. 2A is an embodiment of a graphical user inter 
face for inputting information relating to the listing and/or 
creation of a security futures contract with a selectable expi 
ration date in accordance with the present invention; 
0027 FIG. 2B is an embodiment of a graphical user inter 
face for inputting information relating to the pricing of a 
security futures contract with a selectable expiration date in 
accordance with the present invention; 
0028 FIG. 2C is an embodiment of a graphical user inter 
face for permitting the investor/user to input information 
related to the listing and/or creation of an EFP trade in accor 
dance with the present invention; 
0029 FIG. 3 is a flow diagram of an embodiment of a 
method of creating a security futures contract with a select 
able expiration date and related EFP trade inaccordance with 
an embodiment of the present invention; 
0030 FIG. 4 is a depiction of a screen showing a listing of 
EFPs from highest to lowest return in accordance with an 
embodiment of the present invention; and 
0031 FIG. 5 is a depiction of a screen showing a listing of 
EFPs from lowest to highest return in accordance with an 
embodiment of the present invention. 
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DETAILED DESCRIPTION OF THE 
EMBODIMENTS 

0032. In accordance with various embodiments of the 
invention, and as shown in the FIGS., various systems and 
methods to create a novel security futures contract are dis 
closed wherein the security futures contract has a selectable 
expiration date. As will be seen, the security futures contract 
disclosed herein may be advantageously included in an 
exchange for physicals trade the length of which is deter 
mined by the selectable expiration date. Various systems and 
methods for creating, listing, pricing, and trading the security 
futures contract and related EFP trades are disclosed. 
0033. In an embodiment, a computer implemented 
method of creating a futures contract for trading on a futures 
trading exchange, comprises: a standardized set of specifica 
tions including at least an underlying asset and a number of 
units for the underlying asset for each futures contract; and a 
delivery date that is selectable and different than currently 
available delivery dates for other futures contracts related to 
the underlying asset listed on the futures trading exchange. 
The underlying asset may be a security or a commodity or any 
other type of financial instrument. Types of securities that 
may be applied to the invention include but are not limited to 
stocks, bonds, funds, and options. Types of commodities that 
may be applied to the invention include but are not limited to 
west texas intermediate crude, light, Sweet crude, brent crude, 
natural gas, heating oil, gulf coast gasoline, propane, ura 
nium, wheat, corn, soybeans, oats, rice, cocoa, coffee, cotton, 
Sugar, hogs, pork bellies, cattle, gold, platinum, palladium, 
silver, copper, lead, zinc, tin, aluminum, nickel, Steel, ethanol, 
and rubber. 
0034. With reference to FIG. 1, there is shown an embodi 
ment of a system 10, which may be an exchange system of a 
futures exchange, such as the OneChicago or Chicago Mer 
cantile Exchange (CME) or other similar exchange, which 
provides functionality for creating, listing, pricing and trad 
ing a security futures contract with a selectable expiration 
date. It will be understood that the system or components of 
the system (including RFQ component 11) set forth in FIG. 1 
may be operated or performed by an entity other than an 
exchange (i.e., broker-dealer or other financial institution). It 
will also be understood that in the context of the present 
invention, the term “investor generally refers to a person or 
entity that desires to create a security futures contract with a 
selectable expiration date and may include retail and indi 
vidual investors, institutional investors, banks, market-mak 
ers, broker-dealers, or other entities. Persons of skill in the art 
will recognize that there may be more than one counterparty 
for each leg of an EFP trade, which each may be executed on 
different exchanges. For example, the equities leg of the 
transaction may be executed on NYSE Euronext and the 
futures leg of the transaction on a futures exchange. 
0035. It should also be recognized that the computer sys 
tems described herein generally include one or more comput 
ers that are programmatically structured, as detailed below; to 
perform the functions required to manage the creation and 
operation of the financial product of the present invention. 
One skilled in the art will recognize that the computer systems 
may as a matter of design choice include any number and 
configurations of discrete computers and databases, which 
may be used separately or in tandem to Support the traffic and 
processing needs necessary in operation at one time. In one 
embodiment, the computer systems, if multiple computers 
are used, are configured using a round-robin configuration to 
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handle end user traffic. Although not depicted in the figures, 
the one or more computers of the computer systems generally 
include Such art recognized components as are ordinarily 
found in Such computer systems, including but not limited to 
processors, RAM, ROM, clocks, hardware drivers, associated 
storage, and the like. 
0036 Furthermore, each of the computer systems 
described herein preferably includes a network connection. 
The network connection may be a gateway interface to the 
Internet or any other communications network through which 
the systems can communicate with other systems and user 
devices. Network connection may connect to the communi 
cations network through use of a conventional modem (at any 
known or later developed baud rate), an open line connection 
(e.g., digital Subscriber lines or cable connections), satellite 
receivers/transmitters, wireless communication receivers/ 
transmitters, or any other network connection device as 
known in the art now or in the future. 

0037. As shown in FIG. 1, system 10 includes one or more 
computer systems programmatically structured to effectuate 
the creation, and in some instances, the listing, and trading of 
security futures contracts with selectable expirations and 
other related functions typically performed by futures 
exchanges. One or more of the computer systems comprising 
system 10 is capable of communication with one or more 
counterpart computers 20, 22 through a network 30. It is 
preferred that the communication connection between system 
10 and counterpart computers 20, 22 be a secure connection 
when financially sensitive information or data is being trans 
mitted, as will be described in further detail. It will be under 
stood that by the term “connection” or “communication con 
nection’ it is not intended that the various computers be in 
constant connection or communication, but rather be capable 
of communication upon establishment of a connection. For 
example, a counterpart computer 20, 22 may from time-to 
time "connect’ to system 10 using an unsecured Internet 
connection to check market prices or related information. In 
another example, a secure connection may be established 
between counterpart computer 20, 22 and system 10 in order 
to exchange sensitive financial data, Such as trading data or 
data for creating the security futures contract or EFPs 
described herein. Counterpart computers 20, 22, as shown in 
FIG. 1, may include the computer systems of an investor and 
one or more counterparts. Again, in the context of FIG. 1, the 
architecture of system 10 is being shown and described in the 
context of an exchange system, but alternatively the counter 
part computers 20 and 22 may be in direct communication 
and the functionality described herein may be distributed 
among counterpart computers 20 and 22 or on one Such 
computer. 
0038. In embodiments where system 10 is an exchange 
system, system 10 may be configured as any type of trading 
system, including but not limited to, a crossing network in 
which orders and related messages are routed between coun 
terparties and not broadcast to other members of the 
exchange, or more traditional electronic communication net 
works (ECNs) or other alternative trading systems (ATS). 
0039 System 10 is preferably programmed to provide a 
number of graphical user interfaces (GUIs) to investors such 
that investors can interact with and use the functions provided 
by system 10. These GUIs may include pricing tables, charts, 
market data and other information permitting an investor to 
view the market for various futures contracts and other finan 
cial instruments. System 10 also preferably includes the capa 
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bility to serve one or more GUIs for permitting the creation 
(and request for quote) of a security futures contract including 
a selectable expiration date to counterpart computers 20, 22. 
An example of one such GUI 200 is shown in FIG.2a. FIG.2a 
depicts a number of input fields 201 (underlying symbol). 203 
selected expiration date), and 205 (if of contracts), that may be 
used for inputting information relating to the creation (and 
request for quote) of a security futures contract including a 
selectable expiration date that is different than available expi 
ration dates for other security futures contracts related to the 
underlying security as listed on a futures trading exchange. 
By inputting data into the GUI 200, information related to the 
creation of a security futures contract including a selectable 
expiration date can be efficiently transmitted to system 10 and 
then transmitted to one or more counterparties to request a 
quote. Using the information entered by an investor into GUI 
200, for example, a counterparty can generate a quote for the 
requested security futures contract with a selectable expira 
tion date. Information related to the quote may be input into a 
GUI 250, such as is shown in FIG. 2b. GUI 250 preferably 
includes a bid and/or ask price and size (251 and 253), for 
inputting information relating to the pricing of a security 
futures contract with a selectable expiration date by a coun 
terparty. 
0040. With reference back to FIG. 1, system 10 generally 
includes one or more program modules or components for 
operating the functions described herein. Thus, the system 10 
generally includes an RFQ component 11 for operating the 
request-for-quotes function shown and described in FIG.3; in 
the case of exchange systems, a listing component 12 for 
listing one or more security futures contracts with a selectable 
expiration date on the exchange; a GUI server component 13 
for serving one or more GUIs to investors and counterparties; 
and an account component 14 for storing and administering 
investor and counterparty accounts. The system 10 may also 
include other modules or components, such as a pricing com 
ponent 15 for tracking and displaying pricing of various 
future contracts listed on an exchange; and a trading compo 
nent 16 for permitting the execution of trades on an exchange 
system. 
0041) System 10 is preferably structured as a web-server 
based system wherein user access to the system 10 is achieved 
through an Internet or like connection. It will be understood 
that connection to the system 10 may also be accomplished 
via a point-to-point connection or other type of direct con 
nection. Investors and counterparties may connect to the net 
work 30 through any variety of ISP providers if system 10 is 
structured to be connected with through an Internet connec 
tion, such as but not limited to a cable, satellite or fiber optic 
broadband connection, a dial-up connection, or other form or 
wired or wireless connection. In the preferred embodiment 
where communication with system 10 is accomplished 
through a web connection, GUI server component 13 is pref 
erably structured to operate as in a server-client architecture 
using a thin-client where GUI server component 13 serves 
various GUIs and information to users via the network30. In 
the alternative, system 10, and thus GUI server component 
13, could utilize a fat-client or simply server data or other 
information to investorand counterparty computers 20, 22 for 
display using software loaded and operative on the investor 
and counterparty computers 20, 22. It will be understood by 
those in art that the display of user interfaces and the provi 
sion or display of information to a user may be accomplished 
within the scope of the present invention in a number of ways, 
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including, but not limited to, the serving or pushing of inter 
faces to a user, exposing one or more application program 
ming interfaces (APIs) to the counterparty computers, and the 
local storing and/or generation of interfaces at a counterparty 
computer upon a trigger received from the server system. In 
the above-referenced embodiments, the various computer 
systems involved preferably communicate using a messaging 
system in which information be communicated is contained 
within one or more messages, which may be packetized, 
encrypted or formatted, as necessary to address specific band 
width or security concerns. The message may use XML or 
other message types and may be based off of one or more 
message standards Such as FIX in the financial industry. 
0042. Account component 14 may be structured as a rela 
tional database storing information and data concerning users 
(e.g., investors, brokers, and other counterparties) of the sys 
tem 10. Account component 14 may be an integral part of 
system 10 or a separate database system including one or 
more computers and data storage devices. The data storage 
devices may include hard disks (e.g., in a RAID configura 
tion), tape drives, flash memories, other optical disk memo 
ries, and the like. The information stored by account compo 
nent 14 may include, but is not limited to, user name (whether 
an individual or entity), user identifier, user address and con 
tact information, credit and margin information, and trade 
history information. 
0043. By way of example, in an embodiment, system 10 
may include a pricing component 15 that provides function 
ality to display the implied rate of return for one or more EFP 
trades depending on the underlying security and the selected 
expiration date of the security futures contract. As noted, it 
will be understood that pricing component 15 need not be 
operative on system 10 and may operate on a standalone 
system configured in relevant part like system 10. FIG. 2C 
depicts a GUI 270 that contains a number of input fields 272 
(buy/sell indication), 273 (underlying symbol), 274 (selected 
expiration date), and 275 (if of contracts), for permitting the 
investor/user to input information related to the creation of an 
EFP trade, including but not limited to a buy or sell indication, 
underlying symbol, selected expiration date of the security 
futures contract, and contract amount. It should be under 
stood, however, that in Some embodiments, the investor need 
only enter a dollar amount and/or expiration date to create or 
request a quote on an EFP trade. 
0044 GUI 270 also preferably includes a means for sub 
mitting the EFP trade information to system 10. In the 
example shown in FIG.2c, GUI 270 includes a pair of graphi 
cal buttons 280, 282. Graphical buttons 280, 282 may be 
selected using a mouse pointer, touchpad, light pen or other 
graphical pointer device. A first button 280 provides the 
option for the EFP trade information to be submitted to the 
system 10 for the purpose of calculating the implied rate of 
return of the proposed EFP trade and optionally comparing 
the implied rate of return to the rate of return that the investor 
would receive from his/her broker on the same free funds if 
not used in an EFP trade. A second button 282 provides the 
option for the investor to submit the EFP trade details to the 
system 10 for direct posting in the RFQ process described 
herein. If the investor chooses to first see the implied rate of 
return using button 280, the investor would preferably be 
given the opportunity to modify the EFP trade details, cancel 
the proposed transaction, or Submit the transaction details to 
the RFQ process as is. 
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0045. In an alternate embodiment, GUI 270 may also be 
designed, and system 10 programmed, to calculate the 
implied rate of return and display the same on GUI 270 
dynamically as EFP trade data is input in fields 272-275. 
without further action by the investor. The comparison to free 
funds rates of return can also be provided dynamically. 
0046. In yet another alternate embodiment, system 10 may 
be programmed to provide a function to automatically search 
and identify EFP trades according to investor-selected criteria 
or to select EFP trades which would generate the greatest rate 
of return as a result of current premiums in the marketplace 
between the security futures contract and the underlying 
security (or lowest rates available for those investors that 
desire to borrow). Again, the functionality described herein 
need not be operative on system 10 and may operate on a 
standalone system configured in relevant part like system 10. 
In Such an embodiment, exchange system 10, and in particu 
lar pricing component 15, would programmatically function 
to receive investor-selected criteria, which in Some instances 
may include an investor-selected expiration date, and search 
current pricing data for the available security futures con 
tracts to find matches. Once matches are found, the pricing 
component 15 would be programmed to calculate the implied 
rate of return for an EFP trade using prices for the matching 
security futures contracts and the corresponding underlying 
securities in conjunction with the investor-selected criteria. 
Alternatively, in the absence of investor-selected criteria, the 
pricing component 15 could be programmed to search for and 
calculate the highest rates of return available (or lowest rates 
available for those investors that desire to borrow). This infor 
mation would preferably be displayed to investors and coun 
terparts alike upon request or on various GUIs, such as those 
shown in FIGS. 4 and 5, provided by system 10. For instance, 
as in GUI 400 of FIG. 4, a portion of the various GUIs 
provided by system 10 could be dedicated to displaying the 
top ten EFP trades by rate of return at any given or defined 
time interval. Alternatively, as in GUI 500 of FIG. 5, system 
10 can be configured to search for and display EFP trades by 
lowest to highest rate of return. 
0047. By way of non-limiting example, system 10 could 
be structured to analyze an investors cash and/or security 
holdings and perform a search for current pricing data for the 
available security futures contracts to find potential EFP trade 
matches. System 10 could further be programmed to analyze 
the available security futures contracts in conjunction with 
the investors cash and/or security holdings to recommendan 
investor-selected expiration date for a security futures con 
tract to be used in an EFP trade that would increase or maxi 
mize the implied interest rate that the investor would realize 
by performing the proposed EFP trade. Such recommenda 
tions are based in part of the current interest rate market and 
prices for the underlying security and related security futures 
contracts listed on an exchange. 
0048. With reference now to FIG. 3, there is shown an 
embodiment of a method of using a request for quote process 
to create a security futures contract including a selectable 
expiration date. In one embodiment, the security futures con 
tract is created by using the following process: (a) the investor 
and/or the investor's broker selects an expiration date (or 
dates) that is consistent with his/her needs and an underlying 
security; (b) the investor (or a broker on behalf of the investor) 
sends a request for quotes (RFQ) to the exchange for a con 
tract identifying at least the selected underlying and the 
selected expiration date or dates; (c) the exchange issues the 
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RFQ to its members (counterparts or market maker mem 
bers); (d) the exchange receives one or more quotes in 
response to the RFQ. and (e) the exchange lists a security 
futures contract expiring on the date or dates selected by the 
investor based on the quotes received. In the alternative, the 
investor may specify only the expiration date or dates and not 
the underlying security. The counterparts and/or market mak 
ers would respond with quotes based on one or more under 
lying securities. 
0049. In this way, an investor can seek quotes on custom 
ized security futures contracts with investor-selected expira 
tion dates So as to realize a higher rate of return on cash 
balances in the investor's account. The RFQ process 
described herein enables an investor to customize an EFP 
trade strategy for a selected period of time, not tied to 
exchange designated expirations, and to receive quotes on the 
security futures contracts with select expiration dates. As 
Such, in embodiments where the investor selects expiration, 
the investor advantageously gains the flexibility of customiz 
ing expiration dates, while realizing the benefit of increased 
rates of return through EFP trades. 
0050. In yet another embodiment, in lieu of the RFQ pro 
cess described above, security futures contracts could be cre 
ated and listed on an exchange wherein the security futures 
contracts having a daily, weekly, bi-weekly, or monthly expi 
ration dates. Furthermore, it would be advantageous to estab 
lish a finer tick increment (for example, /100 penny or 1 cent 
per contract) to allow EFP transactions to more accurately 
reflect the implied interest rate in the premium between the 
security futures contract and underlying security. Presently, 
most exchanges use a tick size of one (1) penny (or S1.00 per 
contract since each contract covers 100 shares). 
0051. With specific reference to FIG. 3, a preferred 
method of using an RFO process to create a security futures 
contract with a selectable expiration date that can be incor 
porated into an EFP trade is described. In step 301, an investor 
establishes a network connection to the RFQ system, which 
may be a part of the system 10. In step 303, the RFQ system 
provides one or more GUIs permitting an investor to selector 
log into the investor's account with the exchange system. In 
step 305, in response to information received from the inves 
tor, the exchange system accesses information in the inves 
tor's account. In step 307, the RFQ system receives a selec 
tion from the investor to initiate the “Create A Security 
Futures Contract with a selectable expiration date function 
ality. At this point, in step 309, the “Create A Security Futures 
Contract with a selectable expiration date” functionality is 
initiated. In step 311, the RFQ system transmits or serves a 
GUI to investor computer 20 in which information related to 
the security futures contract with a selectable expiration date 
may be entered, such as is shown in FIG.2a. In step 313, the 
RFQ system receives information related to the security 
futures contract with a selectable expiration date, including 
but not limited to an underlying symbol or other identifier, a 
number of shares/contracts and expiration date. In step 315, 
the RFQ system transmits information related to the security 
futures contract with a selectable expiration date to one or 
more counterpart computers 22. In step 317, the RFQ system 
receives information relating to a price quote on the security 
futures contract with a selectable expiration date from the one 
or more counterpart computers 22, which preferably 
includes, but is not limited to, a bid and/or ask price and size, 
as is shown in FIG. 2b. In step 319a, the RFQ system may 
either transmit the price quote to the investor for approval, or 
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in an alternate embodiment, as in step 319b, select the best 
price quote received. Once a price quote is selected, in step 
321, the security futures contract with a selectable expiration 
date can be created using the information received by the 
exchange system 10. In step 323, the security futures contract 
with a selectable expiration date may be listed on the 
exchange. 
0052. With further reference to Step 325 of FIG. 3., upon 
listing of the security futures contract with a selectable expi 
ration date on the exchange through the use of RFQ system, 
an EFP trade can be executed on the system 10. It will be 
understood that the benefit of having the security futures 
contract with a selectable expiration date listed on an 
exchange is that trades involving Such security futures con 
tract will be cleared by a central clearinghouse thereby 
removing the counterparty risk that would otherwise be 
present if the trade were performed over-the-counter using a 
security forward contract. An EFP trade in accordance with 
an embodiment of the present invention includes a trade 
between two counterparties of a security and a security 
futures contract with a selectable expiration date for a given 
period of time. It is preferred that the transaction be main 
tained (i.e., the security and security futures contract with a 
selectable expiration date both held by an investor) until the 
selected expiration date. 
0053 Alternatively, the process for creating a security 
futures contract may operate in a substantially reverse order. 
Specifically, in an alternate embodiment, the system can be 
programmed and configured to generate one or more Security 
futures contracts having a myriad of expiration dates different 
from the available expirations dates for other security futures 
contracts related to the underlying security listed on a futures 
trading exchange. The list of system-created security futures 
contracts may then be graphically displayed or accessed by an 
investor/user. The system will also provide functionality to 
enable the investor to select one or more of the system-created 
security futures contracts. Upon selection, a price negotiation 
between the investor and one or more dealers would take 
place across the system, as described in detail above. Once the 
price has been negotiated, the transaction involving the 
selected, system-created security futures contract can be 
completed. In this example, the system can be further config 
ured to periodically create security futures contracts having 
expiration dates different from the available expirations dates 
for other security futures contracts related to the underlying 
security listed on a futures trading exchange based on a pre 
defined criteria (e.g., hourly, daily, weekly, monthly, etc.) or 
based on particular market conditions (e.g., based on a deter 
mination that a security futures contract having a specific 
expiration date will result in a desired rate of return). Addi 
tionally, the system can be configured to periodically remove 
system-created security futures contracts from being listed on 
the futures trading exchange. 
0054. In an alternate embodimentofan EFP trade inaccor 
dance with the present invention, particularly in the case 
where the selected expiration date of the security futures 
contract is relatively short, the security futures contract with 
a selectable expiration date could expire but automatically 
roll to the next period based on the initial selected period until 
the investor terminates the transaction. In this embodiment, 
for example, the investor would enter an EFP trade that 
expires in a fixed, short period (e.g., 3-days). At the end of the 
3 days, the contract would automatically roll into the next 
3-day contract unless the investor terminates the transaction. 
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In this way, the investor would get the rate of return for the 
period, but the interest rate would be reset for the next period 
every time the contract is rolled based on a new price quote for 
the security futures contract with a selectable expiration date. 
0055 While there have been shown and described funda 
mental novel features of the invention as applied to the exem 
plary embodiments thereof, it will be understood that omis 
sions and Substitutions and changes in the form and details of 
the disclosed invention may be made by those skilled in the art 
without departing from the spirit of the invention. 

1. A computer implemented method of creating a security 
futures contract, wherein a first counterparty computer is 
communicatively connected to a second counterparty com 
puter via a network, the method comprising: 

receiving a request message from the first counterparty 
computer at the second counterparty computer to create 
the security futures contract, the request message 
including a first indication of an underlying security for 
which the security futures contract will be associated, 
and a second indication of a selected expiration date for 
the security futures contract, wherein the selected expi 
ration date is different than available expiration dates for 
other security futures contracts related to the underlying 
security as listed on a futures trading exchange; 

transmitting a quote message from the second counterparty 
computer to the first counterparty computer including at 
least a price quote for the security futures contract based 
on the first and second indications in the request mes 
Sage, 

receiving an acceptance message from the first counter 
party computer at the second counterparty computer 
indicating acceptance of the price quote; and 

facilitating creation of the security futures contract 
whereby the security futures contract based on the 
underlying security has an expiration date equal to the 
Selected expiration date. 

2. The method of claim 1, wherein the facilitating creation 
step comprises causing the security futures contract to be 
listed on the futures trading exchange. 

3. The method of claim 1, wherein a futures trading 
exchange system is communicatively connected to at least 
one of the first and second counterparty computers, and the 
facilitating creation step comprises: 

transmitting information related to the security futures 
contract to the futures trading exchange system, Such 
that the futures trading exchange system lists the Secu 
rity futures contract. 

4. The method of claim 1, further comprising: 
receiving a request to execute an exchange for physicals 

trade including the security futures contract with the 
Selected expiration date; and 

facilitating execution of a transaction whereby the security 
futures contract having the selected expiration date is 
exchanged for the corresponding underlying security. 

5. The method of claim 4, wherein a futures trading 
exchange system includes at least one computer and a related 
database capable of communication with at least one of the 
first counterparty computer and second counterparty com 
puter and wherein the facilitating execution step comprises: 

transmitting a transaction request message to the futures 
trading exchange system including at least information 
indicative of the underlying security, the security futures 
contract with the selected expiration date, and one or 
more parameters for the exchange for physicals trade, 
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whereby the exchange for physicals trade is executed by 
the futures trading exchange system. 

6-10. (canceled) 
11. A system for creating a security futures contract, com 

prising: 
a computer system including at least one computer and a 

related database, the computer system communicatively 
connected via a network to one or more counterparty 
computers and operative with a creation programming 
component to: 
cause the display one or more user interfaces on the one 

or more counterparty computers, the user interfaces 
including input fields enabling entry of information 
relating to the security futures contract; 

receive a first selection for an underlying security to be 
bought or sold at a future date; 

receive a second selection for a contract amount; 
receive a third selection for an expiration date selected 
by a user of the one or more counterparty computers, 
wherein the selected expiration date is different than 
available expiration dates for other security futures 
contracts related to the underlying security as listed 
on a futures trading exchange; 

transmit a quote for the security futures contract based 
on the first, second, and third selections to the one or 
more counterparty computers; 

receive an acceptance message from the one or more 
counterparty computers; and 

facilitate creation of the security futures contract based 
on the first, second, and third selections and using the 
quote. 

12. The system of claim 11, wherein the computer system 
is a futures trading exchange system, and the one or more 
counterparty computers include a first counterparty computer 
operated by an investor and a second counterparty computer 
operated by a broker-dealer. 

13. The system of claim 11, wherein the computer system 
is operated by a broker-dealer. 

14. The system of claim 13, where in the computer system 
is further capable of communication with a futures trading 
exchange system designed and configured to receive infor 
mation from the computer system relating to the security 
futures contract and list the security futures contract based on 
the information received from the computer system. 

15. The system of claim 11, wherein a user interface pro 
vided at the one or more counterparty computers includes 
input fields permitting a user to input information relating to 
the security futures contract and wherein the input fields 
include at least a selected expiration date, wherein the 
selected expiration date is different than available expiration 
dates for other security futures contracts related to the under 
lying security as listed on a futures trading exchange. 

16. The system of claim 11, wherein the computer system 
is further programmed to receive a request from the one or 
more counterparty computers to calculate an implied rate of 
return of an exchange for physicals trade related to the Secu 
rity futures contract based on information transmitted to the 
computer system, and wherein the computer system calcu 
lates and causes the one or more counterparty computers to 
display the implied rate of return for the exchange for physi 
cals trade. 

17. The system of claim 11, wherein the computer system 
is programmed to dynamically calculate and cause the one or 
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more counterparty computers to display an implied rate of 
return for a set of exchange for physicals trades related to the 
security futures contract. 

18. The system of claim 11, wherein the computer system 
further comprises a pricing component programmatically 
operative to: 

receive investor-selected criteria, including at least an 
investor-selected expiration date, for an exchange for 
physicals trade including at least an investment criteria; 

search pricing data available to the computer system for 
available security futures contracts; and 

display any matches based on the investment criteria and 
the pricing data available to the computer system for 
available security futures contracts wherein, for each 
match, the pricing component calculates an implied rate 
of return for the exchange for physicals trade. 

19. The system of claim 18, wherein the computer system 
is further programmed to calculate and display a comparison 
of the implied rate of return for the exchange for physicals 
trade to the rate of return that the investor would receive from 
a broker on the same free funds if not used in the exchange for 
physicals trade. 

20-25. (canceled) 
26. A computer implemented method of facilitating a trans 

action involving a security futures contract related to an 
underlying security, wherein a first counterparty computer is 
communicatively connected to a second counterparty com 
puter via a network, the method comprising: 

generating a plurality of security futures contracts each 
having a unique expiration date, wherein the unique 
expiration dates are different from the available expira 
tions dates for other security futures contracts related to 
the underlying security listed on a futures trading 
exchange; 

causing the plurality of security futures contracts to be 
displayed at the first counterparty computer; 

receiving a request message from the first counterparty 
computer selecting at least one of the security futures 
contracts and requesting a price quote for the selected at 
least one security futures contract; 

causing the price quote to be displayed on the first coun 
terparty computer, and 

receiving an acceptance message from the first counter 
party computer indicating acceptance of the price quote. 

27. The method of claim 26, wherein the selection of the at 
least one security futures contract is transmitted to at least the 
second counterparty computer. 

28. The method of claim 27, wherein the selection is trans 
mitting from the first counterparty computer through a cen 
tralized system and then to the second counterparty computer. 
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29. The method of claim 28, wherein the centralized sys 
tem is an exchange. 

30. The method of claim 29, further comprising effecting 
the transaction involving the selected security futures con 
tract at the accepted price quote. 

31. The method of claim 30, wherein the transaction is an 
exchange-for-physicals trade. 

32. The method of claim 26, wherein the plurality of secu 
rity futures contracts are generated based on a predefined 
criteria. 

33. The method of claim32, wherein the predefined criteria 
is a time period. 

34. The method of claim32, wherein the predefined criteria 
is related to a market condition. 

35. The method of claim 34, wherein the market condition 
is a determination that an exchange-for-physicals transaction 
having a specific expiration date will resultina desired rate of 
return. 

36. The method of claim 35, wherein the plurality of secu 
rity futures contracts are generated on a rotating basis, 
wherein at least a portion of the plurality of security futures 
contracts are replaced by newly generated security futures 
COntractS. 

37. A system for facilitating a transaction including a secu 
rity futures contract, comprising: 

a computer system including at least one computer and a 
related database, the computer system communicatively 
connected via a network to one or more counterparty 
computers and operative with a programming compo 
nent to: 
generate a plurality of security futures contracts each 

having a unique expiration date, wherein the unique 
expiration dates are different from the available expi 
rations dates for other security futures contracts 
related to the underlying security listed on a futures 
trading exchange; 

cause the plurality of security futures contracts to be 
displayed a first of the counterparty computers; 

receiving a request message from the first counterparty 
computer selecting at least one of the security futures 
contracts and requesting a price quote for the selected 
security futures contract; 

causing a price quote for the selected security futures 
contract to be displayed on the first counterparty com 
puter; 

receiving an acceptance message from the first counter 
party computer indicating acceptance of the price 
quote; and 

effecting a transaction involving the selected security 
futures contract at the accepted price quote. 
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