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(57) ABSTRACT 

A matching computer is provided for a negotiated matching 
System that includes a plurality of remote terminals associ 
ated with respective potential counterparties, a communica 
tions network for permitting communication between the 
remote terminals, and the matching computer. Each user 
enters first parameters for a trading instrument into his or her 
remote terminal. The matching computer uses the trading 
parameters from each user to identify potential transactions 
between counterparties that are mutually acceptable based 
on the first parameters, thereby matching potential counter 
parties to a potential transaction. Once a match occurs, the 
potential counterparties can transmit negotiating messages 
to negotiate Some or all terms of the transaction. Thus, the 
matching computer first matches potential counterparties 
who are acceptable to each other based on first trading 
parameters, and then enables the counterparties to negotiate 
and finalize the terms of a transaction. 

11 

TERMINAL 
- - - - - - - - 

NETWORK 

102 

REMOTE 
TERMINAL 

  

    

  

  



Patent Application Publication Mar. 16, 2006 Sheet 1 of 6 US 2006/0059082 A1 

MATCHING 
COMPUTER 

11 

104 
- - - - - - - - - - - - - - - s 

REMOTE REMOTE 
TERMINAL TERMINAL 

4 O3 
NETWORK 

102 

REMOTE 
TERMINAL 

REMOTE 
TERMINAL 

FIG. 1 

  

  

  

  

  



Patent Application Publication Mar. 16, 2006 Sheet 2 of 6 US 2006/0059082 A1 

201 ENTERRANKDATA 

202 UPLOAD RANK DATA 

FIG. 2 203 DISTRIBUTE RANK DATA 

ENTER 
BOS/OFFERS 

UPLOAD 
BIDS/OFFERS 205 

ATTEMPT -1 N 
TOMATCH 206 NO 208 DISTRIBUTE 

MATCH 
Nes SELECT MODE MATCH 2O7 209. FOR DISPLAY 

1 UNILATERAL 
BILATERAL 210 21 213 MODE 
MODE "NO FILTERING" 

212 MODE 

FILTERING 

214/215 HIT/TAKE 

MATCH/ N NO MATCH 

216 N 
/ 217 NO TRADE 

220 FREEZE 
BID 8: OFFER 

221 NEGOTIATE 
AGREED 

EXECUTE 222 59- Not AGREED 
TRADE 225 

PRINT L- RE-ENTER 
TICKET 223 

RECORD & 224 
DISTRIBUTE 
RESULTS 

  

  

  



Patent Application Publication Mar. 16, 2006 Sheet 3 of 6 US 2006/0059082 A1 

301 302 

D2000-2 Group Credit Limits 

| Group Branch East it is a rank Rer Linn Linn Rem. 
AS O 0 OB I A 
6 | 0 || 0 || OB I A 
AS ---------------------- S O B A 

D2000-2 Chance View 

Views 
system fra wrket cluore Best ouote ouantity tradequote trapeoty Astries son Hist, i.e., ii., is 

SEESO2- USD25 St MFSyards usdars | f | | | | | | 
System: Options USD 47 

System: Spot EH H 
12:10:58 ETC. 
12:10:58 C. 
12:10:58EC. 

  



US 2006/0059082 A1 

lO ] NO ANO Q 6,9 CJST) || 9 q 1.7 CIST) || ? 

in to 

Patent Application Publication Mar. 16, 2006 Sheet 4 of 6 

  

  

  

  

  





Patent Application Publication Mar. 16, 2006 Sheet 6 of 6 US 2006/0059082 A1 

50 Cuote Quantity 502 

CancelAfter Min Ticket Size Minimum Rank 

to . 504 505 

500 (C) REUTERSLIMITED 1995 

FIG. 5A 

YOUS/Sell USD 36 VAL: 09SEP94. MAT: O9NOV94 

50 Quote 

5. 69 

Minimum Rank 

(C) REUTERSLIMITED 1995 
F.G. 5B 

BCD BANK BUYSELt. DEM 3MF 9.0 
For Rate 

    

    

    

  

  



US 2006/0059082 A1 

MATCHING COMPUTER OF ANEGOTLATED 
MATCHING SYSTEM 

CROSS-REFERENCE TO RELATED CASES 

0001. This application is a continuation of U.S. applica 
tion Ser. No. 10/266,939 filed Oct. 9, 2002, pending appli 
cation; which is a continuation of U.S. Ser. No. 09/313, 216 
filed May 18, 1999, abandoned; which is a divisional of U.S. 
Ser. No. 08/475,499 filed Jun. 7, 1995, patented, which are 
expressly incorporated herein by reference. 

FIELD OF THE INVENTION 

0002 The present invention relates to a matching com 
puter of a negotiated matching System that identifies poten 
tial counterparties to a transaction using criteria input by 
each user of the System and then reveals the identity of the 
counterparties So that the counterparties may negotiate the 
final terms and/or details of the transaction. 

BACKGROUND OF THE INVENTION 

0003) Automated dealing systems (e.g., for trading cur 
rencies, commodities, and the like) are increasingly replac 
ing the conventional manner of dealing using a broker as an 
intermediary. When a broker is used to complete a transac 
tion, anonymity of the counterparties is preserved either 
throughout the deal or until just prior to the completion of a 
transaction depending on the conventions of the particular 
market. The brokers are familiar with the trading practices of 
their clients and therefore help to prevent traders who do not 
want to trade with one another for whatever reason from 
dealing with one another. Removal of Such human Safe 
guards has lead to the development of automated checks and 
validations in the automated dealing Systems. 
0004 For example, some known automated trading sys 
tems allow traders to enter credit information which is used 
to check the suitability of counterparties before the deal is 
completed and before the identity of the parties is revealed. 
One such system is described in U.S. Pat. No. 5,136,501 
wherein, prior to the completion of a transaction, a credit 
check is performed to insure that each party is willing to 
extend Sufficient credit to its potential counterparty. Another 
known trading System is described in European Patent 
Application 92303437.5 in which the system automatically 
matches offers and bids using credit ranking information 
entered by each trader. 
0005 These and other known trading systems have a 
number of drawbackS. First, these Systems are only ame 
nable to highly Specified trading instruments in which all 
criteria on which a decision to trade is based are readily 
quantifiable and Standardized in the industry and the System. 
For example, decisions to trade Some types of highly Speci 
fied financial instruments are based Solely on the price of the 
instrument and the quantity available. These easily-defined 
criteria are easy to incorporate into an automated trading 
System. However, the known automated trading Systems are 
not capable of accommodating types of financial instruments 
that are traded using more Subjective, leSS-quantifiable cri 
teria. For example, known automated trading Systems do not 
provide traders with the opportunity to filter out potential 
deals with other traders who may be unacceptable trading 
partners on the basis of Subjective criteria other than the 
party's credit, for example, geographic location or political 
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or other competitive criteria. Hitherto, this has only been 
possible through the agency of a broker who may take into 
account his client's other types of less quantifiable, Subjec 
tive criteria concerning parties his clients are willing to deal 
with while maintaining the anonymity of his clients. There 
fore, there is a need for an electronic trading System which 
accommodates Subjective, leSS-quantifiable trading criteria. 
0006 Second, the marketplace may create new, non 
Standardized types of trading instruments to fit its specific 
needs. The known electronic trading Systems are not capable 
of accommodating these non-Standardized trading instru 
ments because the instrument specifications in these Systems 
are pre-defined based on Standardized trading instruments. 
Therefore, there is a need for an automated trading System 
which is capable of accommodating non-Standardized trad 
ing instruments. 
0007. Third, in the known automated trading systems, 
once a trader has entered a bid or offer, the trader no longer 
has the discretion of negotiating the entered terms of the bid 
or offer. The System automatically executes trades when 
compatible offers and/or bids are found. In Some Systems, a 
trader may enter a “soft' offer or bid, wherein the trader 
retains the discretion to either execute or not execute the 
trade. However, the terms of Such a soft offer or bid define 
the objective criteria that must be Satisfied to create a firm 
offer or bid. The known systems provide no means by which 
a trader can input a mere "expression of interest' in a 
particular transaction wherein the trader need not provide 
predefined objective criteria which would make the expres 
Sion of interest firm. 

0008. In other words, the known trading systems are 
designed to execute firm transactions when the System 
locates a bid and offer that match based on detailed specific 
information concerning the terms of the bid and offer input 
by the users. These Systems do not provide a means by 
which two parties who are potentially interested in dealing 
with one another may be introduced to one another based on 
preliminary information input into the System, and then 
allowed to negotiate the terms of a transaction using a 
communication link. 

0009 Fourth, the known automated trading systems can 
not accommodate credit-complex trading instruments. 
Credit-complex trading instruments are those for which the 
calculation of a trading party's risk or exposure at a given 
time is based on multiple elements and is therefore too 
complex to integrate into a large-scale trading System. 
Generally, in order to calculate its exposure, a bank must 
evaluate Several types of risk, for example, credit risk, 
settlement risk, and liquidity risk. Credit risk is the effect of 
the transaction on the bank's overall books if the counter 
party goes bankrupt before the transaction is completed. 
Credit risk is evaluated as the replacement value of the 
transaction assuming that the counterparty is unable to 
compete the transaction. Settlement risk is the risk that a 
bank will complete its half of the transaction and the 
counterparty will be unable to complete its half of the 
transaction, for example, because the counterparty goes 
bankrupt prior to Settlement. Liquidity risk is the risk that the 
holder of an instrument will not be able to sell that instru 
ment at a reasonable price when the holder wishes to 
liquidate the position. 
0010. The determination of credit risk is fairly straight 
forward for Short-term transactions Such as Spot transactions 
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which are Settled as Soon as the market allows because the 
risk that a counterparty will go bankrupt during the short 
period of time prior to Settlement is very Small. Therefore, 
it is likely that both parties will complete the settlement of 
the transaction. 

0.011 However, the complexity of calculating credit risk 
increases Significantly as the Settlement period increases. 
For example, in forward markets, e.g., the forward foreign 
eXchange and forward rate agreements markets, often trans 
actions do not have a final Settlement for Several months, a 
year, or longer. Clearly, there is a greater risk that a coun 
terparty will go bankrupt within this longer period of time 
prior to Settlement. As a result, banks methods of calculat 
ing their long term exposure, including both Settlement and 
credit risk, become increasingly complex and take into 
account multiple factors. 

0012. Therefore, banks and other financial institutions 
use complex formulae and methods to calculate their poten 
tial exposure for each transaction based on a highly complex 
evaluation of the time decay of the value of money and risk, 
the institutions total exposure, and numerous other factors. 
Each financial institution has its own Systems and proce 
dures for evaluating its exposure. These credit and risk 
management procedures are highly confidential and not 
Standardized by any means. As a result, to Successfully 
accommodate these procedures into a single automated 
trading System, either the financial institutions must stan 
dardize their procedures or the implementers of the System 
must customize their System to accommodate each different 
institution. Neither of these options is a practicable Solution 
to this problem because banks are not likely to Standardize 
their credit and risk management processes and a custom 
ized trading System would be economically infeasible. Also, 
banks and other trading institutions are extremely protective 
of information regarding their credit and risk management 
procedures and may be unwilling to give out this informa 
tion to third-party programmers who are designing a System 
or to put this information on line where other parties may be 
able to access it. 

SUMMARY OF THE PRESENT INVENTION 

0013 The present invention provides a matching com 
puter of a negotiated matching System which introduces 
potential counterparties to a transaction based on a first Set 
of transaction parameters input into the System by each 
party, and then reveals the identifies of the counterparties So 
that they may negotiate a Second Set of transaction param 
eters. A transaction is completed when both Sets of transac 
tion parameters are agreed upon by parties to the transaction. 
The Sets of transaction parameters may vary for each market. 
Also, in Some markets, traders may negotiate all transaction 
parameterS. 

0.014) A negotiated matching System may include a plu 
rality of remote terminals associated with respective poten 
tial counterparties and a communications network for per 
mitting communication between the remote terminals and 
one or more matching computers and between the remote 
terminals themselves. Each user may enter a first Set of 
transaction parameters into his or her remote terminal. A 
matching computer may use the first Set of transaction 
parameters (e.g., price data, size data and other parameters 
or attributes) from each user to identify potential transac 
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tions with potential counterparties. If potential transactions 
are identified, the respective parties are notified So that they 
may begin negotiation of a Second set of transaction param 
eters. The Second Set of transaction parameters which may 
be negotiated by the parties to the potential transaction 
identifies by the system may consist of 1) some or all of the 
parameters in the first set of transaction parameters, 2) Some 
parameters from the first Set and other parameters not 
included in the first Set, or 3) only parameters not included 
in the first set. Both the first and second set of transaction 
parameters must match before the System will execute a 
transaction. 

0015 According to embodiments of the invention, the 
matching computer of the negotiated matching System may 
only permit dealing between parties who are mutually 
acceptable counterparties based on the first Set of transaction 
parameters (e.g., ranking, price, Size and other “firm' param 
eters) and does not automatically execute transactions until 
the parties have agreed on all terms of the transaction. 
0016 Abenefit of a matching computer of the negotiated 
matching System according to embodiments of the present 
invention may be that the complex and confidential credit 
evaluation and risk management procedures of various 
financial institutions may be taken off line completely and 
left up to each individual party. This can greatly simplify the 
System needed to accommodate numerous financial institu 
tions, may not require Standardization of institution financial 
practices, and can allow the institutions to keep their credit 
practices confidential. Furthermore, a matching computer of 
the negotiated matching System according to the present 
invention can match potential counterparties without neces 
Sarily automatically executing transactions. The discretion 
to execute a transaction thus may remain with the traders 
themselves and may not be Surrendered to the System. 
0017. An embodiment of a negotiated matching system 
may include one or more matching computers, a plurality of 
remote terminals corresponding to a plurality of users, 
wherein the remote terminals enable the users to enter 
transaction data into the System; and a communications 
network for transmitting negotiating messages between two 
or more of the remote terminals in response to control 
Signals from the matching computer. The matching com 
puter may be coupled to the plurality of remote terminals by 
the communications network. The matching computer can 
match potential counterparties to a transaction based on the 
transaction data entered by the users and can generate the 
control Signals when a potential match is identified. 
0018. In another configuration, the remote terminals 
enable the users to enter transaction data and ranking data 
into the System. The matching computer may be coupled to 
the plurality of remote terminals by the communications 
network. The matching computer may match potential coun 
terparties to a transaction by comparing the transaction data 
entered by the users and filtering the transaction data using 
the ranking data. The matching computer may generate the 
control Signals when a potential match is identified. 
0019. The matching computer may identify potential 
counterparties to a transaction via receiving first parameters 
for a potential transaction from a plurality of remote termi 
nals corresponding to a plurality of potential counterparties 
to a type of transaction; identifying potential counterparties 
who are mutually acceptable based on the first parameters, 
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thereby matching potential counterparties to a transaction; 
and identifying the potential counterparties to each other to 
enable the potential counterparties to negotiate terms of the 
transaction. 

0020 Various additional advantages and features of nov 
elty which characterize the invention are further pointed out 
in the claims that follow. However, for a better understand 
ing of the invention and its advantages, reference should be 
made to the accompanying drawings and descriptive matter 
which illustrate and describe preferred embodiments of the 
invention. 

BRIEF DESCRIPTION OF THE DRAWINGS 

0021 FIG. 1 provides a diagram of one configuration of 
the negotiated matching System according to the present 
invention. 

0022 FIG. 2 provides a flow chart of the operation of the 
negotiated matching System according to the present inven 
tion. 

0023 FIGS. 3A, 4A, 5A, 5B, 6 and 7 provide illustra 
tions of Sample Screens displayed on the remote terminal 
displays of two parties to a transaction at different Stages of 
the transaction. 

DETAILED DESCRIPTION 

0024. The negotiated matching system according to the 
present invention will now be described with reference to 
the accompanying drawings. 
0.025. With reference to FIG. 1, one possible configura 
tion of the negotiated matching System 100 according to the 
present invention includes a matching computer 11 and 
remote terminals 101 and 102. The system contemplates a 
plurality of remote terminals whereby a large number of 
users have simultaneous access to the negotiated matching 
System; however, for description purposes, two remote ter 
minals 101 and 102 and optional remote terminals 103 and 
104 are shown in FIG. 1. 

0026. The matching computer 11 is connected to the 
remote terminals 101 and 102 through a communication 
network 1. Nodes 17 and 19 may also be inserted into the 
communication network 1 between matching computer 11 
and remote terminals 101 and 102. These nodes 17 and 19 
may be intelligent nodes which, for example, perform fil 
tering operations or passive nodes (repeater Stations) which 
merely transmit information from the matching computer 11 
to the remote terminals 101 and 102. Connectors 21 and 23 
maybe used to connect additional remote terminals (e.g., 
103 and 104) and/or additional nodes (e.g., 25 and 27) to the 
network. 

0.027 Remote terminals 101 and 102 also are connected 
via communication network 1. Remote terminals 101 and 
102 may communicate with each other via network 1 once 
the filtering and matching process is completed by the 
matching computer 11. This operation will be described in 
further detail below with reference to FIGS. 3, 4, 4A, 5A, 
5B, 6 and 7. 
0028. The communication network 1 may also include 
Switching centers (not shown) which are configured as a 
conventional packet Switching network So that, if the most 
direct route between remote terminals 101 and 102 becomes 
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inoperable due to a malfunction in a part of the System, the 
routing can be varied to enable communication between the 
terminals 101 and 102. It will be appreciated that, in many 
situations, terminals 101 and 102 will be distributed around 
the globe. 
0029. The negotiated matching system according to the 
present invention may be realized using a number of differ 
ent network configurations. For example, where nodes 17 
and 19 are passive (repeaters), matching computer 11 per 
forms all matching and filter operations for the System as 
will be described below. Where nodes 17 and 19 are intel 
ligent nodes, these nodes may perform Some filtering func 
tions, while matching and additional filtering takes place in 
the matching computer 11. Filtering may also be performed 
by remote terminals 101 and 102. Particularly in a world 
wide System, the use of intelligent nodes will prevent 
overloading of the computer or network and result in more 
efficient operation of the negotiated matching System. 

0030 FIG. 2 provides a flow chart which illustrates the 
overall operation of the negotiated matching System accord 
ing to the present invention shown in FIG. 1 (with intelli 
gent nodes such as 17 and 19). The functions of the matching 
computer 11 as described below may be performed using a 
configuration of hardware components, Software compo 
nents, or both. The System may accommodate a plurality of 
markets (e.g., foreign exchange, interest rate Swaps, etc.). 
However, for purposes of Simplicity, the operation of the 
System in a single market will be described below. The Steps 
of operation are as follows. 
0031) Initial Operation 

0032 201-Each user enters ranking information (as 
described below with reference to FIG. 1). 
0033 202-ranking information from each user is 
uploaded to the matching computer 11 and Stored. 

0034) 203-the ranking information is then distributed 
by the matching computer 11 to intelligent nodes 17, 19, etc. 
where it is stored (this step is optional depending on the 
configuration of the System-if there are no intelligent 
nodes, storage occurs only in the matching computer 11). 
0035) 204 the users enters bids and offers including 
firm (non-negotiable) and Soft (negotiable) parameters per 
taining to the bids and offers (e.g., price, quantity, expiration 
terms, acceptable credit ranking) into the System using their 
remote terminals. Traders may enter bids and offers into the 
System at any time. 
0036 205 the matching computer 1 uploads and stores 
entered bids/offers with their corresponding parameters. 
0037 Matching Operation 
0038 206-the matching computer attempts to match 
bids and offers entered by the users based on the parameters 
of the entered bids and offers and the ranking information 
entered by the users. The bids and offers entered by the users 
may also be matched with Standing orders or resting orders 
already in the System. 

0039) 220–if a match between a bid and an offer is 
identified, the matching computer 11 then freezes (places on 
hold) the bid and offer so that it is not displayed to other 
users (in a different embodiment of the system, the offer or 
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bid is not held Such that other users may select it Simulta 
neously and attempt to negotiate a better deal with the 
offeror or bidder). 
0040 221-once the offer and bid are frozen, the system 
automatically Signals counterparties to enable electronic 
communication between the two parties to the potential 
transaction. 

0041) 222-once the traders have agreed to the transac 
tion (e.g., each party has performed its credit and risk 
management procedures in which any objective and/or Sub 
jective criteria may be evaluated and is able to complete the 
transaction) and an agreement has been reached as to all firm 
and Soft parameters of the transaction, the remote terminals 
of the offeror and bidder Send Signals to the matching 
computer 11 to execute the transaction and remove the offer 
and bid from the system. 
0.042 223-(optional) trade tickets are printed for each 
party to confirm the transaction. 
0043. 224-the transaction is recorded by the matching 
computer 11, and (optional) the price and quantity of the 
transaction is broadcast to the remote terminals of all traders 
on the System. 

0044) 225 if the traders are not successful in negotiating 
a deal, the offeror or bidder may have the option of re 
entering the offer or bid into the system. 

0045 207 if no matches are identified, the bids and 
offers are distributed to the users of the system as described 
below in step 208. 
0046 Display Operation 

0047. 208-either simultaneously with, before, or after 
trying to match the entered bids and offers described above 
in step 206 (depending on the desired implementation of the 
System), the matching computer 11 distributes the bids/ 
offers to the intelligent nodes 17, 19, etc. where they are 
optionally Stored. 

0.048 209-each user selects a display mode (no filter 
ing, unilateral filtering, or bilateral filtering or a combination 
of these). 
0049. 210 if the bilateral display mode is selected, the 
node corresponding to the user's remote terminal or the 
remote terminal itself filters all offers and bids in the market 
using the ranking information from each user to determine 
whether parties are acceptable to one another. The remote 
terminal then displays all offers/bids in the market which are 
mutually acceptable to the user and a potential counterparty. 

0050 211-if the unilateral filtering display mode is 
Selected, the user may select whether filtering is performed 
using the user's ranking information or potential counter 
parties ranking information. 

0051) 212-once the user has made this selection, the 
node corresponding to the user's remote terminal or the 
remote terminal itself filters the offers and bids in the market 
based on ranking information as requested by the user and 
displays all acceptable offerS/bids in the market. 
0.052 213 if the “no filtering” display mode is selected, 
the node corresponding to the user's remote terminal trans 
mits for display all offers/bids in the market. 

Mar. 16, 2006 

0053) 214–once the filtered or unfiltered bids/offers are 
displayed, the user may “hit' or “take” one of the displayed 
bids or offers. 

0054) 215 the hit and take messages are uploaded to the 
matching computer 11. 

0055 216-if the taken offer or hit bid is available to the 
trader based on the ranking information and the bid/offer 
parameters entered by both the trader and the potential 
counterparty, the matching computer 11 freezes the offer or 
bid So that it is not displayed to other users as described in 
step 220 above, and the steps following step 220 are 
performed as described above. 

0056 217 if the transaction is not available to the user, 
for example, based on the ranking information entered by 
both the user and the potential counterparty or the timing of 
the hit or take, the user is informed that the transaction is not 
available. 

0057. Unlike bids and offers entered into the system in 
step 204, when a party hits a bid or takes an offer in step 214, 
the party in effect enters an offer with terms corresponding 
to the hit bid or a bid with terms corresponding to the taken 
offer. If the matching proceSS does not result in a potential 
transaction, the hit or take is removed from the System 
without any effect on the Standing order book. 

0.058 As described above, each trader may personalize 
his or her display Screen based on the information the trader 
desires to See. For example, for each instrument, the trader 
may view all bids and offers available in the market (no 
filtering); only the offers and bids from counterparties 
ranked above a certain ranking entered by the trader (uni 
lateral filtering); only the offers and bids available to the 
trader based on other parties ranking of the trader (unilat 
eral filtering); only bids and offers that are mutually accept 
able (bilateral filtering); or a combination of Several options. 
According to one embodiment of the negotiated matching 
System according to the present invention, each trader Screen 
is arranged to display all offers and bids available in the 
market (no filtering) in one window of the display Screen and 
the bids and offers available to the trader based on mutual 
acceptability (bilateral filtering) in another window on the 
display screen (see FIG. 4). However, other arrangements 
are contemplated within the Scope of the present invention. 
AS a result, a trader may obtain a personalized view of the 
market. The filtering necessary to provide the Selected 
personalized view of the market may be performed by 
remote terminals 101 and 102, intelligent nodes such as 17 
and 19, or the matching computer 11. 

0059. With reference to FIGS. 3, 4,4A, 5A, 5B, 6 and 7, 
the Step-by Step operation of a negotiated matching System 
according to the present invention will now be described in 
detail. 

0060. With reference to FIG. 3, prior to or during com 
mencement of trading activities, each party enters ranking 
information indicating the party's Willingness to trade with 
other parties (i.e., counterparties) in the System, for example, 
using a display Screen 300. The ranking information may 
take the form of a banding Scheme, for example, using a 
System of letters to represent each band of counterparties 
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listed in column 301 as shown in column 302. The ranking 
Scheme may be based on Specific values Such as monetary 
value that parties are willing to lend to and borrow from 
others or less tangible forms of evaluation Such as general 
relations between companies, the country of origin, or any 
type of objective or Subjective criteria as desired by the 
ranking party. An objective ranking Scheme may be as 
follows: 

RANKING VALUE (size of counterparty) 

very large (assets > $1 B) 
large (assets > $500 M) 
medium/large (assets > $250M) 
medium (assets > $100 M) 
medium small (assets > $50 M) 
small (assets < $50 M) 

0061 Similarly, a subjective ranking scheme may be as 
follows: 

RANKING VALUE 

A. preferred business associates 
B businesses with good reputation 
C businesses with average reputations 
D businesses with poor reputations 

0062) The ranking information entered by each user of 
the System may differ for each type of instrument (each 
market). For example, each user may enter different ranking 
information for different markets Such as forward foreign 
eXchange trading, lending, forward rate agreements, interest 
rate Swaps, etc. The user may also enter different ranking 
information within each market depending on the direction 
of the currency flow. For example, a user's rank of a 
counterparty for lending purposes may be different from the 
rank for borrowing purposes. Furthermore, the ranking 
Scheme for each type of transaction may be based on 
different criteria as desired by the individual user. The only 
constant is the Symbols indicating the ranking bands or 
categories (e.g., A, B, C, D, E, F, etc.). These categories may 
have different values for each user in each market. 

0.063. There may also be a series of ranks by which 
counterparties may be filtered multiple times based on 
different criteria. For example, a first filtering process may 
be based on size of counterparties, and a Second filtering 
proceSS may be based on the assets of the counterparties. 

0064. For example, using the objective or subjective 
ranking Scheme provided above, Bank 1 might enter the 
following ranking information: 

COUNTERPARTY RANKING 

Bank 2 C (medium/large) 
Bank 3 A (very large) 
Bank 4 D (medium) 
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0065 Similarly, Bank 2 might enter the following rank 
ing information: 

COUNTERPARTY RANKTNG 

Bank 1 B (good reputation) 
Bank 3 A (preferred business associate) 
Bank 4 C (average reputation) 

0066 Other ranking schemes such as numeric ranks and 
yes/no ranks may also be used. 
0067. Users may change their rankings of other counter 
parties at any time. If a user enters new ranking information, 
the System will update its information as well as optionally 
update the information displayed on all counterparties 
displays to dynamically reflect the new ranking. Therefore, 
the information Stored in the matching computer 11 and 
displayed on the counterparties display Screens is automati 
cally updated as rankings are modified by the users. 
0068 The ranking information from both banks is 
uploaded to matching computer 11 and Stored there, for 
example, in a random acceSS memory device. In another 
configuration of the System according to the present inven 
tion, the ranking information is uploaded into matching 
computer 11 from the remote terminals 101 and 102, stored, 
and then distributed by the matching computer 11 to intel 
ligent nodes (such as 17 and 19 shown in FIG. 1) which 
perform filtering operations to provide each user with a 
personalized view of the market. Thus, the location of the 
filtering processes within the network may be varied accord 
ing to the desires of the user and implementer of the System. 
However, the matching and at least Some filtering operations 
are preferably performed in the same location, for example, 
in matching computer 11. 

0069. The user then selects which market he or she 
wishes to View, for example using a choice box as illustrated 
in FIG. 7 selected from the “Display” menu of screen 400 
(see FIG. 4). 
0070. Once a market is selected, each trader views a 
market Screen Such as the forward rate agreement (FRA) 
market shown in FIG. 4. On the Screen 400 shown in FIG. 
4, a trader may select from Six different instruments as listed 
in column 401 (the third instrument, U.S. dollar three month 
to six month forward rate agreements, is selected). Once the 
trader has Selected an instrument, for example by clicking on 
the appropriate instrument box using a mouse (not shown), 
the trader is able to enter bids, offers, etc. for the selected 
instrument. The trader is able to view the continuous activity 
of all instruments in both the market row (e.g., rows 1-6) and 
price display box 408 in which market prices are dynami 
cally displayed whether or not the trader has Selected a 
particular instrument. 

0071. In each instrument row 1-6, there are a number of 
columns, each of which provides different information to the 
trader. Column 401 provides the name of the instrument(s) 
and optionally the ranking by which the displayed bids and 
offers are filtered. Column 402 provides the best bid and 
offer price available in the market (the “market quote”). 
Column 403 provides the best bid and offer price available 
in the market based on the filter criteria (the “best quote”). 
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Rank information indicating the trader's rank of the party 
making the bid or offer may also be displayed in this column 
(“a” rankings shown for the Selected instrument). Column 
404 provides the quantity available to the trader: the quantity 
shown is that available at the “best quote” unless there is no 
“best quote', in which case the quantity available at the 
“market quote” is optionally displayed. Optionally, both 
quantities may be displayed. A Small number or "+" sign 
displayed next to the quantity indicates the number of trade 
tickets needed to complete the transaction at the displayed 
quantity (i.e., the transaction will involve more than two 
parties). The "+" sign may indicate, for example, that the 
number of trade tickets needed to complete the transaction 
is greater than five. Columns 405 and 406 display the price 
and quantity of any bids or offers in the System which have 
been entered by the trader. Column 407 indicates the direc 
tion of change in the last trade as well as the amount of the 
last trade. 

0.072 Notably, the trader may access the credit limit entry 
Screen shown in FIG.3 and change counterparty rankings at 
any time by Selecting the Screen from a menu Such as the 
“Admin' menu shown at the top of screen 400. 
0.073 Other information such as help information or 
financial news may also be displayed on screen 400, for 
example, in box 412. 

0.074 The trader may enter bids, offers, hit and takes into 
the System, for example, using entry Screens shown in FIGS. 
5A and 5B. As shown in bid box 500 in FIG.5A, the trader 
may, for example, enter a bid to buy a quantity of 10 (box 
502) at a price of 5.69 (box 501). The trader may set the 
duration of the offer in box 503 and the minimum ticket size 
in box 504. A trader may enter an offer to sell using a similar 
order entry box (not shown). 
0075. The trader also inputs a ranking limit with its bid in 
box 505 such that it is only willing to be matched with offers 
from counterparties which it ranks the same as or higher than 
the input rank limitation if bilateral filtering is implemented. 
The entered ranking limit also ensures that the bid will only 
be displayed to those potential counterparties whom the 
trader rankS equal to or greater than the entered ranking 
limit. For example, if the trader inputs a ranking limit of C 
in box 505, its bid will only be displayed to potential 
counterparties that the trader ranks as an C or higher. A 
ranking of A is displayed in box 505, indicating that the bid 
will only be displayed to counterparties ranked as an Aby 
the bidder. 

0076) Similarly, in the “Yours” (hit) box 510 of FIG.5B, 
the trader enters a quantity in box 508 and a ranking in box 
507. The price shown in box 506 indicates the bid price that 
the trader wishes to hit. 

0.077 Based on the price, quantity, and ranking informa 
tion entered into the System by the trader, the System 
attempts to locate a match for the trader's order (bid or 
offer). The match may also occur when one party (a "market 
taker') hits a bid or takes an offer of a “market maker” 
displayed on the market screen 400. The matched transac 
tion may be displayed on the market screen 400, for 
example, in box 409 in FIG. 4. The operation of the system 
from commencement of trading activities through the 
matching operation may be referred to as the “initiation' 
Stage of operation. 
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0078. Following the initiation stage of operation, the 
negotiated matching System according to the present inven 
tion may operate in Several different ways. The System may 
enable free-style or more Structured communication 
between the “matched” parties. This stage of operation of 
the System may be referred to as the “completion' Stage, 
wherein the terms of the transaction are finalized through 
negotiations between the matched potential counterparties. 
0079 At the completion of the initiation stage of opera 
tion, the identities of the parties are revealed So that they 
may negotiate the outstanding terms of the transaction in the 
completion Stage. 
0080 According to one embodiment of the present inven 
tion as illustrated in FIG. 6, after the system has matched 
potential counterparties to a transaction, a window 600 is 
automatically displayed to each party. In this more Struc 
tured implementation of the System according to the present 
invention, the transaction dates and instrument price are 
firm, meaning that they are no longer negotiable between the 
potential counterparties. However, the quantity and Spot rate 
remain “soft' or negotiable between the parties. Market 
conventions may allow one party, Such as the market maker 
to choose values for certain Soft terms, Such as the Spot rate, 
Such that the market taker may only accept or decline the 
Spot rate chosen by the market maker. Other Soft terms, Such 
as quantity, may be determined by the minimum of the two 
quantities entered by the parties to the transaction. Which 
terms remain negotiable and the Structure of the negotiations 
relating to these terms may be set to correspond to market 
conventions and/or to the desires of the implementers and 
users of the negotiated matching System. 

0081. The box 600 shown in FIG. 6 is a market maker's 
box which enables the trader to adjust both the quantity and 
the spot rate. The example shown in FIG. 6 is used in 
forward foreign exchange transactions, Such that the forward 
points shown in box 604 are firm for both parties once the 
match has occurred. However, both the quantity (box 602) 
and the spot rate (box 603) are soft and may be negotiated 
prior to completion of the transaction. The rate shown in box 
601 indicates the sum of the forward points and the spot rate 
Selected by the market maker. 
0082) According to another embodiment of the negoti 
ated matching System according to the present invention, all 
terms entered by the parties to the transaction may be 
negotiated after the potential match has occurred. These 
terms may be negotiated using free-style dialog entered, for 
example, using a keyboard and mouse (not shown) and 
displayed for example in box 410 of screen 400. In this 
embodiment of the present System, once a match occurs, the 
System automatically initiates a “call” from one party to the 
other party which is displayed, for example, in box 411 of 
Screen 400. An example of a display Screen from Such an 
embodiment is provided in FIG. 4A. 
0083. Thus, the negotiated matching system according to 
the present invention creates tentative matches between 
potential counterparties, wherein neither party is initially 
committed to the transaction and the identities of the parties 
are unknown. The System does not automatically execute 
transactions. Instead, the System introduces compatible 
counterparties who are provided with an opportunity to 
communicate with one another prior to execution of the 
transaction to negotiate Some or all terms of the transaction. 



US 2006/0059082 A1 

0084. The negotiations between potential counterparties 
to a transaction may take the form of pre-defined, Structured 
dialogue (e.g., predefined Sentences), free dialogue, or a 
combination of both as desired by the users and implement 
ers of the System. A Structured dialogue format may be 
desirable to restrict the aspects of the transaction which may 
be negotiated by the parties after a match has occurred. For 
example, the implementers of the System may provide 
Structured dialogue regarding price (So that the traders 
cannot renegotiate the price of each unit), but may allow the 
parties to renegotiate the quantity available at that price 
based on their off-line credit analysis. The communications 
between the parties may also be recorded, for example, to 
enable parties to verify the agreed upon transaction terms at 
a later time. 

0085. The potential counterparty negotiations which take 
place in the negotiated matching System according to the 
present invention may be accomplished using a pre-format 
ted display window, text format entered on a keyboard, 
through a Speech recognition System which converts spoke 
words into text, or by Verbal communication via a telephone. 
Communication may also be accomplished using a visual 
format in which the remote terminal of each user is provided 
with a Video camera and microphone to enable traders to 
communicate “face-to-face.” 

0.086 Possible video communication systems for use in 
the negotiated matching System according to the present 
invention are described in U.S. Pat. Nos. 4,525,779; 4,531, 
184; 4,555,781; and 5,034,916 which describe several types 
of conversational video systems. 
0087. In the embodiments of the negotiated matching 
System according to the present invention as described 
above, matches are identified by the System based on rank 
ing, price and quantity as input by each user. However, the 
negotiated matching System according to the present inven 
tion is capable of accommodating types of transactions that 
have leSS Specific parameters. For example, the System may 
be used to Sell real estate, wherein a potential Seller enters 
the location, Square footage, and price range of his house. In 
response, the System will provide potential counterparties 
who are interested in houses having those characteristics and 
are unilaterally or bilaterally ranked as acceptable counter 
parties. 
0088. In other words, the negotiated matching system 
according to the present invention may accommodate a 
range of markets from those in which highly Specified 
instruments are traded to those in which loosely or Subjec 
tively defined instruments are traded. Known trading Sys 
tems cannot accommodate the Subjectively defined instru 
ments because the known Systems do not provide the 
necessary personalized negotiation opportunity as does the 
present invention. 
0089 While the present invention has been particularly 
described with reference to the preferred embodiments, it 
should be readily apparent to those of ordinary skill in the art 
that changes and modifications in form and details may be 
made without departing from the Spirit and Scope of the 
invention. It is intended that the appended claims include 
Such changes and modifications. 

We claim: 
1. A matching computer of a negotiated matching System, 

the matching computer in communication with trading ter 
minals via a communications network, the matching com 
puter comprising: 
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a proceSSOr, and 

a computer-readable medium in communication with the 
processor, the computer-readable medium having com 
puter-readable instructions Stored thereon instructing 
the processor to perform Steps comprising: 
receiving first trading parameters for a trading instru 
ment from a first trader via a first trading terminal, 
the first trading parameters comprising at least a first 
price for the trading instrument; 

receiving first trading parameters for the trading instru 
ment from a Second trader via a Second trading 
terminal, the first trading parameters from the Second 
trader comprising at least a Second price for the 
trading instrument; 

matching the first trading parameters from the first and 
second traders to identify the first trader and the 
Second trader as potential counterparties for a tenta 
tive trading transaction, the matching occurring 
anonymously with respect to the potential counter 
parties, 

after the Step of matching, notifying the potential 
counterparties of the tentative trading transaction via 
the communications network, the Step of notifying 
including automatically revealing to the potential 
counterparties the identity of the potential counter 
parties So that they may negotiate Second trading 
parameters for the trading instrument, the Second 
trading parameters comprising outstanding terms of 
the tentative trading transaction; 

receiving information indicating agreement between 
the potential counterparties of all trading parameters 
of the tentative trading transaction; and 

after the Step of receiving information, completing the 
transaction between the counterparties to permit 
Settlement of the completed transaction. 

2. The matching computer of claim 1, wherein the trading 
instrument is a financial instrument. 

3. The matching computer of claim 2, wherein the finan 
cial instrument is a foreign exchange instrument. 

4. The matching computer of claim 1, wherein the Second 
trading parameters comprise Some of the first trading param 
eters from the first and Second traders. 

5. The matching computer of claim 4, wherein the Second 
trading parameters comprise trading parameters in addition 
to the Some of the first trading parameters from the first and 
Second traders. 

6. The matching computer of claim 1, wherein the out 
Standing terms include Second trading parameters from the 
first and Second traders. 

7. The matching computer of claim 6, wherein the out 
Standing terms further comprise all of the first trading 
parameters from the first and Second traders. 

8. The matching computer of claim 6, wherein the out 
Standing terms do not include the first trading parameters 
from the first and Second traders. 

9. The matching computer of claim 1, wherein the Step 
of/matching comprises matching the first price exactly with 
the Second price. 

10. The matching computer of claim 1, wherein, for the 
Step of receiving first trading parameters from the first trader, 
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the first trading parameters from the first trader further 
include buy parameters for the trading instrument. 

11. The matching computer of claim 10, wherein, for the 
Step of receiving first trading parameters from the Second 
trader, the first trading parameters from the Second trader 
include an acceptance of the first buy parameters from the 
first trader. 

12. The matching computer of claim 11, wherein, for the 
Steps of receiving first trading parameters from the first and 
Second traders, the buy parameters include a bid and the 
acceptance of the first buy parameters includes a hit. 

13. The matching computer of claim 1, wherein, for the 
Step of receiving first trading parameters from the first trader, 
the first trading parameters from the first trader further 
include Sell parameters for the trading instrument. 

14. The matching computer of claim 13, wherein, for the 
Step of receiving first trading parameters from the Second 
trader, the first trading parameters from the Second trader 
include an acceptance of the first Sell parameters from the 
first trader. 

15. The matching computer of claim 14, wherein, for the 
Steps of receiving first trading parameters from the first and 

Mar. 16, 2006 

Second traders, the Sell parameters include an ask and the 
acceptance of the first Sell parameters includes a take. 

16. The matching computer of claim 1, wherein, for the 
Step of receiving first trading parameters from the first trader, 
the first trading parameters further comprise a first quantity 
for the trading instrument. 

17. The matching computer of claim 16, wherein, for the 
Step of receiving first trading parameters from the Second 
trader, the first trading parameters further comprise a Second 
quantity for the trading instrument. 

18. The matching computer of claim 16, wherein, for the 
Step of notifying the potential counterparties, the outstand 
ing terms include a third quantity for the trading instrument 
and, for the Step of receiving information indicating agree 
ment, the information indicates agreement between the 
potential counterparties of the third quantity. 

19. The matching computer of claim 18, wherein the third 
quantity is the same as at least one of the first and Second 
quantity. 


