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ALADDIN MODELS & PRODUCTS

The document contains a brief description of the main financial instruments which can be priced in Aladdin.  Please also see slide presentation MBRM_Aladdin_Overview.pps 
1. Vanilla and quasi-vanilla products

Closed form valuation
· Caps, Floors, Collars

Priced using standard Black’s formula. Full flexibility in setting up cash flows (i.e. flexible dates, day count fractions, amortization of notionals).

· Swaps

Zero coupon bond pricing. Zero coupon curve generation can be done with a choice of interpolation methods including flat forwards and linear forwards. Zero curve generation using futures includes a choice of methods for the “mark-to-market” adjustment of the futures rates.

· CMS swaps

Including payments on a generic floating index which is adjusted for convexity and delay. The adjustments applied to each rate can be easily viewed in the tool using the menu options.

· Quanto swaps

Including currency protected payments on a generic floating index which is adjusted for currency protection, convexity and delay. The adjustments applied to each rate can be easily viewed in the tool using the menu options.
· Binary caps

Priced using standard Black’s formula. Full flexibility in setting up cash flows (i.e. flexible dates, day count fractions, amortization of notionals).
· Knock out/in caps

Priced using standard Black’s formula. Full flexibility in setting up cash flows (i.e. flexible dates, day count fractions, amortization of notionals).
· Spread options

Priced using standard bivariate normal integration. Inputs available for spread volatilities or correlations.
· Swaptions (Black’s formula)

· FX forwards

· Baskets of Libors

A basket feature enables calculations of rates and volatilities for a basket of indices (e.g. basket of LIBORs) for use with the closed form solutions above.

Additional Aladdin trade templates enable easy pricing of portfolios of caps/floors and swaptions. Also, given the design of Aladdin as an application, those vanilla products can easily be combined to price more complex products/portfolios.

2. Exotic products

Exotic interest rate products can be priced in a 1 or 2-factor trinomial tree framework. Hull-White and Black-Karasinski models are available for all products in 1-factor mode; in 2-factor mode, exotic swaptions and sticky/adjustable cap options can use both models, while the other products are limited for the time being to the Black-Karasinski implementation.

Interest rate calibration can be done on a fixed maturity (diagonal of the swaption volatility matrix) or on a variable maturity (column of the swaption volatility matrix).

· Swaption (fixed cash flows) 

This is a slightly simplified and quicker version of the exotic swaption model. It returns various useful results (swaption premium, present value of the intrinsic value at the first exercise date, expected time to exercise, etc.). 

· Exotic swaption

These are options (American or multi-European) on two generic legs – one fixed and one floating. Both legs can be subjected to deterministic amortization of notionals. The floating leg pays on an arbitrary index which can be defined as a linear combination of market indices.
· Exotic CMS swaption

This is a slightly simplified and quicker version of the exotic swaption model. It returns various useful results (swaption premium, present value of the intrinsic value at the first exercise date, expected time to exercise, etc.).
· Knock-out/in swap

The underlying swap is a structure with two generic legs – one fixed and one floating. Both legs can be subjected to deterministic amortization of notionals. The floating leg pays on an arbitrary index which can be defined as a linear combination of market indices.
· Sinking fund swap and Sinking fund swap option

· Sticky/adjustable cap and Sticky/adjustable cap option

The underlying swap is a structure with two generic legs – one fixed and one floating. Both legs can be subjected to deterministic and stochastic (index based) amortization of notionals. The floating leg pays on an arbitrary index which can be defined as a linear combination of market indices. The interface of this instrument offers outstanding flexibility.

Whilst this document is believed to be accurate, neither MBRM, nor Cygnifi, certify the accuracy or completeness of this information.
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