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BETA ADJUSTMENT FOR LEVERAGED | NDBX PRODUCTS

BACKGROUND This invention relates to | everaged i ndex
w@e@daed3ss and, in particular, |everaged nutual PET/NER08/055230

and | everaged exchange traded funds (ETF s).

Traditional index funds allow an investor to invest in

a single instrunent that generally replicates the

performance of a benchmark index. Leveraged index

products, on the other hand, seek to return a nultiple

of the {agt&”;ﬂaa%fswggﬁ%“ 'L%lrﬁg%@ﬁﬂ"&ggy ggl eROYCT? period
of tine ncy of
the product's detern1nq§k§% 8§ :ts net asset val ue.

Generally, leveraged i seek to return a
mul le Q he dai of .an,un e
becgbge Veesnelf)ﬁnrsi%/ﬁees r8 Ui red 8 (l:g? )ng{g%ucgg d
i net g%é@fa Vallléger%?ecp m%%hgyl %A&éﬂ g TS‘% %t e¥§lll
A Hew Teveldof net assets an ore a new
%@g y T%, fhe multiple of the return is based.
€ ex whi th a | everaged i ndex product provides

a Wké{if’&for%ﬁ EH§e£ eluldt Qi 1shePenchpsk ideXeb® in a

generalTyrefe
single instrument that generally replicates the performance of

a benchmark index. Leveraged index products, on the other
hand, seek to return a multiple of the return of an underlying
benchmark over a period of time that generally coincides with
the frequency of the product’s determination of its net asset
value.

Generally, leveraged index funds seek to return a
multiple of the daily return of an underlying index because
these funds are required to calculate a daily net asset value.
Each calculation of net asset value yields a new level of net
assets and, therefore, a new base upon which the multiple of
the return is based.

The extent to which a leveraged index product provides a
multiple of the return of the benchmark index is generally
referred to as the “Beta” of the product. For example, the

Direxion S&P SOQb Bull 2.5X Fund aims to provide a return that
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wo edoane3thatis 2.5 tines (e.g.,

to as the "Beta" of the product. For exanple, the
Direxion S&P 50QL Bull 2 .5X Fund ains to provide a
2509 the dai | PCT/E520081055230
of the S&P 500 Index and thus is a Fund with a beta of
2.5. Leveraged index products attenpt to achi eve the
stated return by providing exposure to the benchmark
in an anount equal to the product of the beta of the
fund and the fund's net assets each day. For instance,

0 f . ~ 10Q,000 ir I n, the
i3 d e °-r§g3?5ﬁﬁff‘ FERLY TR bt BTarae on
i & t [ t i j h i val

If;‘?l | Z%Sz%%‘?&1s2%xagoé§?ev‘v’%tof¥“ﬁée§§‘§%é8 Sndex” for ¢ he
i . h I P I.nd '

by f&”ﬁ%%gen%‘liand&gy?r?%% AESEPIOR<L RENEOL, Tt SoF et

| i_nt ' 2, 5%

r?e@é%%i#g‘fpé%%a%éggi?%%‘v%s{tﬁeﬁ?é T L
' % % h -

€ . xg'olst gr gﬁ(ﬁéj u?: ?Zﬁél %ﬁ% rﬂll%rt;'t:‘!l ogg%‘%ﬂr%sgn%ﬁé%w (e}:ngdog

nddIESLOL’ 2t Ol 000pLVERIERRL, SR LEVE 30845 a

I ndex prodallJcts déek 10 provide a return Ich1s a

$f68,to'og' §?\9e§tn¥eiﬁ% EAL D M eRi bATEH s0B8E,1M0R 8%, at the
stated, limted period of tinme. However, the return of
néhléﬁﬁgEagéite on a given day, the investor will receive the
equivalent of $250,000 of exposure to the S&P 500 Index ° for
the following day. If the value of the S&P 500 Index ' rises
by 1% the next day, the 1% gain on the $250,000 of exposure
would translate into a '‘gain of 2.5% on the investor’s $100,000
investment. Conversely, if the S&P 500 Index ° declines 1%,

the 1% loss on the $250,000 of exposure would translate into a

2.5% loss on the investor’s $100,000 investment.

SUMMARY
Leveraged index products seek to provide a return which
is a multiple of the return of a target index for a stated,
limited period of time. However, the return of a leveraged
index product for a period longer than the stated, limited
period is not necessarily equivalent to magnifying the return

of the benchmark by the relevant multiple for the period of
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i ndex product for a period |longer than the stated,

limted period is not necessarily equivalent to
wor@ailesisg t he return of the benchmark by theP@EUS2088$1055230

multiple for the period oftine. That is, conmpounding

successive, magnified periodic returns introduces a

pat h dependency that inpacts returns for periods

| onger than the stated limted period of tine.

According to an aspect of the present invention, a

comput er i npl enented. pethod includes periodically ..
B U BRF N § 1 CAPEURAURS FUC PN o MEREOF LES e bdic
R R o

base n_the theoretical position, determn ping the
PPERE" JPnbRG Sobonee  TEarRo PRy HoraeR BF o

S0CORLAIG I eSS o PROM A3 SRR gl Y e

i_de h tical L tion in under L yj

P Yol RO SR B Rl il R b D

iﬁﬁ%ﬁﬁgwhggfﬂﬁkﬁgm,TQet§ggJQQQC%?g%ﬁg§ﬁoqegﬁ{£gQ%ggfaﬁa%g

toirMtiate a transac to re-alloca

AT SpECLBISIAN o e RS BP0tk Sty
pf&i&&e a‘::ggﬁ{@gs%% bQQS& o QﬂchhM@al position,
determining the level of investment in a leveraged index
product account that is required to provide substantially the
same exposure to the underlying index as the exposure provided
by the theoretical position in the underlying index.

The following are embodiments within the scope of the
invention.

The method includes determining whether to initiate a
transaction to re-allocate funds from the leveraged index
product account to a cash equivalent account or from the cash
equivalent account to the leveraged index product account
according to the determined theoretical position in the
underlying index. The method includes executing the
determined transaction to re-allocate funds between the

leveraged index product account and the cash equivalent

account according to the determined theoretical position in

- 3 -
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according to the determ ned theoretical position in
the underlying index. The nethod includes executing
wao bhesdetses mi ned transaction to re-allocate funpGI/US2008/055230

bet ween the | everaged i ndex product account and the

cash equi val ent account according to the determ ned
theoretical position inthe underlying index. The

nmet hod attenpts to provide a return fromthe aggregate

i nvestnment in the cash equival ent and the Ieveraged

duct h [ b [ | I
tqehuiéﬁﬁs?anlﬁéfénd"%?ﬁ& LREFed tRBbRT e pnade 4 3 ewrn
t t Ca
hegi%%é@?g;“rtesegfze%%°v SEnshe HE g éc‘m”e g cnd it
eore B b d
1eveov?ﬁ% e epg%ﬁ ragfo ﬂ%q?ﬁbo¥3se eQ&%%%F 1gﬁ ?n to

eqtuqs?ge&er'ov' Bl S Egép&%gu'tgrlsg 108, ndex,psed

everage f and m nhi'ng

QL LLALE 3,5EANSHCH 100 boclydes dehermining a desi red

nves Tent ever ag |ndex product based on the

theSQE%dfaﬂlﬁgoghé'éﬂé ch£E§§:ﬁ§¥§£h¥h”ﬁnéqﬁﬁéé calculating

conpari ng t esi red I nve ever aged

%@8&@{%% nEfnd e 5&#&5&9& b%ﬁ'sggeeéisgf%d%oae t

everage I naex prod and e current val ue

pf%%&88d§h4'3§p9§§£éf%¥\E%EU€h£B&etlca1 position in the

underlying index corresponding to the index used in the
leveraged index fund.

Determining whether to initiate a transaction includes
determining a desired investment in a leveraged index product
based on the theoretical position in the underlying index,
comparing the desired investment in the leveraged index
product to the current value of funds in the leveraged index
product and, if the current value exceeds the desired value by
more than a specified tolerance, sending a message to
recommend a transfer of funds from the leveraged index product
account to the cash equivalent account.

Determining whether to initiate a transaction includes
determining a desired investment in a leveraged index product
based on the theoretical position in the underlying index,

comparing the desired investment in the leveraged index

-~ 4 -
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nore than a specified tol erance, sending a nessage to
recomrend a transfer of funds fromthe | everaged i ndex
w@e@dnewsimccount to the cash equi val ent accouneCT/US2008/055230

Determ ning whether to initiate a transaction includes
determning a desired investnment in a | everaged index
product based on the theoretical position in the
under | yi ng i ndex, conparing the desired investnent in

the | everaged i ndexproduct to the current val ue of

o 10 A S GRS PG, ORI B0, e
R LR I TN
AR MR (3L

ol OSRE LN U IS IO 2 Ao LR

I'm afeve eore Ica
l.
e} %5%9. nh%eé?ﬁsn B8, bl FRTBENE N TR st

a%ﬂggé §5%g%ue of funds in the | everaged |ndex

the desired val ue exceeds the current

val BStQQ‘:K’i‘H:L% ! DAL R Q%C'Jnk@?aéeo' afh Qﬁ&actfl%'ﬁd'lﬂ 19des

message to r connen a transfter of unds romt cash
dé?&%%Yﬂiﬁﬁna.%%%QQQ& investment in a leveraged index product
based on the theoretical position in the underlying index,
comparing the desired investment in the leveraged index
product to the current value of funds in the leveraged index
product and, if the desired value exceeds the current value by
more than a specified tolerance, sending a message to
recommend a transfer of funds from the cash equivalent account
to the leveraged index product account.

Determining whether to initiate a transaction includes
determining a desired investment in a leveraged index product
based on the theoretical position in the underlying index,
comparing the desired investment to the current value of the
funds in the leveraged index product and, if the desired value
exceeds the current value by more than a specified tolerance,

using an automated system to transfer funds from the cash

equivalent account to the leveraged index product account.

- 5 -
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to the | everaged i ndex product account. Determ ning
whether to initiate a transaction includes determning
w@2@es093esl i nvestment in a | everaged i ndex pr oRPCIUS2008/055230

based on the theoretical position in the underlying

I ndex, conparing the desired investnent to the current
value of the funds in the | everaged index product and,
if the desired val ue exceeds the current val ue by nore
than a specified tol erance, using an autonated system
to t ansﬁgg funds. fromthe cash_equiyal ent account to

{ he TPEVR L EECT L D ASGARTS Ao BT, Thed ARERY market

equi val ent .account.is held in a ney . mar ket. accoypt
ASHEPE G Red ToT HP BT et BRRICRABHT GUGEHC The e

t heoretical position in th nder | yi i.ndex,is a . .
CRRRESF AT L AOSBER R 1T BBRTH Y BN I R ZpogRgtical

ti is determn ccording to: (TBE) .= K* P* ((1+X)
senirt R SPopre fAide S g (IREL:S, Secarminstin

of allocated assets,- "K' is an |everage nultiple of P
ACCORAAPE t%He value of Kis less than a beta of the

| everaged fund; "X'" is the return of the underlying

index; "r" is the broker call rate and "ip" is the

i nvest ment GEBE)e K *TRi& () M-t (Phd¢e *rtim)-t ori ng t he

cash equi val ent

where “P” is an amount of allocated assets; “K” is an
leverage multiple of P; where the value of K is less than a
beta of the leveraged fund; “X” is the return of the
underlying index; “r” is the broker call rate and "“ip” is the
investment period.

The method includes monitoring the cash equivalent
account and the leveraged index product account for
determining whether to initiate a transaction. Periodic
calculations occur on days when the leveraged index product
trades products that are based on the underlying index.

According to an additional aspect of the preséent
invention, a computer program product residing on a computer
readable medium for rebalancing exposure to an underlying
index in a leveraged index product comprises instructions for

causing a computer to periodically calculate in a computer
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account and the | everaged i ndex product account for
determ ning whether to initiate a transaction.

w@®e00800k3¢8 cal cul ati ons occur on days when the PEVESBQLS230

i ndex product trades products that are based on the
underlying index. According to an additional aspect of
the present invention, a conputer program product
residing on a conputer readabl e nmedium for rebal anci ng
exposure to an underlying index in a Ieveraged i ndex
$§ps:soduct onprises.instructions for caus a conputer

“Per® GUICAFF) CIRIATEN i 2 ConHtT o W2 a
c%%??é%% % A B M e ML SV TR PGS

T ahe CifereRlct ﬁ%%%”l iehs TRvPed PRk G GhubLes thent
i‘cﬁé‘éﬁér S ahek PR y?%ngvl T e

px%wgégdg%sbes ghslihet%etsggg'e QREORo | {hd 15 UOTSTLy1 N

ccor 0 an aspec hé” presen

13d%¥cegg e§ o @ o degcl!) %Sé %h8£9ectelsc%qr gggtlon in.
or g alon oF 3

nmenory ecu processo

120 ro product The apparatus al so |ncludes
ggﬁ%u}”% rgégg%le medi um storing the conputer

pf OfE a8 A gd WGt an TR Bfe RLRQEAM RIRINGEAT Ofn

rebal anci n
apparatus includes a processor and memory for executing along

with the processor a computer program product. The apparatus
also includes a computer readable medium storing the computer
program product. The computer program product for rebalancing
exposure to an underlying index in a leveraged index product
comprises instructions for causing a computer to periodically
calculate in the computing system, a theoretical position in
an underlying index corresponding to an index used in a
leveraged fund; and based on the theoretical position,
determine the level of investment in an leveraged index
product account that is required to provide substantially the
same exposure to the underlying index as the exposure provided
by the theoretical pogition in the underlying index.

According to an aspect of the present invention, a memory

for storing data for access by an application program for

-7 -
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exposure to an underlying index in a |leveraged index
product conprises instructions for causing a conputer

wa eoopaedsegli cal |y cal culate in the conputing sSyBCEIS2088/055230

theoretical position in an underlying index
corresponding to an index used in a | everaged fund, -
and based on the theoretical position, determ ne the
| evel of investnment in an | everaged index product
account that is required to provide substantially the
sane _exposure to.the underlying.index as the exposure
Sartposit &

"HiEH et By AIE tRATF 9 SRPHRC WL LREBPT ST ng
4 OREP oo HofoPg© G CREaF G TACAY bP* Aee@ 9%

o ORBIEE sCOTHE AP LACTDReRY olfoebe G SSBHR SACbH i
R R St o S e
PR B o P 2 e AR S PPN Slcoen e
A e S G e LR L

1%ﬁ%ﬁg§%n$§é gltléqu% )x/‘?ﬁé&’ Ciri”gegcd P%é‘gﬁg t&% cgéﬁb M@ke?g‘?&h

g exposure rebalancing options

tﬁé“%ésﬁvgé ,iﬁﬁﬁxapffg¥ﬂcﬁdéﬁ@§#y¥h 'eggékﬁyé Mb&1ancing
aspects of the invention may I nc Udg one or
options for the leveraged index product account.

One or more aspects of the invention may include one or
more of the following advantages.

The invention provides a mechanism to offset or
counterbalance the path dependency in pricing of leveraged
index products, including daily beta leveraged index products.

The invention can re-allocate funds among cash or cash
equivalents, and an account that holds a leveraged index
product to provide a return from the aggregate over a time
period that is substantially equivalent to a multiple of the
return of the index over the period of time.

In essence, this provides a mechanism that permits
investors to seek leveraged index returns for periods longer
than the period for which the products attempt to:provide such

returns.



nore of the follow ng advantages . The invention

provi des a nmechanismto offset or counterbal ance the
w@aaok/1eBpendency in pricing of | everaged i ndexPCT/US2008/055230

products, including daily beta | everaged i ndex

products. The invention can re-allocate funds anong

cash or cash equivalents, and an account that holds a

| everaged i ndex product to provide a return fromthe

aggregate over a tine period that is substantially

CoOBeRE a1 S CBFTiToh Gebr T cHas IER <L b b aged
o TPRET T SBPeBerT ASCTDRGR, (TTANCERS Torlghss gpn be
W@a§2dEg§uQ grﬁf%%%F eglﬁga q%%%%ﬁﬁ Ch %&%Pcan be
w1 T OF 9%%9% o REG HE 0 R AU TV LB TR cBoucr

5 a ou%r% g}{%hﬁﬁ% %%s?zygé\gma %tbgcgé to transfer funds

et ween evera account and the

Cas"r ‘éqHé%’ﬂlesmofa%Q“@} mol_%eeﬂﬁ&?{ule% gf o?ﬂ@he"rirﬁ%@ion

s of the 1rnvention are set

a?ée?%%@p%}‘tﬁ‘gn{jrt%\é" Q‘gﬁ%ﬁ’ﬂ}g\y& ages o hﬁ& Ol Qs cPiBElon

atures, objects,
below. Other features, objects, and advantages of the

invention will be apparent from the ‘description and drawings,

10 and from the claims.

DESCRIPTION OF DRAWINGS

FIG. 1 is a block diagram of a computer system.
FIGS. 2-5 are flow charts depicting processes for re-
allocating exposure in leveraged products.
15 FIG. 6 is a diagram depicting exemplary transaction flow.
FIG. 7 is a diagram depicting a file or data structure
stored on a computer readable medium.
FIGS. 8-9 -are diagrams depicting user interfaces.

FIG. 10 is a block diagram.

20 DESCRIPTION

Referring to FIG. 1, a computer system 10 includes a

processor 12, main memory 14, storage 16, various interfaces
- 9 -
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invention wll be apparent fromthe description and
drawi ngs, and fromthe clains. DESCRI PTI ON OF DRAW NGS
wOo-2@@8/10931% a bl ock di agram of a conputer systePeT/BS1888/055230
2-5 are flow charts depicting processes for re
al | ocating exposure in | everaged products. FIG 6 is a
di agram depi cting exenplary transaction flow. FIG 7
is a diagramdepicting a file or data structure stored
on a conputer readabl e nedi um FIGS. 8-9 are diagrans
I ctin S?@ nterfaces
f

18DE%C!‘-‘8]F;TI AaNil F‘écrltlaé aldls%iac%%glfagl s%‘lékfaem%%‘l
e R B 1 N B el 0000
AR SRS el A A )
kB BECER P bubane, 4 8 Ciﬁ%ﬂaﬁ%@@?evﬂz%ﬂ,
orfoPire s Tnat s S BT o) oRE pFElestEph o ecvere
4 o@ﬁ% tetleéﬁé‘éé 45ALhE nplaécseests%rof:ol SYEIAIGH thnAex
allocation assets of leveraged index products, such as
leverage index funds to provide exposure adjustments
correction, as discussed below.

The application software 40 can be configured to monitor
investments in leveraged index funds that provide daily beta
exposure. For example, the software can work with the
DirexionFunds® S&P 500° Bull 2.5X Fund, which aims to achieve a
daily return that is 2.5 times (e.g., 250%) of the daily
return of the S&P 500 Indexm, an equities benchmark.

Although a single computer system 10 configuration, that
is, a personal computer is shown, other configurations can be
used such as client-server configurations. In that situation,
‘typically many such server systems could be in communication
with client systems and the software application can have
client and server components that execute on the respective

systems. 1In either situation, the computer system 10 receives

- 10 -
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| everage i ndex funds to provi de exposure adjustnents
correction, as discussed bel ow. The application

w@ odosmen3es 40 can be configured to nonitor inveRCTENL088/055230

in leveraged i ndex funds that provide daily beta
exposure. For exanple, the software can work with the
Di r exi onFunds* S&P 500 Bull 2 .5X Fund, which ains to
achieve a daily return that is 2.5 tinmes (e.g., 250%
of the daily return of the S&P 500 I ndex , an equities

TRSAEDIT i BathONAh BeRbl Ul GRIP Hh o0 a1 8 helermine

confrgurati on, conpute

eg%g 5r§qggkggag£%§ns can be used such as cllent server
C nglgurael

ons n that situation, typically many such

SEervel RS tﬂﬁ,e «.gli(:)tif %\Egﬁlégtl BLGALL o Wokhy, g'é)?e%ted

systens an re application can have C

ANdj BEINER €8 cEH@fof?g%p%g of Thdy eﬁeﬁgeégféé ent

systems. In elther situafion conput r syStem

eaegeié/sescrﬂeﬁsageslmv@at ﬁnfa[rﬁgbet Eﬁé QB kM Qlfd8le

to determ ne exposure adj ust ition, the

1%9@&'ﬁ%ﬁdd%@sSOff&%“é%aﬁglganup%oﬁéegﬁgéaidgﬁfg'f{ﬁﬁéggbrs

conputers, controlled by or managed by different
@At hdd €S thbat agngiiinyel ¥ edidbednye Obw tRe 28REEL Serif

| everaged i ndex products. For exanple, in sone

aBPDOCH TR Sof LIMAS QN Swhereas in other embodiments this
tool can be used by broker dealers that have control over
customer accounts invested in the leveraged product. In still
other embodiments, the issuer of the leverage index products
can use the application software 40 and either apply the
results of the execution of the application software 40 to the
funds in their entirety or to those accounts that it has

access to or to generate messages to investors and/or broker

dealers to recommend transactions that result from execution

of the software application. 1In still other embodiments,

spreadsheets are used to aid in determination of exposure

rebalancing positions.

Understanding the Implications of Daily Betas

In general, open-ended products that offer daily or

otherwise frequent liquidity cannot seek leveraged index

- 11 -
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can use a tool as will be discussed bel ow to execute
the application software 40, whereas in other

wermsdiasents this tool can be used by broker deel/88208/055230

that have control over custoner accounts invested in
the | everaged product. In still other enbodi nents, the
i ssuer of the |l everage index products can use the
application software 40 and either apply the results
of the execution of the application softmare 40 to the
irety h se | L
e Eng itk SoF 08T rf%*@!geén Bip et 282 £l HERDo b P egetive
nd/ or, hraker d lers to re r t hat
ne oS Er T e SB Rt enoBF ?%Céﬂ?%? deh SLBRARER0 M

ne%esae%':?fyh%/rle HbOd ”%”Eévef‘ pg@%%%h?gggt&?rt%alés ﬁ&:é@sﬁ:’a@es

ermnati on Oor exposure rebal anci ng positions.

re\&ngéStn?aQ;qu'l@Qe& e;l E‘ C@&'%b‘é&cg@# ;%‘?:tf@:c.‘mwce

géneral’, “open -en roducts t hat 'y or

Ge%teg Sethflgeg&emd hquggftyu&%gggbe Sgaﬁlgcdlg\e%ageps

%urns eflo onger t peri od

da@‘i%""?@f‘aﬁ% c§ g+ VﬁT ek Agefde Vc%'a‘detfé\ééé“c%%' 8B8chmark) .

ause each ation necessarily yields a new

Othg¥e# odlebouds S&t Siskat necessitates revised,
nagn exposure to the benchmark perfornance

ing@ﬁéA&lxﬁg thbSs PR 11Qd cREt YERMmRYRCESSEME aal CHt 2k DS
new period. By changing exposure to the benchmark, these
changes have a compounding effect on exposure to the
benchmark. Compounding of exposure causes daily beta producté
to exhibit changes in exposure that are path dependent. That
is, for the same set of price changes in the benchmark, the
exposure changes can be very different over the set of price
changes, depending on the sequence which the price changes
occur. As a consequence, seeking daily returns has
implications that are not intuitive, as will become apparent
from the discussion below.

Table I shows: (A) the performance of a hypothetical

benchmark, which could be, for instance, the S&P 500 Indexﬂ
over a period of four days; (B) 250% of the cumulative

performance of the index at each point during the four days;

and (C) expected return of a daily beta index product, e.g.,

- 12 -
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daily (trading days in the market that trades the
benchmark) . Ot her periods could be used. Changi ng
wezpesm3es t 0 t he benchmark essentially starts BCTES2008/055230

peri od. By changi ng exposure to the benchmark, these
changes have a conpoundi ng effect on exposure to the
benchmar k. Conpoundi ng of exposure causes daily beta
products to exhibit changes in exposure that are path
dependent. That is, for the sanme set of price changes

SALERE 5§9‘E§£3§ csef?wg%eie"a” TR ARG o
”}S"oﬁgégﬁ LT R R R T
B Scugag,lyo'nﬂt U¢ 'ovne hgf 141y HaRE G APRE) a4 oM
c@ng?f oF° 1 zﬁeéeftyﬁﬁ@t-gzk' 28'0 'ndex 1, “over a per i od
of four days; (B) 250% of the cunul ative performance

of the index at each point during the four days; and
(C) expected return of aT®i9 ¢ beta index product,

e.g.the DirexionkEunds S&R..500..Bul 2 . 5X _Eund-tha E

seeks| 250% o] the dczpympéﬁﬁwﬁkbf he |nde%h§rﬁgm“’c”
ch’é‘rd ANIL S endnilark T Bcntﬁ?ﬂi Berd nﬁﬁﬂcﬂéxlﬁkcta BenthhiR @%Mkwm

ai ly| agta nmoggly (D) i Model Net. | Cumulative | Cumulative | Net Assets
Return Return X Asscts Return Return X (D}
(A) Beta= 25 (E) Beta=2.5
(B) ©)

Day 0 100 100.00
Day 1 105 5.00% 12.50% 100.00 5.00% 12.5% 112.50
Day 2 110 4.76% 11.90% 112.50 10.00% 25.00% 125.00
Day3 115 4.55% 11.36% 140.20 15.00% 37.5% 137.50
Returns 40.2% 37.5%

Table I shows that by providing a succession of daily
returns equal to 250% of the daily return of the benchmark
results in a total return of 40.20% for the leveraged fund,
which is higher than the reéturn of 37.50% for a theoretical
position that provides 250% of. the return of the benchmark for

the same period based on a cumulative Beta model.

Table II
Period Benchmark | Benchmark | 2.5 Daily Beta Modcl 2.5 Cumulative Beta
Value Daily Model
Return
NetAssets | Leveraged | Net Assets | Theoretical
) Index (G) Benchmark

- 13 -



cumul ative beta nodel (E) . Table |I Table I shows that

by providing a succession of daily returns equal to
wQ2essaf31g he daily return of the benchmark respdCT/BES1008/655230

total return of 40.20%for the | everaged fund, which

I's higher than the return of 37.50% for a theoretical

position that provides 250% of the return of the

benchmark for the sane period based on a cumul ative

Beta nodel . Table I1A s shown in Table Il, both the
Bat-t-y-rBeta—Mogel—andthe f"".é' “t"i“ Bet-a '\3 QVi de
250% q f the feturn ¢ f the l@%ﬁ?ﬁ’ﬁark and haVW&"&n

initidgl $100.00 in agsets (Kyppand (|G and fonsequently
$250 q 160 Lever aged T hdexo Benchmerk [Bx@@SUT €5 p3dpo and
Meoretjprat Helmar kyExposurE:(ds) Far—tosEROne.
Dhus. |t e bes ‘j’t;'%gm_;_g%\ e 0 ERTERO e
Divét addi s f?]gn% $100/ 005t 0 $P2¥ B0 [f'6+%%ot h *eHE Dai | y
DBéta Vdthel and-¥te CLmdR&ti V& 3Bea NDUWI . | A287.50 hat

point, the DaiTy Beta Vodel™ &Xposes 2509 of the new
Net Assets to benchmark performance on Day Two. The

resuld ighgwheverngad tmd%@fe@@zenﬁéhﬁsmaumdéﬁ and the
($112.50 * 2.5) $281.25. In contrast, the Cunul ative

chei PatRdebe EXPRSRY provide 250% of the return of the

benchmark and have an initial $100.00 in assets (F) and (G)
and consequently $250 of Leveraged Index Benchmark Exposure
(H) and Theoretical Benchmark Exposure (I} prior to Day One.
Thus, the benchmark‘’s 5% Day One gain increases the net assets
from $100.00 to $112.50 for both the Daily Beta Model and the
Cumulative Beta Model.

At that point, the Daily Beta Model exposes 250% of the
new Net Assets to benchmark performance on Day Two. The
resulting Leveraged Index Benchmark Exposure is ($112.50 *
2.5) $281.25. 1In contrast, the Cumulative Beta Model exposes
250% of the original $100 in assets to the benchmark
performance for Day 2 but exposes only 100% of the gain, i.e.,
the $12.50, to the benchmark performance. As a consequence,
the Theoretical Benchmark Exposure on DPay 2 is ($100* 2.5+ 12.50)

$262.50.

- 14 -



250% of the original $100 in assets to the benchmark

performance for Day 2 but exposes only 100% o f the
w@aios/10931. , the $12.50, to the benchmark per fPCTHSINES/055230
the Theoreti cal
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A s a consequence,
on Day 2 is ($100*2.5 + 12.50) $262.50. Wien the
benchmark gai ns on Day Two,
gains again are greater than those o f the Cunul ative

Benchmar k Exposure

the Daily Beta Mdel's

Bet a Mbdel because the Leveraged | ndex Benchmark
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the Daily Beta Model declines less than
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the Cumulative Beta Model (-34.57% vs. -37.50%).
Table III
Period Benchmark | Benchmark | Benchmark | Fund Net Benchmark | Benchmark | Net Assets
Value Daily Daily Assets cumulative | cumulative
Return Retum X return return X
Beta= 2.5 Beta
Day 0 100 100.00 100.00
Day 1 95 - 5.00% - 12.30% 78.5 - 5.00% -12.5% 87.50
Day 2 90 -5.26% -13.50% 75.99 - 10.00% -25.00% 75.00
Day 3 85 -5.56% - 13.89% 65.43 - 15.00% -37.5% 62.50
Returns -34.57% -37.50%

As shown in Table IV below,

both models have $100.00 in

assets and $250 in benchmark exposure prior to Day One (Day
0). The benchmark’s 5% Day One loss decreases net assets from
$100.00 to $87.50.in both cases. The Daily Beta Model,
reduces exposure to the benchmark movement on Day

however,

Two, resulting in $218.75 of benchmark exposure. The
Cumulative Beta Model, on the other hand, does not reduce
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Cumul ati ve Beta Mddel, on the other hand, does not
reduceexposure beyond the | osses already incurred, so

w0 bh@s@asis at i ve Beta Model has $237.50 i n bench@EDK2008/055230
exposure on Day Two. When the benchmark declines on
Day Two, the Daily Beta Mdel's | osses again are |ess
severe than those of the Cunul ati ve Beta Mdel. The
same is true on Day Three, which is why the Daily Beta
Model has better performance than the CUnuIative Bet a

Model f t h hr da d.. Table IV Th
AEBT BN A e nit o195 “BAP R Ed REdel &0 P Clitharive
Iatlve Model s cau e |n up

Bd el as %(%ﬁ%o%rat °eb9§*F PRI SEERHTR oL IEY, I
gal SJ%L Ié% b%)n F\gaﬂgtdeacsllg\ggrgrg;ﬁ(alyh rggft eera?.En'aggLea
WL L yr. Pela,ofel s Lougyer, s s oo

neceSsarii ue, because, as |scusse8 bel ow,

C\%ﬂﬂﬁatg gr estalf %dgfwh ,ﬁ:%d% ha? %ngencﬁﬁaq%eg gWthh

price novenent S

£ B s, L et 5
St @§§§58ee€%p9!§>85? &L T ﬁ%pQqu@e td%ltyggbﬁo@”d decr eases

exposure in response to |l osses as sone i nherent
advant ages in markets which are

Table IV
Period Benchmark | Benchmark | 2.5 Daily Beta Model 2.5 Cumulative Beta
Value Daily Modecl
Return
Net Assets | Leveraged | Net Assets | Theoretical
¥ Index (G) Benchmark
Benchmark Exposure
Exposure 4]
(H)
100 100.00 $ 250.00 | 100.00 $ 250.00
Day'1 95 - 5.00% 78.5 $ 218.75 | 87.50 $ 237.50
Day 2 90. -5.26% 75.99 $ 189.97 | 75.00 s 225.00
Day 3 8s -5.56% 65.43 $ 163.58 | 62.50 S 212.50

Thus, one could conclude that the Daily Beta Models are
inherently superior to Cumulative Models because in up markets
the performance of Daily Beta Models (e.g., gains) is higher
and in down markets the performance (e.g., losses) is not as
poor as that of the Cumulative Beta Models.

However, this is not necessarily true, because, as will

be discussed below, the returns for each model are path

- 16 -
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wobe@s/ 104388 benchnmar k decr eases

linear and directional, i.e., days when the benchmark
increases in value are followed in succession and days

in val ue are fol PONE20081055230
successi on. However, nost markets are not |inear and

are directional only over relatively short periods of
time. For exanple, consider a market which is up and

down but ultimately flat, as illustrated in the
exanpl e of Table V . Table VIn this exanple the Daily
Bet ¢ del des | o wher e

d CRE Ve *)Ibdﬁ CaRgt ?F:pﬁﬁé er'f‘&“ﬁgn%tﬁ%%ﬁ] s RERF T x

over t ay Thi s _scenar.i an

LA %mPEfVélr en@g"?od%ren\tn I8hSedetQRE) Fof
0 b bot h nodel s have $100.00 in assets
e?%%\m% 8H?N?Ae Gl $250 i n benchmark exposure (O and (P)

R P %q#ey &

ben s gai gai n’increas

v%r % (‘%% e\ggrggéi%gﬁagggi%n&h s ﬁ$§€° osur e on Day

e

lfjr?ecixj &3 8&&35.0;%, ime ,Dé,h{zé( v@%@t%@dﬁénéﬂa‘}?{ses

increases in value are followed in succession and days when
the benchmark decreases in value are followed in succession.
However, most markets are not linear and are directional only
over relatively short periods of time.

consider a market which is up and down but

For example,

ultimately flat, as illustrated in the example of Table V.

Table V
Period Benchmark | Benchmark: | Benchmark | Fund net Benchmark | Benchmark | Nect Assets
value daily return | -daily retumn | assets cumulative | cumulative
X Beta = return return X
2.5 Beta
100 100.00 100.00
Day 1 105 5.00% 12.50% $ 112,50 | 5.00% 12:50% $ 112.50
Day 2 100 -4,76% -11.90% $ 99.11 | 0.00% 0.00% $ 100.00 |
Day 3 105 5.00% 12.50% $ 11150 | 5.00% 12.50% $ 112,50
Day 4 100 -4.76% -11.90% 98.22 0.00% 000% $ {$ 100
(K) (L)
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are greater than those of the Cunul ati ve Beta Model .
I nresponse to the decline in net assets caused by Day

wawsa0430%ses,

benchmar k exposure at day Three,

gai ns.

the Daily Beta Mdel

reduces t hrCTIE82008/055230

a day when the market

Responding to the increase in net assets due to

gains on Day Three,

exposur e,
Day Four. Thus,
the_injtjal vaI e of
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the Daily Beta Mdel

heh o

?:%:eo exp?

The application softmare 40 is executed as a

i npl enent ed process Referring to FIG 2 ,

tvvee
ain

dec

d%:\[’ov

ererl
r cas

$245. 5

i ncreases
only to |l ose when the benchnmark declines on
on Day 4 with the benchmark back at

f’?&é?@%ﬁ s ﬁagses

¥g¢PgoP 6‘6“%“‘0"‘

re 40 assi sts

to Table

equi va BNt

hi gh 1 evel features of t4®1&pphfication software 40 are

illustrated These features include calculating 40a in
Pedpdc o] @‘f‘@‘f“a’ Srhpekan? 3 it PAM Y eon ﬁéﬁ‘#‘é‘f‘““’é)’?ﬁ%sur e to
an underfyi ngfidex |given an initia
Net Assets | Leveraged | Net Assets | Theoretical
(¥) Index (G) Benchmark
Benchmark Exposure
Exposure 8y
(H)
Day 0 100 $ 100.00 $ 250.00 $ 100.00 $ 250.00
Day 1 105 5.00% $ 112.50 $ 28125 | § 11250 $ 262.50
Day 2 100 -4,76%: $ 99.11° | $ 247.77 $ 100.00 $ 250.00
Day3 105 5.00% $ 111.50 $ 27874 $. 112.50 $ 262.50
Day 4 100 -4.76% $ 98:22 $ 245.56 $ 100.00 $ 250.00
As, shown in Table VI, both models have $100.00 in assets
(M) and (N) and $250 in benchmark exposure (Q) and (P) prior

to Day One (Day 0},

and

when the underlying benchmark 's gains

5%, the gain increases the net assets of both models from

$100.00 to $112.50.
Exposure on Day 2 is 250% of $112.50,

Theoretical Benchmark Exposure is. only $262.50.

However, the Leveraged Index Benchmark

or $281.25 while the

When the

benchmark declines on Day Two, the Daily Beta Model’s losses

are greater than those of the Cumulative Beta Model.
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| evel of assets and a degree of magnification of such

assets to the relevant index. The application software
w@bk®e/1093¢4 udes cal cul ating 40b in a conputer SPGL/EN0&O55230

initial investnent ina |everaged i ndex product

sel ected to provide a | evel of exposure to the

underlying index in an anount that is equivalent to

the theoretical exposure determ ned at 40a. The

application software also includes cal culating 40c any

t of ch h d f
g i FEBAET OTTE RFILNG, N Geliet Erahon S ao R e ey Tub%s
t he L cul 4
l%sysse%ée beDagiiogE F%%oad“eﬂh%é‘dﬁc‘éee?ft&?%ae% S BeEh od

osugg SUT4S Hh% lggﬁé{ %FStnEFQ n the

veraged I ndex pr e applica |%ﬁgsé¥ﬂM@re al so

I ncly 89§ Q{gjﬁ” 89%41 xIeQSetI}?Q-[e%t BS§L¥§X£%SL&%G?%9n§ "

exposure e current 1 nves

e \i?‘%?%‘ﬁg%ﬂen ?%ﬁ‘%ﬁmg%m”‘ﬁ?? S g s R A
144U Qe S IZRRROPS 4T L5y L(PEBGFD e BROMF

t to ensure e exposure to t

w%d%lhlsyb 2 n%.‘}%xbgélg’va{td%ﬂebyn{ Fal' Q‘A?ﬁé nﬁ{'tldonbgggd on

everage ex product is at T'east roughly equival ent

tﬁeo d:eg@lh@gﬁlr eli 6Bk SXRASUESur, TR RPh{ CaddiLmoaalt ¥Rry

that an investor or
has $98.22 of net assets, for exposure of only $245.56,

whereas the Cumulative Model has assets of $100.00 for
exposure of $250.00.

Application software 40 assists with exposure
modification by recommending re-allocation of assets between
an investor’'s leveraged product account and cash or cash
equivalent account. The application software 40 is executed
as a computer implemented process.

Referring to FIG. 2, high level features of the
application software 40 are illustrated. These features
include calculating 40a in a computer system, an initial
theoretical exposure to an underlying index given an initial
level of assets and a degree of magnification of such assets
to the relevant index. The application software also includes

calculating 40b in a computer system, an initial investment in
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other entity can use to reallocate funds to bal ance
mar ket exposure in a | everaged product, such as a

wo ewsnegesl benchmark nutual fund to provi de repr/mS2008/055230

that are consistent with the market exposure the
i nvestor would have had the investor invested in a
cunul ati ve beta product .In other words, referring
back to Table Il above, the application software 40 in
conbination mrth executi on of reconnended transactions
2P des .the. investor's n.the F w th a
CLSS-a5Re TS PBRHOR o 1R BBk PAES & Tovelor
subst an ual to the, Theoretical mar k
BT bt srrtlr“a%rmrgm 81 9 R BT o
of t 40 per tors, broker/dealers
§%sﬁ§$§£ E%daso fﬁg é‘rngs an&gt§§go§%r§niﬁoa The

fioc%r&tlgnhgé géa ec ufd%QdS C l%tlnnngcic tar}]at 1mpact
@é erates re urns over a perrod % fha

C‘#Ha‘ﬁ SR 1%' ﬁbe( alia) £ I{l(&l‘#(‘,{}?lgf;gy#laéétl% %Ot &

of "a eore |ca enc evan

delgﬁgtﬂ?e{) ;%gg g{-er{ tHe%FéaPS%ioté%%sGPgbﬂ for

UCtS e SO ng exposur e,

cpr odl%%%n ﬁo@airrpgekg&p\ﬁ r .s s@efl SO/ 'e\fcgogsppefq t %

ucts at provi exposure sent1 al

wh&e LG Phd&E &ogaaea«w t%er A0PFe R WaLUeSt the

investment in the leveraged index product. The application
software also includes comparing 40e the theoretical exposure
to the exposure provided by the current investment in the
leveraged index product and, if there is a material
difference, recommending (or initiating) 40f purchases‘into,
or redemptions from, the leveraged index product to attempt to
ensure that the exposure to the underlying index provided by
the investment in the leveraged index product is at least
roughly equivalent to the theoretical exposure.

The application software 40 is a tool that an investor or
other entity can use to reallocate funds to balance market
exposure in a leveraged product, such as a leveraged benchmark
mutual fund to provide returns that are consistent with the
market exposure the investor would have had the investor

invested in a cumulative beta product.
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between the Beta of the |everaged index product and O
. (I'f the leveraged i ndexed products are paired (e.qg.,

w@2aite93ed funds such as a Bull fund and a BeaPCT/uszmhogo55230
the same benchmark) , the nultiplier K can have a
range of val ues between the Beta of the | ong product
(Bull Fund) and the Beta of the short product (Bear
Fund) .If the leveraged product is a |ong product (and
has a positive Beta) , the value of Kis less than the
Bet erm

t t I L t : h A
cquDaPEREY 45 har "B RSN &ah B6LE 1T [ Che
| ev d product | hoy t .oduct. d h
maEeEe araro b Faroeb T R aT ek ohe
n_allocati.on to cash or gicash

Beta, to.perm.t .
TSR et Rt oRe BROL S Tar Ead iRty ) APgERERRR 0

I f ' :
S oNal WEPTy Kol A, RPTRGNL 206 L B8 B FOLJ yer aged

pr oduc ave Vel'y or are Dbased
1 : i oh it
G BERETTY S B P B R oAby, gk lFe ot

m%ﬂ%gg@g@grgggggc&§)mﬁth relatively | ower Betas or

are based on benchmarks with relatively | ower

Vol ghé! Lo RS, Golladtl Y6l Yo RWel Shaldddday Tund

could h ereas a higher volatility fund

bﬂl&@?d@éﬂ@rs@ %sgugrg ,5%nd| gogfacﬂecﬁﬂl ’toKrg%]al%ce exposure

in accounts holding leveraged funds in a manner that generates
returns over a period of time that are equivalent to a
multiple (“*K”) of the cumulative total return of a Theoretical
benchmark for the relevant period. The parameter “K” is a
positive number for products that provide,so called “long
exposure,” whereas the parameter “K” is a negative number for
products that provide “short exposure.”

Essentially, the multiplier K can have a range of values
between the Beta of the leveraged index product and 0. (If
‘the leveraged indexed products are paired (e.g., a pair of
funds such as a Bull fund and a Bear fund on the same
benchmark), the multiplier K can have a range of values
‘betweenn the Beta of the long product (Bull Fund) and the Beta

of the short product (Bear Fund).
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about .5B to .9B, nore likely around .8B. Referring

nowto FIG 3, specifics of an enbodi nent of the
w@ppBilests on software 40 are described. The appdT/Us1009055230

software 40 receives or accesses 42 a value "P", which

Is the amount that the user (e.g., investor, broker

/deal er, issuer, etc.) chooses to allocate to the

strategy. The application software 40 al so receives or

accesses 44 the value "K' which is the | everage

| ti.pl t t the | t desi t | t
Mhatt T B Rt Bateh i B ERoarraore” i ago2
K*P,. wh h mbol "*! ill .b d t t
e M A
appl.i cat iaggosof.t ware 40 determ nes 46 .,

whet her K> r
PRI 8HVRT U BF “R- Fasc%rorre?pgﬁ%s ?%utvﬁanfJo?cf itcjglr?%of

sbbe. dheqqetleal M ket Exposute. Lbal 15 REev) ded si00

Vv
everage, an erefore w I NnCcu Frow ng costs.

p{:féc\a/uc?géhlﬂvshéé‘ear %teiggtgx(?e'ldfe;/tg) 208N S i,u%egﬁ eII he Pg‘%%rt,\tSI:

era a fac i'n determ ning oretica

tﬁ%pqnﬁp%?ﬁg¥$%gg%§P9€C?H eJkggtggéé%PEagﬁvg£qg%ash

reduces ica nchmar posur e.

ef?r ,?Ja%lfnh;:ggém %@_ig%kg_a;i cggf g%\ﬁhe_ al so receives 48

e va is the benchmark return for the

rel eﬂ?%%n@?éi,"dchet be14&l ¥ k' Fs a bd¥&dntugSt SBMHeda t BSy
rel evant
leveraged products that have relatively high Betas or are
based on benchmarks with relatively high volatility, the value
of K will generally be lower than for those leveraged products
with relatively lower Betas or which are based on benchmarks
with relatively lower volatility. Thus, a relatively low
volatility fund could have K = 0.85B, whereas a higher
volatility fund wmight have a K = 0.75B. In general, K can be
about .5B to .9B, more likely around .8B.

Referring now to FIG. 3, specifics of an embodiment of
the application software 40 are described. The application
software 40 receives or accesses 42 a value "“P”, which is the
amount that the user (e.g., investor, broker/dealer, issuer,
etc.) chooses to allocate to the strategy. The application

software 40 also receives or accesses 44 the value “K” which

is the leverage multiple that the investor desires to apply to

- 22 -



| ever aged product and the value "B," which is the Beta
of the relevant | everaged product. The application
w@ odosmen3es 40 cal cul ates 52 a daily benchmar k er@DES2068/055230
of a theoretical position (e.g., "Theoretical
Benchmar k Exposure"” as discussed below) . The
application software 40 determ nes 54 a desired
i nvestnment (T) on each day, by dividing the determ ned

benchmar k exposure Theoreti cal Benchmar k
Ex ure u y taofthelee g
P ‘gd:zl % E‘%aPr n&BB?I ca%p(?r?ure OE§I }ggp

Wf?%‘%%e'stﬁ%' L-‘fimt% %e“ﬁzgé%% B R r‘s?g%gt.ﬁ t%ﬁfrteﬁgo B
Lnﬁa‘ﬁevgseaéﬁoﬁvéi‘?%eea ”ﬂi?kpéiﬂzéhr‘e"( [TED - (L1BD) OB
SubiPE  RRRPER TS Eo FERGITED Cobe iR Bb wiReS ron or

B hosife el ﬁ%@i%%fr%@g%ﬁée Op ey O RENCHTERS
%foﬁ%a%giemélgle%nggoleBeE)thaﬁ di o;sxdoe;id% ayfnﬁqte@eﬁagé,

ever age roduct to term ne an "Tanpunt

agy éMyr%@o££m%1f1V§§Eﬂ?r%oﬁﬂ&w&ﬁ& costs. If, 1sKs>-1, there

is no leverage required. The cost of leverage is a factor in
determining the Theoretical Benchmark Exposure because the
cost of leverage reduces the Theoretical Benchmark Exposure.

Thereafter, the application software also receives 48 the
value “X”, which is the benchmark return for the relevant
period, the value “F”, the investment in the relevant
leveraged product and the value °“B,” which is the Beta of the
relevant leveraged product.

‘The application software 40 calculates 52 a daily
benchmark exposure of a theoretical position (e.g.,
“Theoretical Benchmark Exposure” as discussed below) .  The
application software 40 determines 54 a desired investment (T)
on each day, by dividing the determined benchmark exposure,
e.g., Theoretical Benchmark Exposure (TBE) value by B, the

beta of the leveraged product.
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i nvestor's | everaged index product account differs
fromthe Theoretical value or: la= (LIBE-TBE)/B If the

waeledoBaesmEe |u i s substantial, 60 the softwar ePCGBEIN08/055230

nmessages to recomend transactions (or in the case of
an automated system pl aces trade (s)) 62. Cenerally,
the difference between the current investnent in the
investor's | everaged i ndex product account and the
Theoreti cal Benchmark Exposure is expressed as a
percentage of the currept ipvestnment in the investor's
| ever aged i ndex product(Qéb . Thus the difference
| d% expressed as a percentage is: 1d%=1d /C If the
absol ute value of the difference Id /Cl is nore than a
t hr bhokpblientennageftw@re ¢henlschaukbiphigss the current
transactions will occur. An exenplary range for Q can
Airvesbmé&it t (CIR%n Hineeusvestiches Lavepsgedanntex usefiuckor
instance, if transaction costs are mnimal, the range
az@unbeby ist BataaBl ¢f |theeletéragddl 5%Wlexhprasti £o
transaction costs are nore of a concern, the range
deteithniin® es diglae Let Boay s/ iin@ey . Betizhinark Ya:aso suxee (LIBE) .
addition, in those enbodi nents in which transactions

(LIBE) = CI*B

The Leveraged Index Benchmark Exposure (LIBE) is
subtracted 58 from the Theoretical Benchmark Exposure and the
difference between Leveraged Index Benchmark Exposure and the
Theoretical Benchmark Exposure. This difference (LIBE) - (TBE)
is divided by the Beta B of the leveraged index product to
determine an amount Iy by which the investment in the
investor’'s leveraged index product dccount differs from the

Theoretical value or:
Iy= (LIBE-TBE)/B

If the difference lyis substantial, 60 the software sends
messages to recommend transactions (or in the case of an

automated system places trade(s)) 62.
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are recomended, rather than automatically executed,
even if the deviation is beyond the range, the
wore@sagsss Wi || still be sent. Referring now t oPEI/G52048/055230
details 60 on how the application software 40
determines the types of transfers or nessages needed
to rebal ance the | everaged fund exposure tothe
underlying i ndex are shown. The application software
40, accesses 72 the difference percentage I % as
determ ned above. Recall that 1d = (L|BE-TBE)/B, and
| % SEPEFFAY i £PEnE o S En e PRI EEh G e S Y EB5  hdi cat es
that the jnvestnent in thsﬁlever ed .i ndex product is

IESAMPERT t HhF 0By §5 1950 LRECTAHSIRETARY &% PREQHE
| ever aged i ndex_ prodyct, meaning the investnent in the
21 e BB T2 L pP ST e RO B S 6 S FREC TSR 85 R t ho
hi gh. end, applicati.on softwar.e 40 wll suggest 76

o EPsRas ot BheaBBEr SR B RidA 5 Ehe e EHE o
I ndex product to._cash or cash ui val ent _or o,
leFradati 9y PEPERSE W8t ass 5380?%ﬁ¢%f%ﬂ§etﬁé6
references of the investor. On the other hand, if the
SHFFEPENTS HECCERPERE 1'P% i ndi cates that the
investnment in the | everaged i ndex product is |less than

100% - Q of the target investnent in the
Iti% = la/Cl

If the absolute value of the difference Id/Cl is more
than a threshold percentage, Q, then the messages or
transactions will occur. An exemplary range for Q can be 0.5%
to 3%. However other ranges can be used. For instance, if
transaction costs are minimal, the range can be substantially
lower than 0.5%, whereas if transaction costs are more of a
concern, the range could be higher than 3%, e.g. up to 5% or
more. In addition, in those embodiments in which transactions
are recommended, rather than automatically executed, even if
the deviation is beyond the range, the messages will still be
sent.

Referring now to FIG. 4, details 60 on how the
application software 40 determines the types of transfers or

messages needed to rebalance the leveraged fund exposure to
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| everaged i ndex product, neaning the investnent in the
| everaged i ndex product falls outside the range on the

wO owsaend18 t he application software 40 wil | sSugpeBUS2088/e55230

transfer of assets fromthe Investor's cash or cash
equi valent to the | everaged index product or
automatically transfer the assets according to the
preferences of the investor. In other situations 79
there are no reconmendati ons or transfers needed. Thus,
the Theoretical Benchmark Exp sure s used. .to
t‘i‘%t&ﬁ\dﬁﬁg'é“&p‘&dﬁf‘eam %P‘?Wé’ver gdﬁéﬁ%’;‘/ %ﬁdﬁt&ééﬁ o
of a portion of the assets in the | everaged pr.oduct. to
a%cer?&‘?éyWra‘f*R“etd%ESBEﬂ‘fe d’rer&FEEa‘-iﬁ‘er‘% BEseYF Prfpined avove.
novenents in the under| g benchmar k _t hat t he
| ev&esged tharddet (IBEck E)/ TRBA et i=cht/iIni&oFRvar e 40
can automatically nove funds into and out of a
dpbisinenen pPererdaget b%riinidicahes jawdl the IRNRsMeBSt iBrthe
a periodic basis or these changes can be perforned
1¢Nﬁﬁﬂﬁeﬁylﬁ§e¥aHH9§PCLE%bd§@ﬁ§e€oﬁh%ﬂn%0@ﬁ #sQ of the target

acconpl i shed by using an estinmated closing val ue of
intRetreaExit dheoAgyeEaTeht iodat XAty ePERPLRF dht he

start of the investnment . Theoretica | Benchmark
?&ﬁﬁiﬂﬁﬁ§ in the leveraged index product falls outside the

range on the high end, the application software 40 will
suggest 76 a transfer of assets from the Investor’s Leveraged
index product to cash or cash equivalent or automatically
transfer the assets according to the preferences of the
investor.

On the other hand, if the difference percentage 3%
indicates that the investment in the leveraged index product
is less than 100% - Q of the target investment in the
leveraged index product, meaning the investment in the
leveraged index product falls outside the range on the low
end, the application software 40 will suggest 78 a transfer of
assets from the Investor’s cash or cash equivalent to the
ieveraged index product or automatically transfer the assets
according to the preferences of the investor. In other
situations 79 there are no recommendations or transfers

needed.
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Referring nowto FIG 5 , determ nation of the TBE
(Theoretical Benchmark Exposure) is shown. Initially,

wWao bh@siepsest or, broker/deal er, issuer, etc. selBCI/BESH08/055230
nodel by which insufficient or excess exposure of the
| everaged product to changes in the underlying
benchmark will be determ ned. Such a nodel should
provi de a benchmark that takes into consideration
various real -world investnent options for the

i nvest or. One such npdel is di scussed bel (1
mod&Pgs codtsd THECHE RHFA T RFEHB POPRTr ”ﬁSPeF%
as "Theoretical Benchmark Exposure de .
r%?asleaggewwm inp alseg'&ﬁﬁﬁ‘r’omffw r -#gi%%wn of a
Theor et | Benchnarkﬁgﬁp sure é?
pqatige: BF s RerS CAntr BEoNREr P BFRURSh SohaBeney: a

a8, AR BT 1 A °§%§$???”rﬂa~%3?eé%€a?rﬁ' i o

g1 9205 S Re i 9?%%%9(? Baefits SeEker pal
S P@?and nc(a'kqgsst D5 O B0 (OOLOUE0e eunas
sffegniCofEieh A Baohy e bROELIRE nTRE o shIRALE N

HH,%'SQQQRE I ¢ Iap %Lr?&gl Ma%llg Bt oéﬂeds%s cﬁaxt@é§ ! éa@xe be
performed manually by a user. Exposure correction is
accomplished by using an estimated closing value of the index
to compute the cumulative return from the start of the

investment.

Theoretical Benchmark Exposure

Referring now to FIG. 5, determination of the TBE
(Theoretical Benchmark Exposure) is shown. Initially, the
investor, broker/dealer, issuer, etc. selects a model by which
insufficient or excess exposure of the leveraged product to
changes in the underlying benchmark will be determined. Such
a model should provide a benchmark that takes into
consideration various real-world investment options for the

investor.
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return. The beta adjustnent of the | everaged benchmark
product seeks returns that are equivalent to those of

wao biog/1iwasel i ne return provi ded by the Theor et i BEI/US2008/055230

Benchmar k Exposure nodel by recommendi ng transactions
anmong the relevant | everaged funds and cash accounts,
e.g., interest bearing accounts such as noney narket
accounts. The Theoretical Benchmark Exposure is
initially K* P and the gross Theoretical Benchmar k
Exposure at subsequent

45l HABLetY

(1+%5F.5 st dEPE I n‘éf?ewgggﬁec?%ld be.
r educed by borr owi ng. costs_a 00|atedw¢%E
w9 or TBLD TORR O sﬁgfsrﬁsdTﬁgi*eeeﬁeleaﬁs $geal
su t he npne €%grro d to rovjde the | everage
Benc%ﬁ@r‘%‘ StFEal™ Sir & ?%ehog‘nt ﬁssur%gtgon
retlc t.h |nvestor S _Lnvest t
that
u?é% ??8% éh %%895%?ﬁﬁaﬁﬁ§en5hTax'aFﬁg?S¥ﬁ r‘E%[)ire ical o"
i ves% ?(e Jtrr%oglr'{criebl X htmla%kt ﬁ&h r@% 'cgﬁl i?ﬁ@%l‘ﬂme al 0 1 he
enchmaTk at “a glven ore, e Theoretica
cRRNFRERLK (RRARULE a@@oﬁu LhiTedie (HELELEI AP everage
apcesslng es of p, as
SGUREE 3P Qs BOCL] T LAPSE 1RLEES LAd GaLLog 84
_ eore I cal” Benc posur +X)
pffﬁé%@gi,(fve.Qr OQEP)) In this scenario, K > 1, and the
investment is divided into principal (“P”) and an investment
made on margin (borrowed money) (P * (K - 1)). The portion of
the investment made on margin will incur interest expense.

The return that is generated by this investment in the
benchmark using principal and margin provides a baseline
return. The beta adjustment of the leveraged benchmark
product seeks returns that are equivalent to those of this
baseline return provided by the Theoretical Benchmark Exposure
model by recommending transactions among the relevant
leveraged funds and cash accounts, e.g., interest bearing
accounts such as money market accounts.

The Theoretical Benchmark Exposure is initially K * P and
the gross Theoretical Benchmark Exposure at any subsequent
point in time is (K * P * (1+X)). The gross Theoretical

Benchmark Exposure is reduced by borrowing costs associated
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where "r" is the broker call rate and "ip" is the
i nvest nent period, as discussed above. Thus, if a
wo eaenesgesl i ndex benchmark seeks a daily ret urPCTE008/055230
is the nultiple of the return of a benchmark (e.g.,
the "TME") and the beta "B" of the | everaged benchmark
is greater than the desired return "K' , the initial
desi red market exposure (T) of an investnent strategy
K*P is K*P/B with P-P*K/ B being aIIocated to an

i .nt b Fund. On_t t al
whil B bar et b o i Rt PG R Hencaiol L e
beta adj( t ment s%rate gl Scu sseéj ?o IS th Th
EXRRES (WAT QNS PREY TR SPoPT Y 145 &P Lo A% Acc Bt
t I\/a ket . A
Tﬁ re&}g\c/:g; ér)reanr(i( n&arﬁelgx [ r%l ésgrg%guh ogheoaettll,?ag’ va.dfue of

tt@@rlgl%tespgi"g%dl%gae Fr%g uéoesgtgﬁ n%il Or?’l% rt?:.s e r%&x@ LMer

'S ‘conpoun tvvaré

tﬁ@%‘éﬁ:@ét{%flkts% mhm&%‘)-?oé{i) gé IQetr}ehQR{éﬁééﬁ% al exposure

position return Ier an

£d ScreUBUhAiddA R Y flven time.

Therefore, the Theoretical Benchmark Exposure at any time
is determined by accessing 82 the values of K, P, X, P, r and
ip, as discussed above, and from these values calculating 84

Theoretical Benchmark Exposure as:

TBE = (K*P(1+X) - (K-1)*(P)*(r)*(ip))

where “r” is the broker call rate and “ip” is the
investment period, as discussed above.

Thus, if a leveraged index benchmark seeks a daily return
which is the multiple of the return of a benchmark (e.g., the
“TME”) and the beta “"B” of the leveraged benchmark is greater
than the desired return “K”, the initial desired market

exposure (T) of an investment strategy K*P is
K*P/B
with P-P*K/B being allocated to an interest bearing MM

Fund.
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As di scussed above, the anmount "P" is defined as the

anount of assets that e.g., the investor chooses to
w@bdosaesses t 0 t he strategy and the val ue "K' i SPEI/US2008/055230

multiple of P that the investor desires. Therefore,

the Theoretical Market Exposure (TME) is equal to K*P.

The accounting for the cost of margin can be

determi ned by using the Broker Call Rate for each date

o f the investnent period and determ ning an average

daily rate for the invest rreni rger}g od bX adﬂﬂt%t hfe_th
rat & FBF LREF §a99f (iR HE2 “Fat’BLUnt pL the
Lcurrent da’&‘? and dividin thedsum thenurrberd 3
SPGB RAFEAGOR HEHE LEHEL st%"%ﬁes'fwﬁ%{ ArBere
of tradi days in 'z This average daily .r

kY lsetﬁ%?‘f%%w%vy&z A op Phrerbod: Ay pevnged Pusa

icit ense \}Q rrent Tool

AlRistr P O EGEF IOty MaREr ASHPEIES! | ntor act s
with a broker/deal er 104 to view and nmanage the

i nvestor's assets/shares in a user's account 109
containing Investor's LeV¥Vay€¥ ks Account 108 and
correspondi ng I nvestor's Mney Market Account 110 .

Al t hough a single user, e.g., investor account is
ShoWMdney market interest is accounted and the money market
balance is computed using an interest rate that is compounded

daily.

The application software 40 computes the total exposure
of the theoretical position (P*k*x where k = the return
multiplier and x is cumulative return).

As discussed above, the amount “P” is defined as the
amount of assets that e.g., the investor chooses to allocate
to the strategy and the value “K” is a multiple of P that the
investor desires. Therefore, the Theoretical Market Exposure
(TME) is equal to K*P.

The accounting for the cost of margin can be determined
by using the Broker Call Rate for each date of the investment
period and determining an average daily rate for the

investment period by adding the ratés for each day from the

start date until the current date, and dividing the sum by the
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it is to be understood that this is nerely a
sinplification for illustration purposes. Mney in all

wWais@s/1893g count s resides in a Leveraged Fund 1201/Us2008/055230

i nvestment pool conprised of funds froma plurality of
i nvestor accounts. Sonme of these accounts can have an
I nvest or Leveraged Fund Account 108 and a

correspondi ng Money Market Account 110, for investors
that chose to use a re-allocation tool. O hers of

h ..onl.y h h L
B SRS Sol el A, BB TR
o ReRoELL RS B BLEOGBHPD Flbg, TR osled
. di tq. [ ' A tr ' db
38R Yar oA LRV EELI, SHt AL e S ot ed

inc%%gg tg}g%%rsecash, or cash equival ents) can be

onsi der part of the Leveraged Fund 120, but is not
part of the investnent pool that is exposed in the

| everaged manner. Additionally, the Investor Leveraged
Fun8epe i tmeBt cEePlbe processed individual ly, in
that the Leveraged Fund 12 0 makes transactions only
f or RERSEL o PR¥t bP SFhaf /| Al LRSS PRat 07 H@teracts with a
transactions are desired.. The tool includes a

broker{#eatsTorn Ofr bRESEY A58 SRAED 1§ APFYHRIIn Si nvest or

"to register with the systemandaloginto ,
assets/Shares in a user’s account 109 containing Investor'’s

Leveraged Fund Account 108 and corresponding Investor’s Money
Market Account 110,

Although'a single user, e.g., investor account is shown,
it is to be understood that this is merely a simplification
for illustration purposes. Money in all user’s accounts
resides in a Leveraged Fund 120, an investment pool comprised
of funds from a plurality of investor accounts. Some of these
accounts can have an Investor Leveraged Fund Account 108 and a
corresponding Money Market Account 110, for investors that
chose to use a re-allocation tool. Others of these accounts
may only have the Investor Leveraged Fund Account 108 for
those investors that do not want to participate in re-

allocation.
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allow the investor to login and access positions in
the user's account containing the user's |everaged

wo eovd/1psss ti ons 109, e.g., the Investor's LevePEmEs2008/055230

Fund Account 108 and correspondi ng I nvestor's Money
Mar ket Account 110. Through a user interface, (FIG 8
) , the investor 102 sends nessages to the broker 104
to execute, e.g., "buy trades" to allocate nore funds
into the Investor's Leveraged Fund Account 108 from
t he forresgondin Inv§stor's anﬁy Mar ket, Account 110,

by t PR PEREEFURES L B TIRE TPAVER thrad I Ras vk At
1A%C°UQL3%%%ntQ t he Ieverqged f.und 120, as shown. In
ERaTALEE FOPRBR R SE IPENST eFFdqUF r bR TRy BsTredd es
k Al nt .110_to,the i t h
B She R B An B SR iy LebdRcnaict, MR cet
ddi t ds. tq t | t ' .
SFELHIPA A0 S, LR Lt IE | PR Ry icon are

o%neﬁe%ﬂ%ﬁ@%g%QQ%%%%gég?Qﬂ%yﬁ%fngpagégtEﬂ@thgvfs&éggﬁ%nt

ever ag nto correspondl ng

ppBYSHAY 53 UROSYedMILK e, AbAtAked andd) N ch case

unds 1 n the Teverage are renoved fromthe

Fun dAé'(%LQ: idA 1}5 ,a r%? ‘Rtﬁx%’s E &k tLré@e %%%é % f]lgx%ﬁd hg gmantf 108 can

| nvestor's ney et Account renove rom

pk _ré&\é%%hoihﬁiﬁedﬁ%ﬁ ed; Fund ACHQUNM el W8ea! Pui'€ 20
enbodi nent, the 1 nvestor receives

makes transactions only for those investors that indicate that
the transactions are desired.

The tool includes a registration process (not shown) to
allow an investor to register with the system and a login to
allow the investor to login and access positions in the user's
account containing the user’s leveraged fund positions 109,
e.g., the Investor’s lLeveraged Fund Account 108 and
corresponding Investor'’'s Money Market Account 110.

Through a user interface, (FIG. 8), the investor 102
sends messages to the broker 104 to execute, e.g., “buy
trades” to allocate more funds into the Investor’s Leveraged
Fund Account 108 from the corresponding Investor'’s Money
Market Account 110, by transferring funds from the Investor’s

Money Market Account 110 to the leveraged fund 120, as shown.

In that case, money is transferred from the Investor’s Money
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messages fromthe broker 104 that suggests which types

of transfers to nake, if any, dependi ng on narket
weonditessohs. Referring nowto FIG 7 , a data BCT/US1008/@55230

and/or a file or object 120 can be used to maintain

user account information. In addition to conventi onal

informati on that can be nmintained for the user, e.g.,

i nvestor information, 122a, identification of the

parti cuI ar | everaged fund, 122b, identification of the

d h 22
M“ﬂ%ﬂ | atepthPSa% g?rﬁ%ilss&?lsrﬁ 08 A cdaBt Bt RstE], 6t
% on e, sce oty 530d & inkage, 4228 L@ Lhe under Lyl e

accoun r eqai
ugt.u ]%8, en o
C{)al%anéﬁ%g eefsgr%ﬁ ngﬁ)ﬁverl‘ﬁfie %‘H{C?é\'cﬁg‘exrlt ¥ erface 14

0 F Qonl DEORS 2 adl {ﬂ% 6&1 <8§ %bﬁfln de natﬂfn‘ij,f% 146nd&

allowan 1 n estor

oui%ﬂ@%heeiﬁbestog %he %? ?e9§9 i%buﬁtfigﬁfgﬁk%4thg

00s€e return mul to's
init I
°$#5%§é9i€%%re@bgﬁame oy BRficet Tad sqfl%?ﬁér‘% odY ey

2 tfugtis 111i occﬂe tl@@&rgéécpvﬁma 9§@raxte r'etqb'sé@tﬁroﬁl Qﬁ@’ Fund
I nvest nent . her erfaces can be provided to allow
155“%ddn¥§§£§¥eﬂf%d to the correspending Investor’s Money
Market Account 110 and removed from the Investor’s Leveraged
Fund Account 108. In one embodiment, the investor receives
messages from the broker 104 that suggests which types of
transfers to make, if any, depending on market conditions.
Referring now to FIG. 7, a data structure and/or a file
or object 120 can be used to maintain user ac¢count
information. In addition to conventional information that can
be maintained for the user, e.g., investor information, 122a,
identification of the particular leveraged fund, 122b,
identification of the underlying benchmark, 122c, the data
structure 120 can include fields for exposure rebalancing
options 122d for the account, and a linkage 122e to the

underlying money market account {(or equivalent) if the data

structure 120 has enabled exposure rebalancing.
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thereafter track orders to be placed for the fund. In
subsequent user interfaces, after the user accesses
W bh@saesokint, the tool provides exposure corr eRCT/082008/055230
information to obtain up-to-date exposure correction
trades to execute to acconplish the exposure
correction strategy and to record exposure correction
trades. The tool also allows a user to |iquidate the
i nvest nment . Initiation of nem1|nvestnent Upon
sel ect.i on. of "In tlate new t|o opt i
Sy FERERTITE 19 Baee 1t (R apefolalidacea sanfin ik bafa
2@ a2k (Eolh 15RY 'ééha  Fiphdouls @o andognLer: LAg, or
SI TUr T 6 initirarinves ? (P)
t res indnteres rate gcan
e BROKE o iéfgyé R R S e
b&?c{}\ acsePt % 1I£‘e<§ oI%gle\Mrétlu Y uﬁg??f’ee”%h’f?%da{hds
Ster m ne ever age
d, T p S t u
t&”ﬁtp;é'&%%?haén Cl(';lrlr%ég? #'égéésj,rté\%ga %@&%@r BS&”L | fsleald ig& E<§’
of t bhat c c I.CS
S R Pl ke sl Ll evﬁf‘%semﬁ%%s%scwe

pdd QS At PSSt Qlf&!rse%t utsae 8 alic1g: 02 Go,pnd dat e

(default present) , reallocation interval (daily,
investment.

Other interfaces can be provided to allow the investor to
thereafter track orders to be placed for the fund.

In subsequent user interfaces, after the user accesses
the account, the tool provides exposure correction information
to obtain up-to-date exposure correction trades to execute to
accomplish the exposure correction strategy and to record
exposure correction trades. The tool also allows a user ﬁo

liquidate the investment.

Initiation of new Investment

Upon selection of the “Initiate new position” option, the
system will allow the user to select a benchmark, an outlook
(e.g., bullish or bearish) and enter the desired return
multiple (K) and initial investment (P). Money market

interest and margin interest rate can also be specified or
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weekly, nonthly, etc.) for an historical scenario. The

same information is collected as in the "Initiate new
weomstiwm feature (benchmark, outlook, K, P PCHDS2068/055230

The systemw || process the scenario using the

exposure correction discussed above, generating a

detailed view of the periodic investnent reall ocation

activities and the net results (benchmark nove, net

i nvestnment return, capital costs, et c) . Exposure

Correction Referri nanow to FIG ,__an exposure

S¥YTEe £EF O LR Aef AR f‘é?clé‘ef46a?§%ﬁt5’\ﬁpt%1 s Tgepystem
. JQJLEQ@?E% Srenstrenk t8a dut 130k ek Zhi e viald Svepaded
flan R bF ey ot BRTS SSALE v ProrethPidus, oother
3t tgapegﬁ%(%°af§s&%ohe‘ée#a@§ YRS cahy Hopua LYot
AL ERaE b dsye: atP Rl BharddeteRu el Ierbiast O
°‘f’:’%1?°r°2<§t.‘>8%° e 0 10 L o bd T he trade

1*%(% te% %‘1&0& °E%§X&e§“£8 SHdKCHHAN PASEL OBate,
mar K C

08T ng -valu

end date (default present), reallocation interval (daily,
Weekly, monthly, etc.) for an historical scenario. The same
information is collected as in the “Initiate new position”
feature (benchmark, outlook, K, P) above. The system will
process the scenario using the exposure correction discussed
above, generating a detailed view of the periodic investment
reallocation activities and the net results (benchmark move,

net investment return, capital costs, etc).

Exposure Correction

Referring now to FIG. 9, an exposure correction user
interface 140 is shown. This user interface 140 displays a
listing 142 of all funds and exposure correction trades that
need to be made. The exposure correction user interface 140
originates from a broker/dealer system 160 (FIG. 9) or the

issuer’s system 164 (FIG. 9). Such system (162, 164)
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Referring nowto FIG 10, an exenplary arrangenent is
shown. In this arrangenent a broker deal er system 162
WO 2008n0Bo8TUNi cati on Wi th an issuer's system 1PdT/E81H0%055230
user's (e.g., investor's) system 166. In response to
the user clicking a "submt" for exposure correction
orders 146 (FIG 9 ) of a given position, the
br oker/ deal er 162 (or issuer system 164) will record
in doIIarE t he amount of funds (I everaged fund 108 and
‘noney nmarket account 110) bei urchased or..sol d i
SRESLERI LS SEIOENT FRGSS BE PedSHCPhol O i gay narkdt
brokeg/dealer's system 164 . Upon recei pt of a net
MHYELEP“Val ue nessage at the close of market, the system

164 _will. te th h -hal 1
 ev fﬁ“aa%eg:%?iﬁmg L SHERT L PR Fed dsp g uto-
syste W t ' '
plféé P gs.c?rsfgyb%%%uﬁeﬂs SPRETS Pl U, BelY
ver aged. 108 d.th A
oq R Bet B oMo KETR AL A o Fo TR P Pead 4k, 4

udBCRLES, 1P (HLOBLOGL YRBeOh: 141G RENERIRI &S Quuse as

_ rconputing ‘cunu ive returns here are
carred Eéﬁgoa%re‘&cgﬁsxﬁérx{(e@akéSSfH# Jalu@dm nistration of
user accounts by Dbroker eal ers, an [ or

Referring now to. FIG. 10, an exemplary arrangement is
shown. In this arrangement a broker dealer system 162 is in
communication with an issuer’s system 164 and a user's (e.g.,
investor’s) system 166. In response to the user clicking a
“submit” for exposure correction orders 146 (FIG. 9) of a
given position, the broker/dealer 162 (or issuer system 164)
will record in dollars the amount of funds (leveraged fund 108
and money market account 110) being purchased or sold in the
user’'s account 109, as maintained on the broker/dealer’'s
system 164.

Upon receipt of a net asset value message at the close of
market, the system 164 will compute the new share balance in
the leveraged fund account 108 for that investor. The system
164 will send messages to the investor’s system 166, to

display the investment allocation between the leveraged fund

108 and the money market 110 for that investor. The
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I ssuers. For instance, the daily Broker call rate wll
be globally recorded for future Theoretical Market
we@esm3es cal cul ati ons. The index val ues are rECDUSI®AS/055230
daily to maintain the ability to performthe
transactions. Integrated Beta Adjustnment Trading The
beta adjustnent tool can be integrated with a trading
platform In one manner, the integration can be such
that investors who are not interested in the beta

| ust t_strat , f t wh yd t
o ERRE G 7 | T | Gre BRIar AAPGEL rki)s TAPBrani e B Ipees
t t d di traditi I
" g e AT R B0} Q. SCHOAE THT d14Re Fo° ST BEG Bt

di spl.ay current hol dings may show t he beta adj ust nent
C%‘?‘?lfttééﬁ f)%t:s‘f"ir?sdn as another fund distinct from any
addi tional_equity that may be held in the,same fund. A
i EE ST S hE mareer ik BRhabE been
escribed. Nevertheless, it wll he u od _t
o Tt A I S e e A

fromth d DE . ' [ E
i h P Bof BhlacsnBR IO RRudl RERNETY B M PP

' e equi.tie Ot Y, ] ,
R e
calculations. The index values are recorded daily to maintain

the ability to perform the transactions.

Integrated Beta Adjustment Trading

The beta adjustment tool can be integrated with a trading
platform. In one manner, the integration can be such that
investors who are not interested in the beta adjustment
strategy are unaffected, whereas, investors seeking to
initiate beta adjustments are able to use the same concepts
and paradigms across traditional holdings and beta adjustment
holdings.

Screens that display current holdings may show the beta
adjustment strategy position as another fund distinct from any:
additional equity that may be held in the same fund.

A number of embodiments of the invention have been

described. Nevertheless, it will be understood that various
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i ndex coul d use the tools described herein. For
i nstance, the products could be bonds, commodities,

wo e@B/1m3operty and so forth. Accordingly, othePCT/US2008/055230
enbodi nents are within the scope of the follow ng
claims. What is clained is : WHAT IS CLAIMED IS: 1 . A
conputer inplenented nmethod conprises : periodically
calculating in a conputer system a theoretica
position in an underlying index corresponding to an
i ndex used in a evqéaged indexﬂyroduct' and based on

medieF EAELPRY b'ﬁog? $ Oft thQEE AR NGt FECT h§ SBETIE

A ERPBAOE o SVELE LiTher SRE) ShTSAe. SARESBIGES o t o
PR FRRE R A o B pf oS 1o H MR RS BPOB o et 165 and
A Pat Rt e R PV oR Bt EPR e, R, §8n

488 Io6Ah . LINds LooM Uie | oxeq aged i ndek prodichee  che

accoun cash equl val e account or rom

ngood{ic‘éé' S%lé%gaoﬁgk?% 0 IdMcaf¥ 8L 29658 NHELBFQAUEL so

ccount accordi

forth. Accordingly, other embodiments are within the scope of

the following claims.
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the determ ned theoretical position in the underlying

index .3 . The nethod of claim2 , further conprising:
wex@sneddng) t he determ ned transacti on to re-al PODESB08/055230

funds between the | everaged i ndex product account and

t he cash equi val ent account according to the

determ ned theoretical position in the underlying

index. 4 . The nmethod of claim2 , wherein a return

provided fromthe aggregate of investnent in the cash

equi val ent account and the | everaged i ndex product

account over a tine period is substantially equival ent
to ltiple.of the return of the theoretical
pos%?ggnl?r?ﬁﬁﬁge?nﬂﬁk over the period of tinme. 5, The

met hod of claim1 wherein calculating the theoretica

position conprises: calculating a Theoretica
mﬁqqncign@{‘ﬁb@ﬁog%ure by: selecting a nodel to provide

e exposure of ‘the theoretical position in the

underlying i ndex corresponding to the index used in

t hell-evek spwutadeimpieognsed meghodTRempEi$Rsd of cl ai m

2 wherein determ ning whether to initiate a

t r ansated R flyr cALPUIESHPE Bo 2 EMPUYERI PF e dedi r ed

~investnent in a | everaged index ,
theoretical position in an underlying index corresponding

to an index used in a leveraged index product; and based on
the theoretical position,

determining the level of investment in a leveraged
index product account required to provide substantially the
same exposure to the underlying index as the exposure

provided by the theoretical position.

2. The method of claim 1, wherein determining the
level of investment comprises:

determining whether to recommend a transaction to re-
allocate funds from the leveraged index product account to
a cash equivalent account or from the cash equivalent
account to the leveraged index product account according to
the determined theoretical position in the underlying

index.

- 39 -



product based on the theoretical position in the
underlying index; conparing the desired investnent in
wo beshesses aged i ndex product to the current vaPCEUS$008/055230
funds in the | everaged i ndex product account to
provide a difference; and if the current val ue of
funds in the | everaged i ndex product exceeds the
desired val ue by nore than a specified tol erance,
sendi ng a nessage to recommend a transfer of funds
fromthe | everaged i ndex product account to the cash
equi val ent account . 7 . The nethod of claim2 wherein
det &rnmi nThry neitdoBert tlaini i afwrtderr angpetsding :f urt her
conprises: determning a desired investnent in a
| everagedinnddre febeirbasdd toanidnt onebp et Gdilogaset i on
in the underlying index ; conparing the desired
fynfre eREeRD ithea L PEGEFIRFed NEAY X PUGGuRECR Wt FEdctiRe ent
value of funds in the |everaged index product account
ca gABdVakent @icFPEReRSSOrdAndi Fo tthe éEE?EWﬁnaﬁalue of
funds in the | everaged index product exceeds the
thpogietdgal Hesd tHPnnbR e-hieh a‘ﬁdﬁrgb’étﬂ fipggx -

4, The method of c¢laim 2, wherein a return provided
from the aggregate of investment in the cash equivalent
account and the leveraged index product account over '‘a time
period is substantially equivalent to a multiple of the

return of the theoretical position in the index over the

period of time.

5. The method of claim 1 wherein calculating the
theoretical position comprises:

calculating a Theoretical Benchmark Exposure by:

selecting a model to provide the exposure of the
theoretical position in the underlying index corresponding

to the index used in the leveraged index product.

6. The method of claim 2 wherein determining whether

to initiate a transaction further comprises:
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tol erance, usi ng an automated systemto transfer funds

fromthe | everaged i ndex product account to the cash
weousaedsesit account . 8 . The nethod of cl ai m RCTHIS2068/655230

determining whether to initiate a transaction further

conprises: determning a desired investnent in a

| everaged i ndex product based on the theoretica

position in the underlying index; conparing the

desired investnment in a Ieveraged i ndex product to the

current value of .funds. i.n the vera e?elndex prog uc

accSGnE ?lHIQSOV|888%F§ﬂ“ﬁ Fgﬁmen YHEIFE s 1e
d he | d
oy eE Pradd 00 ch HlSonsRathRoRon ] QIR iR O SheBb i 9§

sending a nmessage to recommend a transfer of funds
i
rorh t he cash eqU|vaIent account to the Ieveraged

'nd%mggpﬁr;@gm%csgym a ihvesihEndTaLhee of o fl AT

where rm nin O I nitl e atra actlon
. .. t t
1l BEbatOfd She %?% i %2%%39%%% Hhed® ol

léUE?a%EenlﬁéEfIﬁ%oﬁﬂg@rééeé%gt to provide a difference;

and if the current value of funds in the leveraged index
product exceeds the desired value by more than a specified
toleranée, sending a message to recommend a transfer of
funds from the leveraged index product account to the cash

equivalent account.

7. The method of claim 2 wherein determining whether
to initiate a transaction further comprises:

determining a desired investment in a leveraged index
fund based on the theoretical position in the underlying
index;

comparing the desired investment in a leveraged index
product to the current value of funds in the leveraged
index product account to provide a difference; and if the
current value of funds in the leveraged index product
exceeds the desired value by more than a specified

tolerance,
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i ndex ; conparing the desired investnment in the
| everaged i ndex product to the current value of the
wo mvdgod3ms t he | ever aged i ndex product account POT/US2008/055230
provide a difference; and if the desired val ue of
funds in the | everaged i ndex product exceeds the
current value by nore than a specified tol erance,
usi ng an autonmated systemto transfer funds fromthe
cash equivalent account to the leveraged i ndex product

account . he net hod of claim erein_the ash
e qui AP gni’na%‘ttc?ﬂ\"f‘tte S kh Gy hEP IR BO0R T e
ed to ever a ex product —account 11.
1erYFerar?§Fh685%’f RHOgH a%ﬂ"i”gt 7o {*hee FAEor gt Eatent
§03|t|on in the underlying index is a Theoretica
enchiiar k Exposure (TBE), which at any tine is

determned according to: (TBE) K* P *(1+X) * ((K-1) *
(P) *(r) *(Ip)).where "P" is an anount of all ocated
assét-s; TRe ¢ hed Pévetaige 2nifherpine dstepminipe vdether
val ue of Kis less than a beta of the | everaged fund,
to X»nq@apﬁea rgwc@#op h%urther comprlses

determining a desired investment in a leveraged index
product based on the theoretical position in the underlying
index;

comparing the desired investment in a leveraged index
product to the current value of funds in the leveraged
index product account to provide a difference; and if the
desired value of funds in the leveraged index product
exceeds the current value by more than a specified
tolerance,

sending a message to recommend a transfer of funds
from the cash equivalent account to the leveraged index

product account.

9. The method of claim 2 wherein determining whether

to initiate a transaction further comprises:
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10

11

12

13

14

underlying index; "r" is the broker call rate and "ip"
is the investnent period. 12. The nethod of claim2
WO eooshers1gonpri si ng: accessi ng the cash equi vaP@mnus2008/055230
account and the | everaged i ndex product account for
determi ning whether to initiate a transaction. 13. The
nmet hod of claim 1 wherein periodically calculating
occurs on days that the market for securities in the
underlying index is open. 14 . A conputer program
product_ residing.on a conputer readable nmedi umf
P ebaF ST e ottTed THRE LA S g ToTarorn ae
| eve ed j nde raoduct  conprises.instructions_for.
PrERHEF g e S P B eSS EP T b BAT YN o Ul Bar FEGine
. conputer system a theoretical position in an
imnae . . . . .
unéérlylng i ndex corresponding to an index used in a
| everaged. fund; d. e ; .he t4 cal
posCPRER it B ARmE REER IR, LHCEE eRraaga
. |lever I nde r a t .t ] [ to
mg%& gg&&ﬁce I Hb'%@ é{xé’a{{f&y%t £ AGE RN ¢ gﬁé kén&squhgﬁg

rov ubstanti e sane exposure to

A 1e%@§§1eé{' ﬂgielxn g%d@& tﬁ%oﬁﬁgoﬁ&n (rf‘%olfi}&&é! 'géjeéjif@érlaﬁée;

theoretical position int erlyrn
and if the desired value of funds in the leveraged index

product exceeds the current value by more than a specified
tolerance,

using an automated system to transfer funds from the
cash equivalent account to the leveraged index product

account.

10. The method of claim 2 wherein the cash equivalent
account is a money market account that is linked to the

leveraged index product account.

11. The method of claim 1 wherein, the theoretical
position in the underlying index is a Theoretical Benchmark
Exposure (TBE), which at any time is determined according
to:

(TBE) =K * P * (1+X) * ((K-1) * (P) * (r) * (ip))-
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i ndex. 15. The conputer program product of claim 14,
further conprising instructions to: determ ne whether
W 0080wt e a transaction to reall ocate fundspET/oM00$es55230
| everaged i ndex product account to a cash equi val ent
account or froma cash equival ent account to the
| everaged i ndex product account according to the
determi ned theoretical position in the underlying
i ndex. 16. The conputer program product of claim 14,
further conprising instructions to: execute the
determ ned transaction to re-allocate funds between
t he whever HRjed si pdedmPrsdaét abEXGHFE apeetesHK” is an
equi val ent account according to the theoretica
19yssrer oruitiplgeotintieMhpregtiadeddue oF. K The legapthar a
program product of claim 15, wherein the instructions,
befife Rfekiae ievgragedviueia "Két 18 Fier sRFERR Agdhegat e of
investnment in the cash equival ent _account andthe |
underdy 2@ didefex "Bt otucthealERRR Geér Tate idRsd pdpi oS
that is substantially equivalent to a nultiple of the
theedgvAsorerth@®eragéx . 18 . The conputer program
product of claim 14 wherein

12. The method of claim 2 further comprising:
accessing the cash equivalent accourit and the
leveraged index product account for determining whether to

initiate a transaction.

13. The method of claim 1 wherein periodically
calculating occurs on days that the market for securities

in the underlying index is open.

14. A computer program product residing on a computer
readable medium for rebalancing exposure to an underlying
index in a leveraged index product comprises instructions
for causing a computer to:

periodically calculate in a computer system, a
theoretical position in an underlying index corresponding
to an index used in a leveraged fund; and based on the

theoretical position,
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instructions to determ ne whether to initiate a
transaction further conprise instructions to:

waledoenendme a desired investnment in a | ever agedP@Ttis2008/055230
product based on the theoretical position in the
underlying index; conpare the desired investnent in a
| everaged i ndex product to the current value of funds
in the | everaged i ndex product account to provide a
difference; and if the current value of funds in the

| v GELRER D) ol et hat APEPETTTood ™ B L ATagess BRI
PSRBTS0 br DA AEERU FRG"EHE CUToBRAREHY ent
R TR EC P N 15 CAELEIH e Rother™S G PREETS o
S A L R R e R
i e duct based on the theoretical position in the

undérlying index ; conpare the desired investnment in
the | everaged i ndex

15. The computer program product of claim 14, further
comprising instructions to:

determine whether to initiate a transaction to re-
allocate funds from the leveraged index product account to
a cash equivalent account or from a cash equivalent account
to the leveraged index product account according to the

determined theoretical position in the underlying index.

16. The computer program product of claim 14, further
comprising instructions to:

execute the determined transaction to re-allocate
funds between the leveraged index product account and cash
equivalent account according to the theoretical position in

the underlying index.

17. The computer program product of claim 15, wherein
the instructions, when executed, provide a return from the

aggregate of investment in the cash equivalent account and
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product to the current value of the funds in the
| everaged i ndex product account to provide a

waeledoBaosmece; and if the current val ue of fundsPECTUS1VE8/055230

| everaged i ndex product account exceeds the desired

i nvestment by nore than a specified tol erance, use an
automated systemto transfer funds fromthe | everaged
i ndex product account to the cash equival ent account.
20. The conputer program product of claim 14 wherein

i nstructions. tp determ ne whether to ipitiate .a
thS ATUSERPER TR BF O ACER T T STo ] GhES (REFiva that
.deternm ne. a desired jnvestnent j.n | eyeraged .i ndex
i3 ke tpn AUy Suekal Tt dret: Tul tinle: PE T raian o
nderd.yi ng index; conpare the desired investnent in a

t .
%V%raged i ndex product to the current value of the

funds in the | everaged i ndex product account to
provide a difference; and if the desired value of |
f unds$ -i nTRHETWREPEGREPIHITeRT P gTu Ofa taimt 1 e bieEqsn
_the current investnent by nore than a specified _
1IRPBCEACRS RALETHERS afetheT r e diiieAata 2 riaidFertsen
funds from
further comprise instructions to:
determine a desired investment in a leveraged index
product based on the theoretical position in the underlying
index;
compare the desired investment in a leveraged index
product to the current value of funds in the leveraged
index product account to provide a difference; and if the
current value of funds in the leveraged index product
account exceeds the desired investment by more than a
specified tolerance,
send a message to recommend a transfer of funds from

the leveraged index product account to the cash equivalent

account.

19. The computer program product of claim 14 wherein
instructions to determine whether to initiate a transaction

further comprise instructions to:
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W@ kasv9B48 wher ei n

t he cash equi val ent account to the | everaged index
product account. 21. The conputer program product of

initiate a transaction further conprise instructions
to: determne a desired investnent in a | everaged

i ndex product based on the theoretical position in the
underlying i ndex; conpare the desired investnent in a

| everaged i ndex product to the current value of the

f Ln the | . d. i nd d .
or oVRAE BTN 4 BFEAZEE FoEheBhet hds Paa Sai e P

funds in_the | everaged inde roduct account ceed
PYRRNCE PRERT G oHE; RBRTT Y Chbr BOTHA " T pBls ryrsf 1Y L1ig
.folerance, use an automated systemto transfer a

lpé??ion of the cash equival ent account to the

| veshats Leveageda ARKRLONUG! ARCOUDL: AR Thecx

rogram pro er el € cash

ngdqc\éa'cS”Eh@%‘?%‘é%tv' éaituﬂe ,%anHgnyHPdsk?tL gﬁ&%% EQ?&

I's Tinked to thé I'nvestor'sS I'everaged 1 ndex produ
iﬁﬁé&D%QBduct.aCCOunt to provide a difference; and if the
current value of funds in the leveraged index product
account exceeds the desired investment by more than a
specified tolerance,

use an automated system to transfer funds from the

leveraged index product account to the cash equivalent

account.

20. The computer program product of claim 14 wherein
instructions to determine whether to initiate a transaction.
further comprise instructions to:

determine a desired investment in a leveraged index
product based on the theoretical position in the underlying
index;

compare the desired investment in a leveraged index
product to the current value of the funds in the leveraged
index product account to provide a difference; and if the

desired value of funds in the leveraged index product
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23 . The conputer program product of claim 14 wherein
the theoretical position in the underlying index is a
wabmeneigal Benchmark Exposure (TBE) which i SPCT/US2008/055230

determ ned according to: (TBE) = K* P * (1+X) *

((K-1) * (P) * (r) * (ip)). where "P" is an anmount of

al l ocated assets; "K' is an |leverage nultiple of P ;
where the value of Kis less than a beta of the

| everaged fund; "X'" is the return of the underlying

"t he broker. call e{nq:t% and "ip" is the

allqdeg’_ e %PF current, invest 4 an 3. _
TSt AT C}?er SdSU DA AR UL T g "y ST ET COpri ses: a
. gggesgogélea}%d menory for executing along with the
%rd’ 8§Sor° & *E8put er  program product ; a conput er

readaple, el UmLSL oL NG, { QS?Cg%%%Ee r QBT A QdYGt
it _ !

e
t he “COnput €1 program proauct 1or rebal anci ng exposur e

o s I (R e %Qéjc%lci R hEVRLAIEHeEXROSY §-BaAGUCT
conmp t to :

rises instructrons for causing a~conputer

a(%g:oruingdi cally calculate in the conputing system a
eoretical position in an underlying

21. The computer program product of claim 14 wherein
instructions to determine whether to initiate a transaction
further comprise instructions to:

determine a desired investment in a leveraged index
productnbased on the theoretical position in the underlying
index;

compare the desired investment in a leveraged index
product to the current value of the funds in the leveraged
index product account to provide a difference; and if the
desired value of funds in the leveraged index product
account exceeds the current investment by more than a
specified tolerance,

use an automated system to transfer a portion of the
cash equivalent account to the investor'’'s leveraged index

product account.
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i ndex corresponding to an index used in a |everaged
i ndex product; and based on the theoretical position,
waledoenendme t he | evel of investnent in an | everBgEUS2008/055230
i ndex product account that is required to provide
substantially the sane exposure to the underlying
i ndex as the exposure provided by the theoretica
position in the underlying index. 25. The apparatus of
clai m 24 wherein the conputer program product further
conprising instructions to: execute the determ ned
transaction to re-allocate funds between the | everaged
i ndex. prijtucompgcou Hrogrem aprasicteqlii vk ianfl4awbexgin
according to the determ ned theoretical position in
theheasghderdiyahgnt ntesou@. iFhin @ppenay usafetc harany
wherein the instructions, when executed, provide a
thagt Gsnlinked thethygirogstervd Javersgeenindex phedeakh
equi val ent account and the | everaged i ndex product
acgoevtint over a time period that is substantially
equivalent to a nultiple of the return of the index
27. A nenory for storing data for access by an
23. The computer program product of claim 14 wherein

the theoretical position in the underlying index is a
Theoretical Benchmark Exposure (TBE) which is determined
according to:

(TBE) =K * P * (1+X) * (K-1) * (P) * (r) * (ip))-

where “P” is an amount of allocated. assets; “K” is an
leverage multiple of P; where the value of K is less than a
beta of the leveraged fund; “X” is the return of the
underlying index; “r” is the broker call rate and “ip” is

the investment period.

24. A computing system comprises:
a processor; and
memory for executing along with the processor a

computer program product;
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appl i cation program for managi ng | everaged i ndex
products, the application program bei ng executed on a
W@l 2008/1308 €SSi Ng system conprising: a data stPCUS2008/055230
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stored in said nenory, said data structure including
informati on resident in a database used by said
application programand including: a field identifying
the | everaged i ndex product ; a field identifying a
cash account; a field identifying a | everaged fund
account associated with the cash account; and a field
[ doft PRI "X POSTREF MEBAM T SpE M orET Fhe

I d duct t. 28. Th f cl 27,
XRERE, HEAHE T | BV SR P oRE 14778k PERBURL o ebal anci Ny

ons identifi es that a er of. the accoynt accepts
r*%” okt FREEUET @@aﬁaﬁs%gmgz@nd%e S dharyehioed
t ng at |d§nt|f|es exposure
eeré‘SgF%n% N Cgpf?‘(%%‘%l%e&eﬁf‘ﬁ’ﬁ‘éc TWEt F8h Twner9of t he
accgunt accepts nmessages to recomend transactions for

cm%b Stre® T ebal ancing. 30. The nenory of claim 27,

wherein in t %rggélcally calculate in the computing

system, a theoretical position in an underlying
index corresponding to an index used in a
leveraged index product; and based on the
theoretical position,

determine the level of investment in an
leveraged index product account that is required
to provide substantially the same exposure to the
underlying index as the exposure provided by the

theoretical position in the underlying index.

25. The apparatus of claim 24 wherein the computer
program product further comprising instructions to:

execute the determined transaction to re-allocate
funds between the leveraged index product account and a
cash equivalent account according to the determined

theoretical position in the underlying index.
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structure the field identifying the cash account is
linked to the field identifying the | everaged fund

waeomsumsisssoci ated with the cash account PCT/US2008/055230

26. The apparatus of claim 24 wherein the
instructions, when executed, provide a return from the
aggregate of investment in the cash equivalent account and
the leveraged index product account over a time period that
is substantially equivalent to a multiple of the return of

the index.

27. A memory for storing data for access by an
application program for managing leveraged index products,
the application program being executed on a data processing
system, comprising:

a data structure stored in said memory, said data
structure including information resident in a database used
by said application program and including:

a field identifying the leveraged index product;

a field identifying a cash account;

a field identifying a leveraged fund account
associated with the cash account; and

a field identifying exposure rebalancing options for

the leveraged product account.

28. The memory of claim 27, wherein the field that

identifies exposure rebalancing options identifies that an
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owner of the account accepts automatic exposure

rebalancing.

29. The memory of claim 27, wherein the field that
identifies exposure rebalancing options identifies that an
owner of the account accepts messages to recommend

transactions for exposure rebalancing.

30. The memory of claim 27, wherein in the data
structure the field identifying the cash account is linked to
the field identifying the leveraged fund account associated

with the cash account



