WO 2007/ 146762PCT/ US2007/ 070677 -1- System and Method for Continuously

O fered Guaranteed Mutual Fund Wth Full And Permanent Allocation To R sky
Mar ket | rwoeDeTes 52 Thi s patent application clains Phe/usenesoric7of
priority under 35 U S.C. 119(e) of U1S. Application Serial No. 60/804, 269,
filed June 8, 2006, entitled "Continuously Ofered Guaranteed Mitual Fund
Wth Full And Pernmanent. Allocation To Ri sky Market Investnents,"” which is
her eby incorporated by reference in us entirety. Field of the | oventOm
The invention described herein relates to interday pricing of principal
protected nmutual funds and, nore particularly, to a system and nethod for
pricing conponents that provide principal--protection and including such
pricing in the daily share price of the fund, Background of the Invention
SEC-r egi stered guaranteed nutual funds, sonetines known as princi pal

tect ed t ugl LS i, < fund
S S e T L kG L,
a a

o t-
pur chase by inves o%sﬁﬁbrlng an 1 niti of f'ering perio er which the
fund is dosed to new festors) and that they enploy a dynam c hedgi ng

strategy known a3, Const ant, FY.QROLLL an oI EELL G, Doy anee €"CPRyC) whi ch
can result in lowor e ocation to the desirea risky

2007/ 146762BCTLUSRQ0T) 070812 ABEeho (11418 SR SRANEI TN 61

al l ocation Y0
Offered Guaranteed Mutual Fond With Full And Permanent Allocation To Risky

Market Investments,” which is hereby incorpovated by reference in its entirety.

Field of the Invention

The invention described herein relates to interday pricing of principal
protected mutual funds and, more particularly, to a system and method for pricing
components that provide principal-protection and including such pricing in the daily

share price of the fund.

Background of the Invention

SEC-registered guaranteed mutual funds, sometimes known as principal
protected mutual funds, have existed since at least 2002, These funds suffer from
several drawbacks including that they are only available for purchase by investors
during an initial offering period (after which the fund is closed to new investors) and
that they employ a dynamic hedging strategy known as Counstant Proportion Portfolio

Insurance ("CPPI") which can result in a low or zero allocation to the desired risky



SEC-regi stered principal--protected closed-end funds have al so been in
exi stence for sonme tine. These funds suffer fromthe sanme drawbacks as
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time of the initial offering, investors may not be able to purchase or
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guarantee 10froma highly-rated financial Istit on. These guararnees are
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10 from a highly-rated financial institution. These guarantees are provided in exchange
for a fee that is determined in advance. Such guarantees do not suit funds whose
investment strategies might cause the cost of the guarantee to change significantly,
These funds are thereby limited to pursuing CPPl-based strategies (of the type
described above). Sioce even CUPPl-based strategies are subject to small changes in
15  the cost of the related guaraniee, guaranteed funds are not made available for sale to
new investors afier the initial offering period although redemptions are permitted.
Thercfore what is needed is a guaranteed mutual fund that can be continuously
offered to investors and remain folly invested in risky securities or strategies, while
offering investors an asswrance of a miniomum retun on their invested principal.
20
Summary of the Invention
In accordance with one aspect of the invention described herein, a valuation
engine is constructed to guarantee, on a daily basis, a minimum investment return that

is to be provided by a fund on a specified maturity date. The fund is of the open

25 ended type having traditional assets that correlate to a particular benchmark. The



WO 2007/ 146762PCT/ US2007/ 070677 3 engi ne conprises a conputer having a
processor and software code executing in the processor. The code is

conf i gur edot2007gdeTsi fy an aggregate net asset val ue of wPrhe/ss@enso6of the
fund ("ANAV') as of a current date, calibrate a swap agreenment relative to
any change in the benchmark on the current date, calibrate an option
agreenent in 5regard to the ANAV on the current date, price a share of the
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is provided that ca uarantee a mnimumreturn on maturity date for an

i nvest ment ﬁh?\VajPF o %g“é‘ﬂagﬁwfﬂ%%?a@ﬁe?%m%l%@ TR %t%%mﬁlaf“ﬁ‘\% frertt® strategy
that tracks an objective benchmark. The net hod %Qerates,on a proqfanned
conmput el byPricesppRUFHYPUEsd by adding thegralibrghiensro iy A Na¥ eng diidipgthgfottlhe nar ket
on a daily basis with adjusts to the 25 magnitude of a hedge provided by a
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computation).
In another aspect of the invention, a valuation engine can be constructed to
guarantee, on a daily basis, a minimum investment return that is to be provided by a

15  mutual fund on a maturity date, as above, but can have code that is instead configured
to quantify an ANAV of the assets of the fund as of a current date, re-price at least
one guarantee contract in view of changes in the ANAYV relative to the ANAV on a
prior date, price the fund at the close of the current date by adding each re-priced
guarantee contract to the ANAV, and publish the price for use on the current date.

20 In still another aspect of the invention, a computer-implemented method is
provided that can guarantee a minimum return on a maturity date for an investment in
an open-ended fund of the type having an investment strategy that tracks an objective
benchmark. The method operates on a programmed computer by responding to a data
feed which includes a state of the market on a daily basis with adjusts to the

25 magnitude of a hedge provided by a swap agreement and an option agreement,



4 respectively, relative to a state of the nmarket on a prior day,
re-pricing the swap agreenent and the option agreenent based on the

adj ust mrerwe 20@7/tbms2magni t ude of the hedges, pricing a clrasaisedo7®h@res in
the fund by conputing a net asset valwe ('NAY') using the data in the state
of the market data feed and adding to the NAV the re-priced 5swap and
option agreenents, and communi cating the result of the pricing step to a
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guaranpee-va? i'on eng I'naccor ce w principles of the
I nvention. These and other aspects, features and advantages shall be apparent from a
review of the accompanying drawing figures and the corresponding discussion of
certain embodiments of the invention.
10

Brief Description of the Drawing Figures
Fig. 1 is a concept diagram of the initial mechanics of a guaranteed mumal
fund with full allocation o risky market investment,
Fig. 2 is a concept diagram of the mechanics with respect o subsequent
15  investment in the fund,
Fig. 3 is a network diagram illustrating an arrangement of hardware suitable
for implementing an embodiment of the invention,
Fig. 4 is a flow diagram illustrating active management of a contippously-
offered motual fond using a guarantee-valuation engine in accordance with general
20  principles of the invention.
Fig. 5 is a flow diagram illustrating further details of the operation of a
guarantee-vahiation engine operating upon a contimuously offered mutoal fund in

accordance with an embodiment of the invention.



a flowdiagramillustrating further details of the operation of a

guar ant ee-val uati on engi ne operating upon a conti Ttu sly offered nutual
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2007/ 146762PCT/ US2007/ 070677 5 Fig. 6sis a caner,gramillustrating the

i ndi vi dual conponents of a fund constructed and operated in accordance with
die invention that permt a daily reevaluation of the cost of a guarantee
for the fund.  Fig gisa coftblual GidePan@ilBEBRRe kilel WG bikat PG pdRBisloeh &ldgonshi p of
t he cornponenis that conprise a 5fund constructed and operated in

accor dancOWdlinihe kv eatian i Detailed \Raseld BhiAROk.CotLai 0 EnRodi ment s
of the Invention y way of overview and introduction, the present

i nvention ggg&hggél@ﬁgygﬁ@&§§%wﬁgkyﬁk@gnhﬁﬂgine whi ch can be configured to
calibrate a mninumreturn 10 guarantee agai nst the aggregate net asset

val ue of the tr %@i}]i i9 Qgaﬁﬁgﬁgﬁ%@?g%ﬁ?ﬁ%g&g?g&?Hie C!()&g!)i%ﬁ&q}yﬂl C&H;?ris'g‘lé!p‘v) in

vi ew of any changés 1 n“t e engine operates to calibrate

SWaps agbd. p}"&ﬁ c&%&r%éd}/&%dtogerﬁ‘teg) ﬁ{‘%@&@%e%h'ﬁz i%‘be%fi&%!nd. can remain fully
invested in supporit of Its investnent Strat egy. I'n'this way, the guarantee
val uation engine permts investors to subscribe and redeemtheir respective

positions at any 15 tinme during the guarantee period, while having the
benefit of e.mninum.return quaragntee. This (s acconplished by
ot ruct ur  ng AL Diraerel ot ety Eaibonrems) Ge et such that 1t i
subject to daily re- rifci ng .in view o% the ANAV. The re-prici {;]g IS
reflected in t h&prEdePlofVRVigaa"d nfodysdon. ifg, Presgat HaEntifls BV de
(NAV)/share, by the inclusion of an anount tHat takes into account any
changes i n $BEPCEVAPREC SN RIEN b F‘H‘E@u‘c"' Oéﬁghﬁ%ﬁééﬁ’é‘ﬁ?u%fmt?‘i‘ie f und
when the guarantee and its terns had first been_established. This enabl es
the protfl defiarntes Against fifgpgraty Nefraatst ¥alug of thy BdigRnabassiinplnivad (thdfder
existing terns, thereby allowing the fund to remain open to new i nvestors.
The abi |'i t yistosarthe Q&AM il vigwi of @ny giangasdn fhe daibhmarkgl (Jhie §niBe REENUNt ee t hat
is onl
Y to calibrate swaps and puts relative to a benchmark while the fund can remain fully
invested in support of its investment strategy. In this way, the guarantee valuation
engine permits investors to subscribe and redeem their respective positions at any
15 time during the guarantee period, while having the benefit of the minimum return
guarantee. This is accomplished by structuring the financial guarantee held by the
fund such that it is subject to daily re-pricing in view of the ANAV. The re-pricing is
reflected in the price of a share in the fund, the net asset value (NAV)/share, by the
inclusion of an amount that takes into account any changes in cost of the guarantee,
20  since the commencement of the fund when the guarantee and its terms had first been
established. This enables the provider of the financial guarantee to provide a
guarantee under existing terms, thereby allowing the fund to remain open to new
investors.

The ability to arrive at a price for the present value of a guarantee that is only

25  contingently payable on a future maturity date has been enigmatic. The guarantee



25contingently payable on a future maturity date has been enigmatic. The
guarantee WD 2007/ 146762PCT/ US2007/ 070677 6 itself is a conponent that

m ght hawsoteoéréel i ed upon to augnent the val ue of thecarsdooan7dshe
maturity date in order to satisfy thesterns of the guarantee (e.g., 150%
return on principal invested on the maturity date). However, the future
val ue of the fund at the maturity date is not known, and so the guarantee

conponent i igeltRKRR¥RponeRt thht hid8c RVEIEBE riRh WBoPfo AdgeHUAE JRLESS i UNknown,
it cannot be conputed to include in the NAV of the fund. As a consequence,

correct fungn®hi @i Nhehrsty 4RI ih ARded t@badsRetk Mdds ) 1o f@kdnng &%66156%“ ned set
of inventors, but has not been avail abl'e thereafter. wever, the

guarant ee V@l piabd gﬂnc‘?&g iRRstod of B MGG Aated NMEREILIWPERYE dGRe B BRW t 0Ol for
active, open-ended fund rmanagenent by actively re-pricing contracts to 10

whi ch a val gigy ﬁﬁtﬁe g{%tu@i%g&elu?ﬁqloﬁgn dEEHiJ 9@t gugtrgntgeeédéﬂ})%néd??s Yihygaof the
guar ant ee on eac at e ‘bet ween fund commencénent and any redenption of the
uar ant L. i radj.tj.or t.s_.ingl in.th have an
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art, a function of ,the. a egate value of the tradi.tiopal assets of the

Pond. 1t narraR ISE FRPL ORI T EhER reuseR pre s et Sample. thon

t he guarantee val uation engi ne operates to rchase additional swap
agreoment. 11 ght SIOGIER S SRIAES RARH N qeig s BEre: PUauehPERItsSE. ¢ he

guarantee anount | s reduced and the guarantee val yation engi ne operates to
Ii qui date aPPoiee] #GF\ a‘&’fVes‘\W&B'e%‘&tdefB?FE NAEPYRRLLY FER DRl HE FEIRES Bl so, the
val ue of the guarantee on any given date is a function of how nmuch tine

r emai nslQUnt VR fyalye simbr %Sén%“élrﬁséj‘ssuﬂfﬁéﬁte FPadfding they Yadnerp{tthe g4ajAéFSt8. | n an
efficient market, the price of swap agreenents and puts against the fund's

i nvest ment seaflpfdagec Petwpe Husk copmepcemgnt gnd any redemption qfpghes gasrniagr eenent
referred to herein is a financial contract that provides for 25the periodic
paynent of @igaicd. die diadigonad agets dghided puthe funddpsgan ANAY] that ipthegimj ndex- WO
2007/ 146762PCT/ US2007/ 070677 7

of the market value of each such asset on that date. The guarantee is to protect the

principal invested to hold these traditional assets. The value of the guarantee on any
15  given date is, in part, a function of the aggregate value of the traditional assets of the
fund. If the fund grows through further subscriptions, for example, then the guarantee
valuation engine operates to purchase additional swap agreement rights. On the other
hand, if subscribers redeem shares, the guarantee amount is reduced and the guarantee
valuation engine operates to liquidate a portion of swap agreement rights now being
20  held. Also, the value of the guarantee on any given date is a function of how much
time remains until the guarantee comes due, namely, the maturity date. In an efficient
market, the price of swap agreements and puts against the fund’s investments reflects

both of these factors.
The swap agreement referred to herein is a financial contract that provides for

25  the periodic payment of agreed amounts to a counterparty versus receipt of an index-



based paynent to the swap hol der upon term nation of the swap agreenent.
The put agreenent referred to herein is a financial contract that provides
for the iwDoel4pmgrent of an agreed prem um versus rec@Cpiusedo7ameanount
based on the NAY of the fund at expiration. 5Referring nowto Figures 1 and
2, concept diagranms illustrate the role and operation of a guaranteed
mutual fund with full allocation to risky nmarket investnents (the "fund")

14. 1 n Fi gusgedlpaytfdft bURdswd 1dek SpShRERRaddd dfNESIHr Bredfhedt TRE g | 1 Ng NAY
16. The fund en%ers into a guarantee contract 19 with an insurance conpany

18 or other agPJeﬁl‘éhéj Rlfe Vel RURerPR! is O ififadc Bl oRfrac®ftndt | ﬁi‘@gdéseﬁ)? tRd -inifie fund
invests 10 substantially all its assets 25 in the underlying market 26. In

Fig. 2, the, gHahethR8oREPLYARIm t8sdsGeRif 0% AlGungHALABh B NAVORaR daily
basi s and conputes an interimadjustnment anount 14 that reflects the change

in price oﬁhhggxgpgﬁgﬁtee since inception. (The adjustnment anount 14 may

al so be character as a surrender charge or surrender value for the

financial guar arﬁe?e%ﬂl% nbl) G0 B ré?i“f it %SC&E%@S%M%E% ﬁlﬁl?tratjf%th%qo.{enﬁlldr ance

policy.)” This anoun S I nclude e ca 1on o e net asset val ue

of the fund. The arant ee .provi der, 18 .i eases the qguarantee by the
cencary Spgrin ALREARLGS RLG A6 M ol TR e I BB AN ST ooy or s

22 at an 24 t} reflect urrent price of. the rantee. The fund
ookas addi ttisadrd hlACELERDE LI BB NP b o8 intel R i ineonar  oash
28 gener at A&ﬁgﬂé&hg ew investors 22. 20Fig. 3 is. a network diagram
illustrati - AP AGSHISE INF2 $APGIRS FRARGE Yith QinfURICE CPBPAYBecnent ng
an enbodi ment of the jnvention. The fund is operated throughauspi ces of a
host server®33er Bpyifen Jerus,dprieds Vet o¥fi gé@ Shrect i Vet @gﬁdntﬁﬁ%tri but ed
client pachi nes 320 across a network 330.client machi nes are used by

i nvest cts wiiPEpntialy all i 13588 1hii D¢ dodarying prkete’ds Ingfigre b gusiniges
institutions, and the |ike. Conm uni canons over the network can assunme any
WO 2007/ 146redaterTi8Usoprees deoguerangee 19 on a daily basis and computes an interim

adjustment amount 14 that reflects the change in price of the guarantee since
inception. (The adjustment amount 14 may also be characterized as a surrender
charge or surrender value for the financial guarantee if the guarantee is structured as
15  aninsurance policy.) This amount is included in the calculation of the net asset value
of the fund. The guarantee provider 18 increases the guarantee by the necessary
additional amount 23 and the fund 14 accommodates new investors 22 at an NAV 24
that reflect the current price of the guarantee. The fund makes additional investments
27 in the market 26 using the additional cash 28 generated from the new investors 22.
20 Fig. 3 is a network diagram illustrating one arvangement of hardware that is
suitable for implementing an embodiment of the invention. The fund is operated
through the auaspices of a host server 310, such as a web server that provides
connectivity to distributed client machines 320 across a network 330, The client
machines are used by investors which can inclode individuals, trustees, broker-

25  dealers, institutions, and the like, Comununications over the network can assurse any



of a variety of conventionalLilts and formno part of the presentinvention.
As a non-limting excoinniunications can be by secure coirnecEtons over
TCP/ | P. TWe 2e0t146mehi can operate on a variety of platforPeg/ussech7®s? one of
t he vari ant of the Wndows(r) bragd operating systemfrom M crosoft

Cor porati on of Rednond, 5Washi ngton, or Apple Conputer of Cuperd no,
California.or sone other operating sx,./stem The network can ise conputer

net wor ks, t&lephonemetwaiiksi i@kl hd ernelownkks @f peeabinnaki-ens@f these
and ot her network types o |long as conmuni cati ons can be conveyed anong the

various cligpt iﬁniﬁﬁg efhME FSmmRealidRTa8 8k MET ekl cbShePligh @D e/,
comuni catively connected to funher 10 servers behind a firma, such as

appl i cat i onpRERMEN LR hindd0m bralCBSE vPRE APRLLEAL LOR SCLYEF EXGGMLes the
val uati on engi ne code 360. The sane application server 3"'0 or another one

rovi des acga . t f fi A i udi e I ole gat ekeeper
Por f unds tﬁggygfe f%gggﬁgfgﬁﬁgg%%g%%%%%§gg?%%§g#gg%%gggﬁgﬁgﬁgingccountg

i ntai ned Hy. X NSt itut ] J udi ibly' . f th
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clients 32 céountrecor I'n; secure ase’  hat

Identifies inyesto thel 5‘%%5%%%)@%3/ ce.on%Q%‘Jr%e&%'{kds'. {%%%h&{%' deRi 2gl3;pal ance to
be used to augrner.t or es abl' I'sh” & su scriptron in the tund, any
settl enent anou a TeS?Iit of and other data as is

ehy gE Sﬁfd%em%s 21018 i se rg I;)gde rethi"‘g o) LVOES o S PRE
cust omary iH THE f el GURECGUSF alitEe VAl GRET o B Ae“T "B} cBde 360
utilizes market data 20 gegrLey dfro s;apdqfdt§p rces such as Bl oonmberg
and Reut er sSSOPHHBYGHPEHRET CRYESH 2BEF BF PREVES BB TR Fal Iy over the
net wor k 330 traq%v rious data hosts, ﬂhiQh are‘gollqctiyely_illgstrated in
Fig. 3 as market'"8at%" HOSE 3705 PHEFUATCEARTIEETY iCASEFEEL P oWE ™ Fr om t he
application server 340 and over the network so as to execute trades cause
new exi 8 i ngrieRsEIE PUEyall peT $pwPBlPR FE RIS AHE o4t R CRR HHSHION25Such
changes are inplenented using a conventional exchange erver )
server executes the valuation engine code 360, The same applicanion server 340 or
another one provides account management functionality including the role of
gatekeeper for funds that are (o be credited to or debited from associated accounts
maintained by hanks or other institutions {including possibly one of the chents 320},
15  Account records are maintained in a secure database 350 that identifies investors,
their respective share holdings, any unapplied cash balance to be used to augment or
establish a subscription in the fund, any settlement amounts due as a3 result of a
redemption, and cther data as is customary in the field
The guarantee valuation engine {"(GVE") code 360 utilizes market data
20  retrieved from standard sources such as Bloomberg and Reuters. The information can
be retrieved electronically over the network 330 from various data hosts, which are
collectively illastrated in Fig. 3 as market data host 370, The fund can issue
instructions from the application server 340 and over the network so as 1o execute

trades that cause new or existing investors to subscribe or redeem shares in the fund,

25  Such changes are implemented using a conventional exchange server such as server
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provi de broker-deal er services to the fund, and in that situation the
exchange WOroev14880 can be associated with a parti cul ar PCHUS3#03/070brades can
be initiated in view of instructions promclient machines 320 that are
processed by the host mapplication Trades also can be in ted in resoonse
5to a trading strategyalgorithmthat the fund is executing on one of its
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itations or the invenion can he a third pany (neither the fund nor an
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390, as illustrated, connunlcatlvely connected to the network 330 which

col | ect's ang,Ray:$: PO HI: in A5, 2RPK R0 oy ageRdance; Wit bt he terms of
t he guarantee contracts novenents 1n the market. and dimnishing tine

until the ngtuc ieE%y‘!i?et}?oxtTL ag%H&Q xﬁtxe?v&é‘”"rﬁgéé% o%ﬁn%ﬁ iR ﬁiqgfpo Qlicy, swap

agr eenent, put anemne nbi nati on t hereof e structu of the

guar ant &¢ Qn;tt[aq(i}g \kﬁteg,\u& aigé%}n}?tﬁ aE: Q’l% f}{i?{! 1l§ &« Luuégfrhg&'? iagtsgy%e&%l% ract

floats wath ¢ I's measured and
the i of th@lh.- er| od i C paynents ae nade to satisfy both parties to the
contract that' a guaranteed mnimmreturn is ensured during the course of

t he guarantee p rational term.ned. daily, and

i usted at 1 et e BerE i brdn ey g b & éf%urﬁ%‘e} e glian: ce
20contract is arranged Su ch that it proylg % evi guarantor S

abi lity to PrREvIGE: *ea‘%f S EVEHCPI TP T 8 PEh AR W “‘B F‘u 8& 3’“8 s*Urider t he
guarantee contract Referrlng now. t Q Fl ‘ﬁ& and 4, the GVE code 360
i's il ustradPEdFEoh RS PEFRETEROY PP SniEi’ ’g}r% t RAE PP TIREFRPEE active
managenent of a caontinuously-offered nmutual fund i.n accordance with one
exenpl aty ehﬁ%&ﬁ&%ﬁt&bﬁh¥Wﬁ$q ROSRETGHIvePr tRigeded90he ReWe ™ Ral $tifs that can

be taken by a fund 14 in managi ng a principal - protect ed.
collects and pays premiums, as appropriate, in accordance with the terms of the

guarantee contracts, moverments in the market, and diminishing time until the maturity

date, The guaraniee CONIracts can comprise an insurance policy, swap agreement, put

agreement, or a combination thereof, The structure of the guaraniee contract is such

15  that the value of the guarantee contract floats with changes in a benchmark against

which the fund is measwed and the size of the fund. Pericdic payments are made 0

satisfy both parties to the contract that a guaranteed miniraum refurn is ensured during

the course of the guarantes period for a rational market price, determined daily, and

adjusted at least periodically and moxe preferably daily. Preferably, the guarantee

20  contract is arvanged such that it provides evidence of the goarantor's ability to provide
credit to fulfill its financial obligations under the guarantee contract.

Referring now to Figs. 1 and 4, the GVE code 360 is illustrated in connection

with a flow diagram that illusirates active management of a continuously-offered

mutual fund in accordance with one exemplary embodiment of the invention, Process

25 400 shows the sieps that can be taken by a fund 14 in roanaging a principal-protected,



WO 2007/ 146762PCT/ US2007/ 070677 10 open-ended, fufly-inestcd equities fund
using the GVE code. The fund 14 is offered by way of a prospectus to

i nvest or swoQo@mdéicdent i fi es the i nvest menE strat egy andPattusaganrosri sks, in
a convuntionai manner, as well s a gumranteed minimumreturn on a maturity
date that s available to all investors as part of the fund offering. 5
Subscribing rs respond to the offering to purchase shares in a conventi onal

nmanner, and,deReRd RGO Lhe 4 85RANSE AR hhEVBURALT TRt .00 10t #dRig, the
fund connences on a comencenent date at a particul ar NAV/ share, say

2i O/ share, @syhy 'OPQ'&@?‘SIp@(QuSan Blhogks 405.q iMEBLONS (RFLSubSelidetqas of
theering date for all of the shares accepted 10 on the commencenent date,

as I n dl C at eﬂte%anph% n%wn\ dntwnai Qﬁn% % C% ‘as % g@@&@g@iﬁ@ﬁiﬁ@ﬁ; @&&m' (‘%S u ed t h en
the NAV of the fund on the comencenent oak i s S100, 000, 000. 00. The shans

are |ssued %;?xfa'uﬂ‘}(; ESLAN $s 38 L AGLEALCH, %Ex% ek fﬁ"]{“ of Q}X 08 oo ”ager’

either directly or rough surrogates such as a underWW|ter(s mar ket

maker (s)s ﬁ%@%ﬁﬁ%\ﬁﬁ?&k%ﬂ& ori'd%f & ¢ oheﬁno {ba&ﬁ&iﬁé’b&% 1? X congeigfén%“h

i nvest or di ca ock 420, The

fund 14 t heiplarln} . ar}ﬁe(@é {1& ! § 0§1t [h%t egpo i5e ?glt{]ﬁg s&bl‘]%gnptxm m‘ e;m el e% fromthe
investors to nake tS an a S | nves ﬁd ra|ng

1 t N f 1 th h
25 ?neghﬁfﬁ@&“&ﬁ% it B Of R b el RtV §133?%f%3y bR es.

Typically, the | ; ge nt strategy is with regard to a benchnark 20s0 t hat
fund perfoﬁﬁ@hﬁ 5 Ubjectlvely gauged. th one enl.odinent, the fund
invests:-,ash sq as to track _nopve t of the benc rk the Standard & Peers
500 | ndex” by hoPUPHE Fheusaedst 8 ggg‘sﬁ K Té’“f‘hé““?rﬁ?fe‘gmrfﬁf RS RET ener al
proportlons Such a fund can be managed a55|veli t hough is stlll expect ed
to havel® p‘B‘rt‘FdPi“éi“ﬁf‘tFﬁ‘P?éﬁléi’“e r‘h"t‘éd‘fﬁ%i acoPrief bt edh \h?rt%&’c“ﬁiﬁt Sgpiliiang

under | yi ng benchmar k. _ o A _ o
shares are issued, then the NAV of the fund on the commencement date is

$100,000,000.00. The shares are issued to investors, as indicated at block 413, by the
fund manager, either directly or through surrogates such as any underwriter(s) or
market maker(s). Money is collected 16 for the shares subscribed (o by each investor
15  at the NAV on the comunencement date, as indicated at block 420, The fund 14 then
implements its strategics vsing the cash 25 received from the investors o make
investinents and satisfy its investing and trading strategies. In particular, as indicated
at block 425, the fund invests the cash 25 in equities in fulfillment of its investment
strategy, less fees. Typically, the investment strategy is with regard to a benchmark
20  so that fond performance can be objectively gauged. In one embodiment, the fund
invests its cash so as to track movement of the benchmark "the Standard & Poors 500
Index” by holding the same stocks as the index in the same general proportions. Such
a fund can be managed passively, though is still expected to have a portfolio turnover

rate that correlates with that of its underlying benchmark.



WO 2007/ 146762PCT/ US2007/ 070677 11 As an illustration, on Day 3, an

i nvestor decides to purchase additional units and the swap agreenent has a
non zer o wal2oe/14bmk’' s assune that the val ue of the tradPPCirasalo’asser s per
share is now $11 and the swap agreement is worth $1. The NAV per share is
now $12. |If an investor subscribes to a single share at this tine, SII wll
5 be invested in traditional assets and $1 will be paid to the swap

counterparty foraam illDGF80R YnabaySaR itWekior ddides tpurdhdst aBBiddABSlsat el y
returned to the fund in the daily settlement anount relating to the

addi tional gwaRe Wit aRUERERRDa 388 o VarRe 1hek dsdutheCRgtnOYalhb s frend (or
reduce earlier borrow ngs). Next, assune that the value of the traditional

assets per éi&%{o%aliaﬁse%];%r ang: it hew SaRAgE Q@M}eehl%m%%ﬂh sPlheNigVNAV per

10 share is now S11. I'f an investor subscribés to a single share at this
time, 512 w o ed. | Lt i Wil pai d by the
swap count relf)gl}a?(ilsfn gyf%gg ?fn%lpglﬁ%ﬁ)? g'{ﬂsggmlg%)tﬁéﬁéﬁ?%?%atgfs Wel $]E:Wllﬂmredi ately
returned to_t. ) r ty  ich L. j e e t. relating
R M R TR R R e A

i ncremental, Si, rer‘ﬁ%“s'wrae%nﬁPTﬁl%%"v%p%umin‘é&‘&ei tr%tuﬁl%ﬁgé‘%%‘% o inint fadi tional
assets. RE"GRSPREM i 1Mt r'a i"on, agal consrder “tAe Val'ue'sf the

traditional sets per share as bein 11 and the s agree . bei ng
worth st TGERRY EEnL FHPRE «She 3Rl Sta i piteeR fya2idE Bibiners "
single share at thi ime, $11 will be liqujdated in traditjonal assets and
S Wi 11 bo by By o G BB MR o XS Rt PEASER O 35 swap
units. This $1 will be immediately returned to the counterparty in the

dai |y sett | EWEiRIaARSRer Pharls i$ﬂ1%al¥dothff PAPARES MR i WPIy ot la e AhBS'si wi Il be
borrowed by the fund in order to fully pay the investor at_ the published
NAV on tthe daerentw aat-elf agiimiestar fupscrifiale & Hesls sharredtshis fipe. tPatilktbeonal
assets per share is $12 and the swap agreenent is worth negative 51, the
NAY per shaifeesied igimdiiopalassatnindst bwilt &g daidi gthosaragicagttePaRafe® 3t t hi s
point in tine will cause S12 to be liquidated in traditional assets, WO
2007/ 14676 2PCTMeS2corp 0706 Tis 3D wWill beningredisgaintgtysadddo thy swiae caupgsPaunt er party
in view of the reduction in swap units. This $1 will be i mediately
returned tontthedfilynditiement rmogal elatingtot the pdduionahsartunitaluethpsed and thehe swap
unit liquidated and the fund wll hold Si in cash. Unlike other funds, the
GVE code 360ndpel dogewt the pras¢raentalt Herefjuikddytoi epngdeteld fusid gs ipnwhpal ofof t he
fund 14 by calibrating the notional anobunt covered by the guarantee
contracts toadooonldisseast e with the ANAV in the fund on any given date. In
this way, a mnimumreturn on a specified maturity date can be guarant eed.
Thus, in one enbodinothat jllustiiesl gram casidbethg valuant dedralitioatluassetnperl ess t han
150% of their initial investnment, before managenent fees, on the maturity
dat e. share as being $11 and the swap agreement being worth $1. The NAV per share is

again $12, but if an investor redeems a single share at this time, $11 will be liquidated
in traditional assets and $1 will be paid by the swap counterparty for the reduction in
20 swap units. This $1 will be immediately returned to the counterparty in the daily
settlement amount relating to the swap unit liquidated and $1 will be borrowed by the
fund in order to fully pay the investor at the published NAV on the current date.
Similarly, when the value of the traditional assets per share is $12 and the swap
agreement is worth negative $1, the NAV per share is $11 and an investor redeeming

25  asingle share at this point in time will cause $12 to be liquidated in traditional assets,



10At bl ock 430, the GVE 360 operates to calibrate the guarantee contract.
On the commencenent date of the fund, calibration conprises an initial
paynent oVoaogvesicam so as to establish a price on the eowmtsS2aenesy7 dat e.
Thereafter, calibration of the guaranfee conprises using the GVE 360 to

i ndex the swap (bl ock 435) and puts (block 440) in accordance with a

cal cul ati on nodel, as described further below. The 15 result of

cal i brati onyigs st Bathg bhig b 'ﬁ_{éckvxﬁ?%o%@:@a@nini N6V PRt BiucR6 S WlpQnidhas
collected a return on previously paid premuns in response to changes in

the ANAV, snughsihall dehnfiMaPteEme@nd RS tuniSinShaligsy tQuddi&: RhRE/NT ANAV
and such that premuns to guarantee the specified mninumreturn on the

maturity datRRt & heblHNalYuibsbaiRAnd Rinh BE1 REIBSEN ca8j.at € of the market.
20Thus, the offering on the commencenent date of the fund 14 (day "1")

est abl i shes a pringl - f : r-0f_
principal-proteé?@%éggkag%ﬁ’gg%§§?%&?%36Q§H§H%§R?@£#%fwéf@ﬁb@%@ﬁg in
equitiest i i |t : iV strat egy
suoh as % r Ay S BEREety radle d HolohalRGH Bl BUREHIRRcet) * nd
years go by fonar  LhgMRUUG by 88 .Ohe Ui FO0UaTANLER, 1) INERPTLS 20 can
di vest or augnent their positions and’ new I nVest or's can WY

2007/ 146762PCT/ US2007/ Q70677 13 joun.tq§ fund, 14 mhigqihqéjng t he
protection BB R EMEhPB SEAIED TEUTH a4t By SKAFMEHRh BHOUIM ™ot t he
fund, that is, scaled to the nunber of shares presen out st andi ng tines

t he NAV/ sha Ogﬁn%én%?f%wﬂdve&gﬁrémeeiﬁé?t%fmIg?, le%?ttﬁ‘fﬂ %oﬁ%@ﬁgel t he
managenent of the fupd 14 proceeds on 5 subsguent days, with daily
calibratioﬂnﬂ?“?%%t@%ﬁ”@@&@“ﬁ@ﬁ,“¥6mé@%@ﬂHFWﬁ@W'any redenptions, further
subscriftions, or cq%gges in the value of the fund due to market

fluctuatd ons. At blogyso8. Gp &Y Pehpiagateinie Grlibraterths spasiés 9BW 008 gs. 2 and
4, at block 445 the software executing on the application server determ nes
whet her t helbe CRR{YENSEIEA: %aﬁ/owerf@%rﬁagbreww RIS eSS Ah {nitiAh Py o§ 3 nvest or s.
As noted above, redenption requests can be comunicated to the fund's
servers t hriRsgginpsorps tquesitablislsypiicespd thgreonupgneppesntt datpy Thegpaisr, caliprigion
comuni cat ed by tel ephone or other nmessagi ng nedi um now existing or |ater
devel oped. o thegiarmter spmpresgeieyng thd &rth 3G0ds indare theswdp Arockc@dLand pdessi ring to

redeem shares and the nunber of shares and any terns on the transaction
such as a (block 440) in accordance with a calculation model, as described further below. The

15  result of calibration is that the fund has paid an incremental premium or has collected
a return on previously paid premiums in response to changes in the ANAV, such that
the guarantee contract is scaled to the present ANAV and such that premiums to
guarantee the specified minimum return on the maturity date are rationally related to
the present state of the market.

20 Thus, the offering on the commencement date of the fund 14 (day “17)
establishes a principal-protected fund. As a departure from other principal-protected
funds, however, the fund 14 is fully invested in equities thereby enabling it to
faithfully execute an investment strategy such as tracking a benchmark index.
Moreover, as days, weeks, months and years go by toward the maturity date of the

25  guarantee, investors 20 can divest or augment their positions and new investors 22 can



15 Iimt price, and preferably identifies the sharehol der's nanme, the nane
of the fund 14, the account nunber, the share or dollar anmount to be
redeenmed,wandorcanrékur t her i ncl ude the signature of all ®harush@7dar637 on an
account . A redenption request casn be processed by a conputer or the
server running the GVE code 360 or in conmunication with such nmachi ne by
identifying an investor 20 account associated with the redenption request

and di sassogimdink TendM4 iWHile HakinR URD ?fot&ﬁor§ RpheSafah@MstA& tMeSlaptegaccount
that substantially corresponds to the renption request in terns of nunber

of shares Q&xﬁﬁh'ﬁ%mﬁﬁﬂﬁﬂ&ehﬂn&GQQEH}s&@%,&D%E%h%ﬂmlﬁﬁ%ﬁéei%%%&H&tiOns th?t
cause a noney transfer request to credit the investor's account, "such as in

an amount  egiadlndt dnle iRNOAVRhaObn IRGERLEGRL nNunber of shares and the WO
2007/ 146762PCT/ USZ007/ 070677 14 price, less any managenent fee. The

sof tware updat eg5dyt Sy1f 6f Ydgs t495-ﬂ9§,‘%h@%n£’%reﬁl%hcﬁ&5thé &G Yﬁgrofcgeﬁlg]o%al | bration
of outstandi ng guarantee contracts. n the event that there have been
no redenpti u S ] 1 spft e _ne che ther there
nave: bean AlrLERESt oy RE A LRt b 00 0 2pBF Sho SR RnlRE AL,
nvestors 22uc Aiohl 9l 30scMRRCTLE PAIOR i SAUGHIS (GAPARS dGoIRkgat ed i n
the sane manner: as a redenp%ﬂ%n request, and i ent | yt? € ?raﬁlng account
and the anqinh ho invest. If there have been subscription requests, then

t he sof t ware Han8t%s that event generally as described above in connection
wi th bl ocks 415 through. 425, .1 ssui ng shares in exchan fqr_the noneys
ot - 1116 covarItrabtgis e autiih et Ea s i byt CRTbSES S the. cash
28 received fromthe new investors 22 to nmake additional investnents 27
consi st ent SRPRCHEUIPGAP Hy @phciiayyeryr detqanipeiyhethes dheesave Sae 480
calibrates the guarantee to maintain synchronizati on of the guarantee

cont r actO wi rleﬂef%ﬁ@n AeucHn Y LBt iBresiore AbiRated rheveagrogitneAettsasset
value of the total of all investnments now held by the fund on that trading
day, 15i nclaidibsgommenicaEt to Sigdind hasreers fseeehi prtEerk) such as the fprret, 5
subscription request by the investor is processed by first identifying an

i nvest or ackvbake caskerwimmuadraigd bl telpphosg prsethqr presiging drpdast ngve exjstingj n t he
data base 350) which has cash for investnment in the fund. Then, an integer
nunber of stdntesdévslopedodi rmtlenptigntrhquekiadeniifies thertradingcagaeunadesarifauiect i on of
the NAV on that date. The 20 i nteger nunber of shares is always |ess than

t he anpunt mfleconshrepand themudibei dieshatey andhen\N@¥hs bathe tpmisasaossyrberstaher e ar e
guarantee costs and typically managenent fees as well. A fund transfer
request13 s limit prieet, el prefetabnigéreifics detshirelorider'kh earse) biscwaniz afghd foué $4,0r i n
order to to pay for shares and to calibrate the guarantee contract(s).

| f there arthe nocdunt tinetsersthb shiire pdri dodlar ego@s tts bet dadsenmadt &gl cansfundele at bl ock
455 to

include the signature of all shareholders on an account.
A redemption request can be processed by a computer or the server running
the GVE code 360 or in communication with such machine by identifying an investor
20  account associated with the redemption request and disassociating an integer number
of shares from the investor account that substantially corresponds to the remption
request in terms of number of shares or dollar amount to redeem. The computer
issues instructions that cause a money transfer request to credit the investor's account,

such as in an amount equal to the product of the integer number of shares and the



25det erm ne whet her there has been a val ue change. A val ue change -which is
typical WD 2007/ 146762PCT/ US2007/ 070677 15 fromtradi ng day to trading

dayi s provessed4bis2t he GVE code by accessing nar ket dat Cpruseecdedochy
server(s) 370 and perform ng calibratisons to set the guarantee in

synchroni zation with aggregate net asset value of the investnents held by
the fund in view of the respective closing prices of the hol dings on that
tradi ng daypriceRekehhy nagsmeat Q. biaekoftdhare dfad tiisNRcdr@s td WBreddhyl NvVest or
can redeema portion or all if his or her investnment in the fund at the NAV

cal cul at ed fohithReedRLE HBA c‘é'ﬁ‘lhﬁtfibnté?%u{ségﬁﬁggﬁa‘?zihtée%ohﬁ’acl%e made. Thus, if a
redenption request is provided to the fund™s servers, a specified nunber of

shares is |iquiqatgd gl NBY md3 fRdinedt &d é&er}i’;%tf?)ﬁkreé&@ts sUBRiitteAY R OF ' S

trading account is credited wth the noney realized from 10 the redenption,

and debi t ed, k(e &%cl&fw&gfgf §Rrea %b%g;ah}r‘/] s&%&rgxltio %e%@%ﬁﬂ%ﬂ%&&%evem S

wi Il occur on an arbitrary te whic ot colnci turity

dat f &h t t t L ' th
e RN T L S e L i e

guarantee to naint Eu n nchr.oni zati on 8f theéfguar antdeiﬁerﬁﬁmtﬂeat(r:z}diw th the

aggregat e nel asse ed\/Hzlil e 0f TR B o QTR AP U iSSP RERY SnoW el d by the

fund on that tradi da fter r Ci t he nupber .of shares oyt standi ng

ha"s resul riegpf ol e Bty e db Mol v e OB b BB B ther har e

redenption occurs on the maturity date of t uarantee, the jnvestor wll

ecetve no TaSa ey HEnEwn R b Ao Pl GRS hoeHEIoH taPRAY) Shar e,

in accordancee&/l\%th Brgiebpr,os ectus offerin as in the exanpl e above,
42,

(e.g., n.
20 150% of tRdMOHER NA%?Pg‘ﬁé Hys mlﬂ‘“‘?%‘ég E)‘Ert?“oPlHﬁf‘rYéé’a’dfmtt‘héo‘F& or

possi bly its benchmark have not increased over the guarantee period so as
to at | EhstPraisst Perndars NivYudd rad BwninvesHes the eash |28 @C‘“r’rﬁ‘“d’efr%atihﬁﬁwt he
guarantee contract counterparty to augnment the investor's return in

accor dance MWt hetodbike Rdditiona SVeHMPEa L & gonststept Btk the 1 dingstrateey &ft her hand,

if the fund has outperforned the m ni num guarantee, then
the fund. The GVE code 360 calibrates the guarantee to maintain synchronization of

the guarantee contract with the notional amount of the fund (the aggregate net asset
value of the total of all investments now held by the fund on that trading day,
15  including the additional share subscriptions).
Thus, a subscription request by the investor is processed by first identifying an
investor account associated with the subscription request (e.g., in the data base 350)
which has cash for investment in the fund. Then, an integer number of shares is
associated with the investor account as a function of the NAV on that date. The
20  integer number of shares is always less than the amount of cash paid in divided by the
NAV/share price since there are guarantee costs and typically management fees as
well. A fund transfer request is initiated to transfer cash from the subscribing investor
in order to to pay for shares and to calibrate the guarantee contract(s).
If there are no further subscription requests, then a test is made at block 455 to

25  determine whether there has been a value change. A value change —which is typical



WO 2007/ 146762PCT/ US2007/ 070677 16 the guarantee contract, in effect,
expires worthless because no investor will seek paynent on the guarantee.
After thewoabawvissip2date, the process fl ow | oops throughPChaskéocoke77

descri bed above, except for those bl osks indicated in dashed |ines (nanely,
bl ocks 430 440, 5470, and 475). Wth reference nowto Fig. 5,
operation of a software inp]enentatoii of a guarantee-valuation engine is

descri bed o @AMBE ALY io FRIRAay MY pLestddng &S G@'Eecoﬁgﬁi hRegifphaskeimeat of
the invention whien noves noney, as necessary, to mark the guarantee to

market on agdaploidb@sl Servd@PNE0GHE FRABEIRECaRPRIAL &S st AnIYahates t he

principal it the fund duri guarantee period which is a termprescribed in

the prospec s éMisthibh vﬁ&l&@%fe%;ité‘ﬂet%ﬁ LS the AGLkSdntd Be1@by tetuid SWap and
put agreenents). At block™05, a test Is made to ensure t%at t he guar ant ee

is still ap&é&z%ﬁ%ﬁ%?&g&@ﬁ%% Qr?ceéfftﬁéhol&ﬁ%st 2th§t%faﬁﬁlgtd&gate agai nst a diary

entry of the maturit cal endar t termn ether the 15

maturitys date O’kvak{lﬁnggg iR 8 ﬁlggﬁsrgﬁzgrﬁ?&e @'httirﬁé ) tijl\}é?éoy 8%{{ ga%%e%'; code can

cease operating gi'ven ter e maturity to a
manual - action. by, aff ;AN h{vgstu%m if R Qungl E‘ﬁle%ﬁ\? ant Hited B Q. Qp0er be
o ng to PerfoFm cer tain-obhgal ans tncl anee agreement . 1 .t he quarantee 15
no 1 onger SEHFT ERBrERRE e Re TRE SBUB AT BT SIEohbeRiHar Hanner
el v bl GRLS RS0 P A6 e 6y i TgBehoh A hRAUEr=d Hat i he GVE
code 360 is .t ntinue calibrati guarantee to the fund, the traditional
assets of t'ﬂ%cq‘f ‘f?%d Havavesies rtra%m\\%gcq’aawﬁ icFlief! W&Q ﬂ?erfB?Iteé{trEang%‘i frgnock 515,

The traditionai assets include those at are in furtherance 25of the

i nvest nht 8¢ FedempiomArr dedited fhemypbrreelshaes BevioRsy feldr MaseEdenmlifd o f und

events will occur on an arbitrary date which may not coincide with the maturity date
of the guarantee. In the event that the redemption is not on the maturity date of the
guarantee, then the GVE code 360 calibrates the guarantee to maintain
synchronization of the guarantee contract with the aggregate net asset value of the

15  total of all investments now held by the fund on that trading day, after reducing the
number of shares outstanding as a result of the redemptions made that day.

In the event that the redemption occurs on the maturity date of the guarantee,
the investor will receive no less than a specified minimum return on the initial
NAV/share, in accordance with the prospectus offering (e.g., as in the example above,

20  150% of the initial NAV/share). If the performance of the fund or possibly its
benchmark have not increased over the guarantee period so as to at least meet the
minimum return, then a call is made against the guarantee contract counterparty to
augment the investor’s return in accordance with the contract, as indicated at block

475. On the other hand, if the fund has outperformed the minimum guarantee, then



WO 2007/ 146762PCT/ US2007/ 070677 17 operated in accordance with the
invention that tracks the S& 500 Index will have its traditional assets

st ocks i meDrded4s162di € S&P | ndex or deri (such as future®CTarskoEaOr®; 7 opti ons
on securities, indices or futures or mwap agreenents) based on the S&P 500
Index to correlate performance o the S& 500, and will further have swap 5
and put agreemt conprise the guarantee contract. Quantification the NAV
can be cal cyt aL&dndy cbRtati, QY iePBcd Bifred WERIRLY b&faulehfo SREMEI wall s&knput er
runni ng the engine 360 a closing price for each of the investnments in the
fund, mul tiphiieR®bnanddlaiintdey of each investment by the respective closing
price, and sunm ng the product of the multiplying operation. For a per

share cal cul ati %terttlnzemﬁtﬁﬁﬁkiaté, $hedpriéedE Ho RN od R b AU &I kO sk fieas har es
out standi ng, whereas the ANAV is the NAY tines the nunber of shares

presently op §<f, .angég)?gor those blodid iﬁ&éaﬁéﬁ glt et s MO Y, B0 Laadind | onal

assets, portfolio securities are valued using current” market val ues or
officia% ch?%i%%lﬁgjces, if available. The NAV is cal cul ated at the cl ose
of regular trading of the New York Stock Exchange ("NYSE"), 15which is

normal 'y 4:00 p\mtlil rel%g‘rsrtlerrll’]ow-r{ongi'e. .,,hgpe%\énv«\%l al :'o@t%tarebgn (feai“}ie%lﬁ!alti%t &F 0N days
that the NYSE is' ¢l 05ed Tof t radrng. ach securﬁ{y owned y the fund
14 that is Jjggggﬂpﬂigysegg{igkg§ E%ﬁ?ﬁﬂ e}ngyglu%dw§hukgﬁlbﬁ§kﬂsale price
on that excHARGECORNERE GRS SIEF PR EAORSSEPs VA & EIUSEY VAEHE t he
security is HjSQﬁd Qn‘nnggﬂépan,oge,eth%Fgen the fund will use the price
of 20 the ‘BXEHANGE “t AST PEHET URPYRWEPAFICY N EBHET F&YD T B THE Pri nci pal
exchange on which the s%ock_islu-ad%g. Fund securities listed on the NASDAQ
St ock Mar keteCe i, (o CraRNEBAS Y I P epiet OAf GRY 8t he NASDAQ of ficial cl osing
price, which naéﬁnqunqcessarjly represent t he Jqst sale price. If there
has beel’ no sal &6 ShEnteXhamiesdp G NASBROTSRIPAUER aad $R8S decurity s
valued at the closing bid price on such day. 25When narket quotations are
not readi| yEAPAICE dISHEd vaidetut M) BesCHPAEIT HSsBPsIesiuy 4ndidy suporting
guarantee contract(s) {e.g., in the swap and put agreemenis). At block 505, a test is
made o ensure that the goarantee is still applicable, This can be a test of the current
date against a diary entry of the matarity date in a calendar to determine whether the
15  maturity date on the guarantee has passed. Alternatively, the GVE code can cease
. 8 2 ¥
operating with a given fund 14 after the maturity date due to a manual action by an
administrator. Also, the guarantee may no longer be applicable because of some other
trigger event such as the advisor or the fund failing to perform certain obligations
onder the guarantee agreement. If the guarantee is no longer applicable, the fund is
20 condocted in a conventional manner, such as by not performing any of the actions in
Fig. 4 that are shown in dashed lines, namely, blocks 430-440, 470, and 475).
Assuming, however, that the GVE code 360 is to continue calibrating the
guarantee to the fund, the traditional assets of the fund have their ANAY guantified,

as indicated at block 515, The wraditional assets include those that are in furtherance

25  of the investment strategy and vot in furtherance of the guarantee. Thus, a fund



WO 2007/ 146762PCT/ US2007/ 070677 18 its fair value as determ ned under
procedures approved by the a board of trustees established for the fund 14.
These faiwovatvmeprocedures will also be used to price &CIAISL07H0F6RNeN
corporate events, events in the securisties market and/or world events cause
the investnent adviser to believe that a security's |ast sale price may not
reflect 5 its actual market value. The intended effect of using fair val ue

pricing progREAEs ab®rdQcLNIMIR ihRatiod Ag dMRdnd 4sipsscaagikaliglyvdys ced. The
board of trustees will regularly evaluate whether the fund's fair val uation

pricing progegiRs, CRN U&: 1, :Pe: BPRE ’RIH RIS bbb Ok oficl RengpgCific
circunstances of the fund and the quality of prices obtained. 10Wen fair

val ue pri cinghSs SORERYEdecdii8s REdiG8Sr Yl COME L £3:HMR8Q) B¥ed BRufeund 14 to
calculate its NAV fmy differ from quoted or published prices for the same

securi ti es'&@‘"g(}é %dg)?)%e&)t g:?ecg%ellxqi\eéﬁ?ﬁ@g toV@}F 'S%?’I Q){}n%i"x(@i i %t%{i%la‘[e Q{,?J ue

pricing, it 1s possi alr value determ ne a parPicuIar

security, _ iall C' .er I Lhe. rce.of the. i,ty quoted
e T TR B R A e RO

upon its sale. Therefore, if .a sharehal der Burchases or redeens shares in
cafi ‘be ca Clﬂfltgs bg retnevutl% into a Mmemory of the seryer or co ning the

the fund when 1Tt ho ecurityes priced at 2 fairva &g?n?ﬁls nay have the

uni nt ended effe of . ncreasi or, decreasi he nunber of .shares received
o o e et doprL e, 815 et PERECRRA MRkl BoBe TREL, HvdBBE 3 ome sl

t he case of forei?n Eecuritiqg, t he occuHrence.of certai.n events after the
close 20 ofU2PEY&oF GifRieREIeat Dythe rSsPechye FIgsiphRrics; T S REipg, Mg PRIy | s

cal cul ated (such as. a significant surge or, decline in the U or foreign
mar ket s) of ¢féhe %“ﬁlllplyﬂ ‘Uﬂ%fa“f’ﬁ a9 4ehTS %rﬁéﬂf‘ﬂi‘tﬁ’nt e resple o %‘Qildﬁf Prée of
foreign securities when foreign nmarkets open on the foll ow ng business day.

I f suchl®vemibepeldfishaehentsiapgipeavheredsdhe NP 8itgrNA ¥ digpes thegwer ¢4 ¢ val ue,

taking into account such events, in calculating the NAV. In 25such cases,
use of fai rshgish DiseangH oBEANdiBHUCe an investor's ability to seek to profit by
WO 2007/ 146762PCT/ US2007/ 070677 19 estimating the fund's NAV in advance of
the time the NAYcalcggingihaNAY. of theotradiiqngk aeast, PaiRelia scurtiesi ¢ pteds t hat t he
fund's portfolio holdings will be fair valued only if nmarket quotations for
t hose hol diwge erencongictarloes enekiciahiglosing prices, if availfble. cHgn&Vi Isl t he ANAV

over prior day such as the immedi ately preceding
calculated at the close of regular trading of the New York Stock Exchange (“NYSE”),

15  which is normally 4:00 p.m., Eastern Time. The NAV will not be calculated on days
that the NYSE is closed for trading.

Each security owned by the fund 14 that is listed on a securities exchange is
valued at its last sale price on that exchange on the date as of which assets are valued.
Where the security is listed on more than one exchange, the fund will use the price of

20  the exchange that the fund generally considers to be the principal exchange on which
the stock is traded. Fund securities listed on the NASDAQ Stock Market, Inc.
(“NASDAQ”) will be valued at the NASDAQ official closing price, which may not
necessarily represent the last sale price. If there has been no sale on such exchange or
on NASDAQ on such day, the security is valued at the closing bid price on such day.

25  When market quotations are not readily available, a security or other asset is valued at



5date on which the publ open for trading is conputed as indicated at bl ock
520. For exanple, the change can be conputed by difference. between the
ANAV gquarwOfnedi4ete2bl ock 515 and the ANAV of e in | ed a&Ccelus2@recesdi ng
trading ate, The ANAV on any given prgcedi ng date can be maintained in a
menory of one of the application servers 340 or in a database associ ai ecl
therewith 10 and retrieved for this conputation. Regardl ess of whether the

ANAV has i ngy gas@theods #eGmaRaAMAIANpHORAURY apRBledd@) the 4 BEr&oVREuGOLe 360

operates to calibrate the guarantee to cover the notional value of the

fund, includiBEsRAYorRAStin@ (14! MnEE! {EPVRILE Eoro%é@x?(%r\i/iﬂtajls%%-used to price-Eh_e )
publ i shed NAV/ share price of the fund includes the value of the principal

guar ant ee, s%@ﬂit?%vh%h'%?lgt)ﬁﬁ: Q@ﬁt’s,t LvRg Gid 9{&%&%@%&@ ahd& fifenaye to be

valued for 15 inclusion in theNAV, Wile the guarantee contract is an

asset of t hc%u!el%ﬂgmviesttménttaﬁx‘?i?ésr%Bét%v@thgtoa[‘s'etcﬁrﬁg'stl{isPE‘ﬁé ;tn‘?c%sn? doPfesRESEL S, such

as when nultiple 1 nsurance, and option agreenents are use because

their pre S?i%ca%t%??w%ﬁcg Vzlfeﬁgltht%‘?nt%&eﬁ‘éh@&'of %Eiﬁg Pag}n vagl% dgﬁ/n?}%&eh&%s gt

strategy. e a hese 1 nstrunen asi s enables a

m ni mum return guar ant the fund to be.price ily, and henc 20
cnabi 5 1 notrna R BEaRuTE: el dffen” sRubSE pLAR A LI 2ai g
The guar ant ee, can be. narked to rket and the NAY can be priced to include
the val ue of2PRE PPghe & %n&hg&q‘i d&%’ﬁ%"élr PHCPR PREYITAr & m"‘l%go Jifar ant ee
contract can conpri.se anqpolicy.issued for fhe _benefit of .the sharehol ders
o ho f undAPpipPedn el P e spectag SRURSRARt of BF fimal 41 Betiier A0ty t hat

obligation,y (..)f exanple, the. t &t 0,of the average WO
2007/146762%%ﬁ?%k2007/070677 20 daily net assets of the fund

duringguarantee period. anipricing nodel the g Iran or can accept further
i nvest nttht sd beé’g{’&f‘é’efa’é Wélﬁﬁ gucing is employed, the prices of securities used by the fund

14 to calculate its NAV may differ from quoted or published prices for the same
securities. Due to the subjective and variable nature of fair value pricing, it is
possible that the fair value determined for a particular security may be materially
different from the price of the security quoted or published by others or the value
15  when trading resumes or realized upon its sale. Therefore, if a shareholder purchases
or redeems shares in the fund when it holds securities priced at a fair value, this may
have the unintended effect of increasing or decreasing the number of shares received

in a purchase or the value of the proceeds received upon a redemption.
In the case of foreign securities, the occurrence of certain events after the close
20  of foreign markets, but prior to the time the fund’s NAV is calculated (such as a
significant surge or decline in the U.S. or foreign markets) often will result in an
adjustment to the trading prices of foreign securities when foreign markets open on
the following business day. If such events occur, the fund will value foreign
securities at fair value, taking into account such events, in calculating the NAV. In

25  such cases, use of fair valuation can reduce an investor’s ability to seek to profit by



in the magnitude of the guarantor's obligation are calibrated with
additional premum (fees) for the added principal at risk (which in the
form of awoiznéuersee policy is an 5 increase in the suPceruseso7walear). |f
on the Marini Ey date of the guarante® the ANAV is | ess than the guaranteed
amount, the fund 14 |iquidates and its sharehol ders receive paynent equal
to the difference between ie ANAV quantified for that date (as at bl ock

515) and t heigdafa MeeRAdameaNtin fdaQMmct N RAYIIRNhe TBLN DY akhigeguarnt or to
rai se the value of the accounts to the guaranteed anobunt', pursuant to the

financial 1003k aNiES RQUipkd thtSHE F Ip&Reeflio EMAInAIwiNEe Sl AR ee
period,ich runs fromthe inception date of the fund 14 through, say. the

ten year angyghaly 8l%ctatfoﬂéfor %E@ho%gsl druBshsRERE SncRd @l growth through

three iestnents and/or derivatives ile presenting pi! and

provi di ngguar an g cgzing irmh@ i AT TG LuUr ;Qirjr A yu %‘%ﬂ Qag itﬁei xglﬂ@cld%a?egkd%ﬂf&{dﬁ}\éo cabl e

pursuant to a financial guarantee 15i'ssue r the bene

shar ehol 5derc:?£1668 1t %&nl%gt%gé{lbké Snﬁﬁ/}\e?s \g%?rc:?%}%e 9@% "Ly gin% As %{F&ftﬁeeaf(%m&igate@ﬁ i nvestor

i nvests S10 ar es un e commencenent of the

guar ant ee ri.od.at .a NAV of $10,00 per .share. After dedyctipng an upfront
Jarce | oad 0ra wboq b B8 reliRaN BBl bR HE RR-Bl Tt ost or

w || have 965 shares \IFI(S his or her aq{gg nt A}zs ﬁ furt%e]r thgt %he 20 NAV
Yo% - NA Ty - - ; l\ & Al v e g y A v
For Olass A'DKaFebt ruar metedlion S OS0! o' BB “Srar & e gidret ced
amount is 150%.0f the (i_Y ﬁ‘é %g comrencenent ?f‘%%he _guar ant ee (P,eri od, k.ss
aji fees and*EXPENSEEE 61t het PUAY T4 WG4 PHICH EGHS PR U Pose! Bnpl e,
assume that the net anr]%,lal expenses of ,,%ge f,u_ndi( for t h_e.‘_gugr‘ant ee penod are
155% and thAFUHE diost Pl BECPOHE Hatre Hedtt Par 8 2 aretiiat &N guar ant ee
owed to that WO 2007/ 146762PCT/ U32007/070677 21~ iultipl3 the
shares BneddBsiesgdsiohis crarRprn Anaudiabd adethehae AR Midnaspeh¥es of the
fund: Shares Investor owns965 . 3 _
decreased on the current date, the GVE code 360 operates to calibrate the guarantee (o
cover the notional value of the fund, including any post-conunencement subscriptions,
The published NAV/share price of the fund includes the value of the principal
guarantee, and as such the non-traditional assets of the fund have to be valued for
15 inclosion in the NAY, While the guarantee contract is an asset of the fund, it is
treated as a non-traditional asset {or assets, such as when multiple insurance, swap
and option agreements are used} because their presence is (0 guarantee principal and
not to advance the investment sirategy. The ability valve these instruments on a daily
basis enables a minimum return guarantee on the fond to be priced daily, and hence
20 epables the fund to operate under an open-ended, fully invested paradigm., The
guarantee can be marked to market and the NAV can be priced 1o include the value of
the traditional investiments together with the guarantee,
The guarantee contract can comprise an insurance policy issued for the benefit

of the shareholders of the fund 14 by a guarantor, The guarantor is paid a fee for that

25 wndertaking that obligation. By way of example, the fee can be 8.75% of the average



5150% of NAV per share of C ass A shares x$15.00 Total before Fees and
ExpensesS14 475.00 Less Fees and Expenses-S3, 425.75 | nvestor's Quarant eed
Anount . $IW0Q4@/1367620 The guar anteed anount wi || be redu@et/useonrioeocext ent
the fund incurs expenses that. are nafo covered by any expense limtation
agreenent with the adviser that may be incorporated into the fund in the
prospectus, and by any deferred sal es charges. ReferringFig. 5,, the

GVE is ill ughiatedsasocal kRbaklingiR ANafaNbeRICARtSsaetnWhiiEh, aRARNSES two
conponents each of which i s valued based on changes 15 in the narket and

e<lch of wWhheByiisn@diHSERH: 8O1aSHIQuIRLNEAY Jf\gcﬁ Makq aRMRARLEE Ok dhe
principal in the thnd, including any prescribed increase in t he” prlnC|paI

| nvest ment ,;,qn. L8 AL Y bt Yo k& og}@u&%}borag&kmm@ §M@1€n§%§&1§ﬁ&nt and the
other is a put agreenent A defined fée Is payable to the guarantor the

couner par t y¢l.0, M‘%e il 5’1‘&1& B}J r?sﬂr(% @ﬁ ﬁ%ot S oyﬂgﬁxs% H%h% hat. n

obl i gati on, and t hat can'incl ude per| paynent s

exchange, fOEaﬁ%k% e %@f@edﬁg %@% era %%n‘{u%te[i!xtg]o %Etoﬁ-?ﬁ@e h %Wnts “back and

forth durinr ut ese armunts and

t her eby calj br ate the yarant ee contr rket. at the dose of
each tradi nla%s (} an ﬁ}ff f,uaig ?eﬁi amoum ?1 glﬁn(g fﬁf }fﬂﬁll(}ﬂ?ﬁ\ am? it?% % Etder\ rec&a Fe)lac t edan

RULCL Carla»%@k cyqu% t%L!L?e [H’eieme Letween the ANAY quantified for that date {as at

block 513) and the guaranteed amount from the payment made by the guarantor to

raise the value of the accounts to the goaranteed amount, pursuant to the financial
10 guaraniee policy insuring the guaraniee. During the guarantee period, which runs

from the inception date of the fund 14 through, say, the ten year anniversary of that

date, the fund seeks capital growth through direct investments and/or dernivatives

while preserving principal and providing a minioum return, The guarantee of a

minumum return 15 unconditional and frrevocable pursuant to a financial guarantee
15 issued for the benefit of the sharcholders of the fund 14 by a guarantor.

For example, an investor invests 510,000 in Class A shares of the fund 14 at
the commencement of the guarantee peried at a NAV of $10.00 per share. After
deducting a an upfront sales load of 3.50%, $9.650 will be invested in Class A shares
and the investor will have 965 shares in his or her account. Assume further that the

20  NAYV for Class A shares remains stable at $10.00 per share. The guaranteed amount
is 150% of the NAV at the commencement of the guarantee period, less all fees and
expenses of the fund 14 and any diswrtbutions paid. For the purpose of this example,
assume that the net annoal expenses of the fund {or the guarantee period are 3.55%,

and that no distributions have been paid. To calculate the guarantee owed to that



WO 2007/ 146762PCT/ US2007/ 070677 22 At bl ock 525, a cal cul ati on nodel
executes to conpute any increnental adjustnent to the price for maintaining
t he swap wignreevmste2 The swap agreenent is intended to f®eCyush@dgeaosthe
fund's obligations with respect to tha paynent of a guaranteed anount
against a decline in the value of the S& 500 | ndex bel ow the 5 guaranteed
anount on the guarantee maturity date. During the course of the guarantee

period, thexswap, AGHESMEN hatS FBePhl ek thQUIR Y MiElbmE eld {8t s bet ween
the swap holder and 1fs counterparty guarantor. The particul ar cal cul ation
nodel used &9.conRULEhite adj ustment can be vanec ne that is accepted in
the d nore preferably is a cal culation nodel for conputing itueri 10anounts
that is agreed to by and between the swap agreenent counierparties, e,g.,
the dealer.fund 14 and a For exanple, either a Mdified Bl ack- Sehol es or

Bi nom al nodel gﬁgﬁpﬁ“gﬁgq“%gr the contingent |eg whjgh is the portion of
the swap agreenent that reflects the swap counterparty's obligation to the

fund, aqg a Staqqa%qf%?gih%3§§éﬁﬁ§gﬁg&ﬁ%&%@{ nodel f Obhe paynent |eg

which is the porfron o agreenment that r ts the fund's

obligation to t unt erpar t event hi thehﬁ ‘rick in the val ue

of the swap, blo oS Sc‘i<), then a pr collected fromthe
swap count emart A e dealer), as indicated ock 535. In the
eventthere has ﬁ@%ﬁ%%sagQﬁ%?$fSin t he val ue of tﬁ%géﬁg;, bl ock 530 (" No:
Downticle), then the fund pays, t he swap 20eount erpart or the increased
cost of the swap"Vea¥'s H?@ﬁ?%%*nﬂF“block 540. Setiﬁ%#é%é

10 The guaranteed amount will be reduced to the extent the fund incurs expenses that are
not covered by any expense limitation agreement with the adviser that may be
incorporated into the fund in the prospectus, and by any deferred sales charges.

Referring again to Fig. 5, the GVE is illustrated as calibrating a guarantee
contract which comprises two components, each of which is valoed based on changes

15  in the market and each of which is adiusted so as to maintain a full guarantee of the
principal in the fund, including any prescribed increase in the principal investment, on
the maturity date. One component is a swap agreement and the other is a put
agreement. A defined fee is payable to the guarantor (the counterparty to the swap
and put agreements} for undertaking that obligation, and that can inchide periodic

20 payments by the fund in exchange for the guarantee, as well as interim settlement
paymoents back and forth during the guaraniee term. The GVE code 360 operates to
compute the interim settlement amounts and thereby calibrate the guarantee contract
to the market at the close of each wading day. It is this portion of the guaraniee
payments that is depicted in Fig. 5. As arvesult, an investor can enjoy a guarantee of a

25  minimum return over the initial NAV/share on the maturity date,



is made flerparty for at trading (the current date), preferably on that
sane trading date, as indicated at block .545. Anmounts received by the fund
14 pursuawO 2v@/bw2dai |y settl enents descri bed above w IPCTHS200m9e®ved in
cash equivalents and earn interest. T the extent permitted by applicable
law, the fund 14 will borrow WD 2007/146762PCT/ US2007/070677 23 any funds
necessary to effect its daily settlenents obligations and incur a rel ated

interest expensey; piock 525, TNRaRAGHS: HRGABQbu@d: VAPmAaPen®NheEhakal S
suitable for se as a conponent that can he pricecourse of a guaranee

obli gation fhatdE ol 86 1scd RE matulhih D BIeRQ Bl kbl Yk RYES L QRENR- ended
fund include the follow ng. The counterparties can be the Tund 14 on the

one hand angd..aqdedl iy Mrqbd®eOfABY: ofiefidAE ARty res{n&? tb el ;;%Jme?l{ eflist rating
of the dealer iIs doubye-A or better by at |east two major rating agencies,

The not i O”aé}léﬁa'tﬁBg&“deBntkﬁglﬁWP@eﬁ%g? M(;@e Waﬁg%?tthe%&ﬁ%%f)ilﬂée i%ﬁou‘z}'@% per share

m comence ate an € nu shares outsuliliulfl e 10not onai
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an initial payment to the fund of an amount. equal to .apayment threshoid. On
2 mont iy oaar ey paey i S PrsRBal ohisEd Boenl PR Steniel

erpart§3 an anountt hat
S accrued dajly at, an annual rate cal cul ated_.on_the, notiqgnal amount,
wher ei n"t ne gt huf® uunbt e el a v ot P A b anchma; k.
The rate can set_on the$la‘nph Qa;ebof,t %‘fqnd tqtpetLec%“a%%ual mar ket
condi ti ons THEOHEEHbBITRRE 2 UPHEHIAY L H EAN H A LI EurPEParty a
monthly fee at an annual»pq;? Qt"“fag“ 1.8,%@pf the daily aver age of the
product of PHEUNAPCREF® BIEF & HFSVAIHIFAYY BROY AE TRENER ‘a5t GF°PRE fund, the
total return of the S&P 500 Index since |aunch (expressed
10 amounts that is agreed to by and between the swap agreement counterparties, e.g., the
fund 14 and a dealer. For example, either a Modified Black-Scholes or Binomial
model can be used for the contingent leg which is the portion of the swap agreement
that reflects the swap counterparty’s obligation to the fund, and a standard equity
forward discount model for the payment leg which is the portion of the swap
15  agreement that reflects the fund’s obligation to the swap counterparty.
in the event that there has been an uptick in the valse of the swap, block 5330
{"Yes: Uptick™), then a premium is collected from the swap counterparty (e.g., the
dealer), as indicated at block 5335, In the event that there has been a downtick in the
value of the swap, block 330 ("No: Downtick"), then the fund pays the swap
20  counterparty for the increased cost of the swap, as indicated at block 540, Settlement
is made with the counterparty for that wrading date (the curvent date), preferably on
that same trading date, as indicated at block 545. Amounts received by the fund 14

pursuant to the daily settlements described above will be invested in cash equivalents

and earn interest. To the extent permitted by applicable law, the fund 14 will borrow



20as a price ratio), and the outstandi ng shares of the Fund, i.e.,
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Preferably, the initial credit rating of the dealer is double-A or better by at least two
major vating agencies. The notional amount of the swap is the prodact of the initial
NAYV per share on commencement date and the number of shares outstanding, The
notional amount is adjusted each business day to accoant for changes in the mumber of
shares outstanding. To support the swap, the dealer, for example, makes an initial
payieerd fo the fund of an ampount equal to a minimwm payment threshold, On a
monthly basis, the fund pays the Dealer {or other counterparty} an arpount that is
accrued daily at an annual rate calculated on the notional amount, wherein the
notional amount s indexed relative to changes in the benchmark. The rate can be set
on the launch dae of the fund to reflect actwal market conditions. In one
embodiment, the fund 14 can pay the counterparty a monthly fee at an annual rate of,
say, 1.80% of the daily average of the product of the NAV per share prevailing on the
launch date of the fund, the total return of the S&P 500 Index since launch (expressed
as a price ratio), and the outstanding shares of the Fund, i.e., 1.8% * $12.50 * (Current
SPX + Divs) / Initial SPX. An initial index level can be set using the closing price of
the benchmark on the laonch date of the fund. A strike index level is set relative o
the initial index level {e.g., at 150% of the imitial index level), less cumulative
dividends paid by the fund during the guarantee period. A final index level is then the

closing price of the benchunark at the end of the guarantee period. A final dealer

as may

ce
by the
essed per



at Libor of the final fund paynent divided by the nunber of outstanding
shares Each interimsettl enent at block 545, thus has the deal er paying the
fund 14 awoampums76215 equal to the positive change in | rCenisro0RorGsTEMENT
Value nultiplied by outstanding shares (Yes: Uptick), or, if the change in
interimSettl enent Values is negative, the absolute anbunt of such change
id by the hind to the deal er (No: Downtick). Meanwhi | e, at bl ock

550, a cal cyhakhon HADEQ! -EXEGUL8Sed BerfRMRMHIL AAY dNGE QAR) Valn@gli-Mst ment to
the price for nmaintaining the put option agreenent. The 20 option

agreenent i §ekniendad, topfplkbwand, addidbanakd ¥nhedge dhe. filndicse
obl i gations with respect to the paynent of a guaranteed anobunt agai nst a

decline in fhe NAV ohathe fiuad.Aekow dhe.guar anteed #IDUNNt, Q0 khe guarant ee
maturity date During the course of the guarantee period, the option

agreement 1.g[&;RL &n%ﬁgm ﬁ{ %&Pii RLEL L ps%gﬁxlmggﬁnﬁﬁ 19%’&%%'@ Lhg..oRt i on

hol der and S counterp guar ant or.

2007/ 14 762{!3?&/} L&}Z‘SOZ %c& p@u Lge %Zur???lgg Etelqbsljr {tf tt (3 m%tﬁg%ﬁ en%éh 1%{'91@

preferably is cu nént ani ount s
Chet 15 297550 4o S5} Y6304 0, o 98" ”%“}aﬁ
as this reflects t atia

En the everil i “r?e?“p it i%ﬁgdf&fﬁ\%&s ﬁ“ﬁ“’f’ TN f%trmﬁb{lff% bl ock 555
("Yes: Uptlck"% en a pren1un1nay be coll eaed fromthe option

count er par t Y “Eﬁ&m*ﬁ€QHEQC§P?‘ as indicated at, block 550 Nbr e
generally, if the fund 14 does not correl te with npve % |ts benchmar k
(e.g., the S& 58D Ef‘tﬁ‘d@ﬁe“i@ﬁ*ﬁé‘n‘“ tie PAHNIT o8 10 HEPES VA l"&e that can he
settled on a daily basis In the even{ that there has been a downtick in the
val ue of0 tH%ﬁﬁﬁﬁﬁeﬁ““ﬁF36%“55@”?”%&@ﬁﬁﬁﬁﬁﬂ?]8%m¥ﬁp¥%e%“Wﬁé“ﬁﬁﬁH“Bays t he
option counerparty for the increased cost of the option, as indicated at

bl ock 565. Mrdoigmituseitn BertRereHer v hae orot Héepgt Hibpis ot HEYPEBIYe on any
busi ness day as being the fair value of the put. Interimsettlenents are
made dai | y, FageipdiatebpaeupiodRe sipg. 5HE v c\}m!hﬁfihedémuwzemafr\tdw Anmount s
received by the fund 14 pursuant to the daily settlenments described above
will be i nvassted of de dasHuebpdvvaiiehridedinghe arnbdrnt epteistdindigaeheEakt ent
permtted by applicable law, the fund 14 wll borrow any funds necessary to
ef fect its idgiilysegbrtehesened b5l thgatiicons: &b iprcug the fved at ed aivetwr est
expense. The basic terns of a put option agreenent that is suitable for use
as a 15  equal to the positive change in Inferim Settlement Value oultiplied by outstanding

shares (Yes: Uptick}, or, if the change in Interim Settlement Values s negative, the
absolute amount of such change is paid by the fund to the dealer (No: Downtick).

Meanwhile, at block 550, a calculation model executes to compute any

incremental adjustment to the price for mainiaining the put option agreement. The

20  option agreement is intended to fully and additionally hedge the fund’s obligations

with respect to the payment of a guaranteed amount against a decline in the NAV of

the fund below the guaranteed amount on the guarantee maturity date. During the

course of the guarantee period, the option agreement is re-priced through interim

settlements between the option holder and its counterparty guarantor. The particular

25  calculation model used to compute the adjustment can be varied, but iz one that is



20component that can he priced during the course of a guarantee obligation
that protects the principal of a fully-invested open-ended fund include the
fol | ow NngWOTh&/@ement er parti es can be the fund 14 on t hePomash@nd7end a

deal er on the other. Preferably, the dsnitial credit rating of the dealer is
doubl e- A or better by at |east two nmjoragencies. The option agreenentis
preferably a European styk put WD 2007/ 146762PCT/ US2007/ 070677 26

comMmences afccay i 8nhdmMduhial e Tbecsethergual s 88icAdRI@s o o8leGddzne in the
NAV of the fund bel ow the 'guaranteed anount on the guar ant ee naturlty date

The expir ati QA dak@slese hALWEL 8o isdBFR4 QR tWhis8 helhien MNb MM LeRAgRRL i On
obligation is due. The underlying shares 5ubject to the put "agreenent an

conprhses myltdplgicCle %ﬁ@ﬁx% 145§n§9%£§1 L%?gxdnﬂﬂé RRterGNIBaiTiEBRACELS a put
that conesponds 'to each share class. The final price of the put for a given

Shar el a ' Sg Qf% RE ?W@P&h&él)cah I'B% \NA??Yag Plis tré}?egtscth@%ﬁtlcﬁfc C(ﬁllﬂ P}%ﬁg@ the

expiration te an nunber out standing shares I n t class on
t he expig at t strike price of the put gives effect to the
nlnlnunf%ud?ﬁ%gg%fglﬁ}ﬁﬁiThus if the nlnlnun1guarar 150% of the irliial

| nvestment, t her}n t};‘eo vteit,x] ethgtt Lglil?i %a{) hée%%nl Z)tl%i?g‘? 18 t}fue of f Odlltl C&% (})\f I ) die NAV
a 1) th

for the that cl a8 € oF “Ehared™on e inc I on e an ( e nunber of

expenses. ¢ Har nagEcbed %@ﬂﬁaﬁfﬁ%ﬂ%*fn g ?ﬁ&%i&")eﬁi“smt '&%“?%?8%&“?‘8‘?&%{1 Eihrodgh
(O the aqdredsie)arsPRIBae bRoBertsnibe Foriar OF 44¢” & Grars from the
et e e e S o e Bt Sy e

traditional assets of the fund together with the price conPu;ed at bl ocks
525, 550 f JFVE RBUAGHE CRRAT £510thpn @ﬁié%ﬁf‘é‘e Eb%@ﬁ%ﬁ%ﬁ Befe "R i ng sum i s
then published, as indicated at block 580 as the NAY of a share in the
fund, and sERHUZRIDIEE ¥iltgoRiia Opimh PERK A €AW Pevpeit bittedid brd each cl ass of
shares out st andi ng. Accordingly, the NAV of shares purchased or redeened on
any given dé¢erHBrioRyePRe iy dcantreseprisi gdhawion, pfindipdediidipcifdd put
agreenents produce the results intended, include the then-current val ue of
t he guar antée "Betthectgtimmaiele ofbiteuRitt i cdiarlabic Thgsy bimresheayf wregaei ng
di scussion, the notional anmpbunt of the swap agreenent 25and the option
agr eenent v Faibeaslipasiede grt. t heerinmisttilaheaNAne gbade Weulf, i dndigadednitl Hlodbe
15 376, with the counterparty. Amounts received by the fund 14 pursuant to the daily
settlements described above will be invested in cash equivalents and earn interest. To
the extent permitted by applicable law, the fund 14 will borrow any funds necessary
to effect its daily settlements obligations and incur a related interest expense.
The basic terms of a put option agreement that is suitable for use as a
20 component that can be priced during the course of a guarantee obligation that protects
the principal of a fully-1nvested open-ended fund inclode the following,  The
counterpariies can be the fund 14 on the one hand and a dealer on the other,
Preferably, the initial credit rating of the dealer is double-A or betier by at least two

major rating agencies., The option agreement is preferably a Furopean style put

25  agreement calling for a cash settlement., The put is traded on the date that the fund 14



WO 2007/ 146762PCT/ US2007/ 070677 27 adjusted daily to reflect changes in the
nunber of shares outstanding. In addition, the fair market value of the
opti on agwveenemt4emad t he swap agreement (in other wordspCrius2aviof@rence
between the fair value of the final pmynent obligation under the swap
agreenent and the present value of the fees payable by the fund to the
counterparty 5 will be adjusted and settled daily through paynents

recei ved/ madgndct® of i uAnda i@ -G OHN b @Rl dain@S d0BnCiASR: RAY &) . As a
result, the fund's daily NAV per share will reflect the cun-ent val ue of

the guar ant@e funkifoeRW tﬁ@%uagdiﬁée@ RSt HaldW ddadanla bl A YRS e-bhgidsund i's
| ess than the guaranteed anount. (despite the existence of the swap

agr eement ang. gfﬁ;ﬁé %gmﬁ%r (‘%ﬂ_@mkfh}ch ke &ifind 1@:6%11}’)}4&'0!1 ogiéﬁilﬁbg?\t &e@nﬂle

shar ehol ders w recelive a paynent equal the difference between the

NAV of the fund on.fhat sub%ggﬁg[ é{é%x& h@xgi-eg&éﬂta&kec%?l}gﬁgé%%&m&i%o Lhepayment

made by the guarantor pur ot uarantee contracts. e fund will

k h.of.. capit al h.i that fal Low Lhe hrark with
Seex gr O§M shgxfes.ca?‘i Iug ﬁﬁfﬁo ﬁt’% \%lég- {5 Iaﬂ)é?é%ﬁé%@%?pg%xﬁsg&ge&% g%%%éigg %Q?lei_r W

no furtHher guarantee ng t e perio he fund's

NAV may fluctuate in the post: guarantee period. 15For. conpieteng, it is
ot ed that e hrar 6 S TrsiBL R EBE! 8 AN SVB R of ki o, s

can be varied w thout .inpacting,the operation of .a fund .inpleniented in
accor dance WERCD NS o ElRREH AR B RS o b g e D ig T 10 Fi 0. 6, the
i ndi vi dual c¢o onent$,t at ¢ nprLsek? fund QQ%?EFU&%ed and qperated in
accor dance W PHUERE {45% e hit5 “GH<4FE° P PESEYEYRETES 7 Grcnam ighsiaggiee
understanding of a broad aspect of the present. .invention. s Abed above, a
fund 14 in 5&Ebr HACE MR PR R SERVETHUFER i rié‘{;l{ﬁdFééhﬁtlF‘a&I}i Pramantd¢et s and
non-tradi tional assets, shown as stocks and a nmmunun. n guarantee. Daily re
f the of0 t H&® Pkt Ariteld [CRP I ZIatdicaRt ‘ébii"ﬁ)w%éf)‘”i"'%e Bariiay e S}b\?@sd’é‘f i ning the
gu raterns of pri.ceabie conponents, shown in Fig. 6 as put and swap WO
2007/ 14676 2PCTrcessogiricord 6ip7ihp gumber of outstanding shares of that class, less (b) all

fees of the fund 14 and fund expenses that have been paid or acorued since the

inception date through the expiration date that are allocable to that class of shares, and

less (¢} the aggregate distributions per shave for that class of shares from the inception
15  date through the expiration date.

At block 575, shares in the fund are priced so as add the quantified NAV from
block 515 of the traditional assets of the fund together with the price computed at
blocks 525, 550 for the non-traditional guarantee components. The resulting sum is
then published, as indicated at block 580 as the NAV of a share in the fund, and such

20  pricing and publishing can be performed for each class of shares outstanding.
Accordingly, the NAV of shares purchased or redeemed on any given date during the
guarantee period will, if the swap and put agreements produce the results intended,
include the then-current value of the guarantee on the guarantee maturity date.

Thus, in the foregoing discussion, the notional amount of the swap agreement

25 and the option agreement will be based on the initial NAV of the fund and will be



Fig 7 provides a tzraph that illustrates the NAY of the fund 14 over tine,
i ncl udi ng market periods in which the traditional assets undergoi ncrease
t hen an uwohaergaarepen d. foll owed by a steep decl i ne an@Crhuspooanoisher
unchanged period. The guarantee contrygcts operate to hedge those changes

t hroughout the co 5 of the guarantee period so that an nly can realize a
return of a guaranteed return on the initial NAY/share at the end of the

marurity peardi.lgdd dRiN td BfI&P BRINEAS S the udibeGBardlol tNRBIMBR LA, aRXceeds the
aggregate value of the traditronal assets di e to value support provided by

the guarant@g nenk LAGL éShe op°tféﬁ Re@Sm hhd@e LPE égr&é%lehh@{ othli&vstiQgdes decline
| value to belowthe initial NAy, which in Fig. 10is $12. 50/share

Wil e the phigsente bdav&nt ﬂh9rfalp%lub%‘?Qhéjﬁﬁﬁrﬂa?ﬁlgnt' 6b11tg§tw£5ur91fer ReGl L
enmbodi nents, It is to be understood that thé invention is not |1 ted to

i1 orent T areeiaahorra h ol g bEHER SR T FLEAE SRl e
set for t5h r\gﬂleﬂ adjlgs ha%d s?t:t]lgf ﬁ? H/ &’?Odlgggjﬁoséﬁ%&%llg{ﬁ%g& t‘ﬂgqulﬁly and®y of

i|lustration onl so orou conpl ete

and will full nve fuII SCP th io t ose.skilled in
the art. Iﬁt eéo nerlf%aré P Eat |one§ d‘%‘oetS t tfl]e Cﬁﬂ%&s ot H harel nventi on
ch th|

wll conme to.,m f hose Ki | to mh v i on
ot ar e o e e g %uabaéﬁesn&? o gl%g&e%fﬂsa g i

di scl osure, 0 ) d t he cI stem

opor ati ve {8 G RTRE Y hof e Coribi HETIGO GG B en: ended
fund on a maturity date, the fund |ng tradjtional assets that _correlate
toabs bencargﬁegf%nglﬂ%%ﬂt‘@a agpeemenp) ¢ E‘“e ]o“n’ffﬁl g‘ﬂ‘H te énqa/lél}aEFélPldBﬁ ‘@ng ne
conprising a processor confiqured by quanti f

aggr egat®e &t sk BaYmFRY ‘Ef’éla](tﬂ lffS‘fenf%@t‘f"f'eédh? Néat the Qélfié’ndhattdﬁ fund as

of a current date; re-price a notional anount of at |east one guarantee
contract i m@,t@gwanteed amount from the payment made by the guarantor pursuant to the

guarantee contracts. The fund will seek growth of capital through investments that
follow the benchmark with no further guarantee following the close of the guarantee
period. The fund’s NAV may fluctuate in the post- guarantee period.

15 For completeness it is noted that the order of the blocks in Fig. 4 and the flow
diagram of Fig. 5 can be varied without impacting the operation of a fund
inlemiented in accordance with the present description.

Referring now to Fig. 6, the individual components that comprise a fund
constructed and operated in accordance with the invention are illustrated to further an

20  understanding of a broad aspect of the present invention. As described above, a fund
14 in accordance with the invention includes traditional assets and non-traditional
assets, shown as stocks and a winimunm return guarantee. Daily re-evaluation of the
price of the guarantee throughout the guarantee period is achieved by defining the
guarantee in terms of priceable components, shown in Fig. 6 as put and swap

25  agreements,



10 changes in the ANAV relative to the ANAV on a prior date, wherein each
sai d guarantee contract is separate fromand in addition to said
traditi omalD 206@6®20f t he fund; price the fumrdratS2eoie7ehipse of
the current date by addi ng each re-prisced guarantee contract to the ANAV
while the traditional assets remain fully and permanently invested in the
mar ket ; and 15publish the price for use on the current date. 2. The system

as in claimi, wherepvidhe  ceds ha filldhernconii guuRduhe 1¢akeuliate a change
in the ANAV of the assets of the fund for the current date over a prior

date, and wherghp.Lhe: 6@9%&%3&&@&&@&&n£%&£§1ﬁ81%@%1ﬁ£k§khﬂ%ﬁ59 said
cal cul ated change in t 20 ANAV. 3. The systemas in claim2, wherein the

re-pricing s, | 'zﬂ‘mﬁ&;%?g‘%@?@m&@ fé’ﬁ%e%adx ME _Fe(gx GRANEC LD AR ﬁ%\{n&f& the

traditional assets of t he systemas in claim1, wherein

t he guar ant %@ogogﬁe{a A6 an QIR a%g%p%age V\#}hedﬁg% %an%é“?h&&'@a@u& e Eéﬁ?semat urity

date as In erein th de is”con |gured

quant fys ng @i \éaél%% e]gi"c{i‘esocl?ﬂ m%?ttae DY ol el Fe\{iﬁﬂfg B % Qs Wam’ry a

cl osing prlce each i tional assets in un multiplying a
quantity of gu%%%peeé e Ldulntolnot & mmzﬁ Sk?’%‘\/})%ré Qtethg SRPEF gh'e n?au?rh?%!er? % but in

sopie cases, can have an investment that exceeds the aggregate value of the traditional

assets due to value support provided by the guarantee contract(s), such as during the

time that the stocks decline in value o a point below the initial NAV, which in Fig. 7
10 is $12.50/share,

While the present invention has been described in terms of specific
embodiments, it is to be understood that the invention is not limited to these disclosed
embodiments. This invention may be embodied in many different forms and should
not be construed as limited to the embodiments set forth herein; rather, these

15 embodiments are provided by way of illustration only and so that this disclosure will
be thorough, complete and will fully convey the full scope of the invention to those
skilled in the art. Indeed, many modifications and other embodiments of the
invention will come to mind of those skilled in the art to which this invent ion
pertains, and which are intended to be and are covered by both this disclosure, the

20  drawings and the claims.



price; and 10summ ng the product of the nultiplying operation. 6.
The systemas in claim1, wherein the code is further configured to
price a share of the fund at the close of the current date by:

addi ng each re-priced guarantee contract to the ANAV while the
traditional assets 15 remain fully andgpermanently invested in the
mar ket ; and dividing the total of the adding operation by a
nunmber of outstandi ng shares of the fund on the current date. 7. The
systen1ascgn ﬁ%giﬁ]G, wherein the code is further configured to
process a A4 cription request of an investor by: i dentifying
an investor account associated with the subscription request which
has cash for investnent in the fund;, 31 associ ating an integer
nunber of shares with the investor account, the integer nunber being
no great el thah systemoasiative (o ghsgantse athe dpity basisod mitimughegtuen b anrppen-

current date; and initiating a transfer request to transfer
t he cash dndednfudak onhr emtuoity detep tirt fund: havigetriditichat aspaythhiocortdige to a
i nt eger nunber of shares; and said at | east one guarantee

contract wauihakpardiedina favkef, @bmphgng:e- pri ced notional anount of
said at | east one guarantee contract.
a valuation engine comprising a processor configured by code to:
quantify an aggregate net asset value (ANAYV) of the traditional assets of
the fund as of a current date;
re-price a notional amount of at least one guarantee contract in view of
10  changes in the ANAV relative to the ANAV on a prior date, wherein each said guarantee
contract is separate from and in addition to said traditional assets of the fund;
price the fund at the close of the current date by adding each re-priced
guarantee contract to the ANAV while the traditional assets remain fully and permanently

invested in the market; and

15 publish the price for use on the current date.

2. The system as in claim 1, wherein the code is further configured to calculate a
change in the ANAYV of the assets of the fund for the current date over a prior date, and
wherein the guarantee contract is re-priced relative to said calculated change in the

20  ANAV.

3. The system as in claim 2, wherein the re-pricing is in response to any calculated

change in the ANAYV of the traditional assets of the fund.
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8. The systemas in claim7, wherein said at | east one guarantee
contract 10Ocounterparty is the fund itself. 9. The systemas in -
claim®6, wherein the code is further configured to process a
redenpti on request of an investor by: identifying an investor account
associated with the redenption requesty 15di sassociating an integer
nunber of shares fromthe investor account; initiating a
transfer request to transfer cash into the investor account in an
amount equal tg the product .of the i.nteger nunber of shares ﬂ tggﬁ
price of The SRS SRR PhiR WeiRt brhoueif dhe §Hasatich fonivass SRRERS oLl he
record receipt of a premumfromthe re-pricing of said at |east one
guar ant eeof2b e g dhe matygty dpffe systemas in claim9, wherein said at
| east one guarantee contract counteiparty is the fund itself. 32
11. The systemas in claim1, wherein the fund conprises a nutual
fund. 12. The systemas in claim1, wherein the guarantee contract
conpri sess.a sVl ageeedsEniclaim 13 whetsn shesiodemisaniigured a0 quahtifivther VAV
t he guarantee contract conprises a put.

5  as of the current date by:

retrieving into a memory a closing price for each of the traditional assets

in the fund;
multiplying a quantity of each traditional asset by the respective closing
price; and
10 summing the product of the multiplying operation.
6. The system as in claim 1, wherein the code is further configured to price a share

of the fund at the close of the current date by:
adding each re-priced guarantee contract to the ANAV while the traditional assets
15  remain fully and permanently invested in the market; and
dividing the total of the adding operation by a number of outstanding shares of the

fund on the current date.

7. The system as in claim 6, wherein the code is further configured to process a
20  subscription request of an investor by:
identifying an investor account associated with the subscription request which has

cash for investment in the fund;
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20

31

associating an integer number of shares with the investor account, the integer
number being no greater than the cash divided by the price of the share on the current
date; and
initiating a transfer request to transfer the cash from the investor account to:
the fund to pay for the integer number of shares; and
said at least one guarantee contract counterparty to pay for the re-priced

notional amount of said at least one guarantee contract.

3. The system as in claim 7, wherein said at least one guarantee contract

counterparty is the fund itself.

9. The system as in claim 6, wherein the code is further configured to process a
redemption request of an investor by:

identifying an investor account associated with the redemption request;

disassociating an integer number of shares from the investor account;

initiating a transfer request to transfer cash into the investor account in an amount
equal to the product of the integer number of shares and the price of the share on the
current date, less any management fee; and

record receipt of a premium from the re-pricing of said at least one guarantee

contract.

10. The system as in claim 9, wherein said at least one guarantee contract

counterparty is the fund itself.
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11.  The system as in claim 1, wherein the fund comprises a mutual fund.
12, The system as in claim 1, wherein the guarantee contract comprises a swap
agreement.

13.  The system as in claim 1, wherein the guarantee contract comprises a put.





