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BACKGROUND OF THE INVENTION
[0004] There are generally two forms of financial return related to investment products: 1)
growth through capital appreciation of the underlying investment, and ii) income through
dividends or, in the case of fixed income securities, interest payments. Both are important
parts of investment strategies. However, many investors have different investment utility
(preference) for one or the other based on their need for current income or potential capital
appreciation.
[0005] In general, equity investments in common stocks or stock indices typically provide a
combination of both equity (growth) and income. However, depending on an investor's time
horizon and goals, strategies that favor one over the other might be best suited. For example,
investors who have a very long-term horizon are often more risk- tolerant and tend to need
less current investment income for living expenses. By contrast, an investor in retirement may
have greater need for current income and less need for long-term capital appreciation.
[0006] Traditional investing often requires an investor seeking more income to assume more risk
in their portfolio through leverage, industry sector concentration, credit concentration, credit
degradation or some combination of some or all of these. By contrast, investors seeking greater
capital appreciation often assume greater risks either through sector concentration or via leverage
provided either explicitly through margin or implicitly via options markets.
[0007] As depicted in Fig. 1A, traditional investing has long relied upon investment in assets 113
such as fixed income investments (such as notes and bonds), stocks including dividend paying
stocks, indexes, and exchange traded funds. Yet the cash flows from these securities have not
effectively been separated in the way that, for example, the use of STRIPS beginning in the 1980s
separated the cash flows for bond investments. Thus, regardless of the investment goals, both
equity investors 110 (seeking capital appreciation) and income investors 111 (seeking dividend
payments) have been required to buy traditional securities through a financial exchange 112 (e.g.,
the New York Stock Exchange, the National Association of Securities Dealers Automated
Quotations Exchange ("Nasdaq®"), etc.). These securities can inherently carry growth or dividend
risks that an investor might not want to assume. However, prior to this present invention and

related inventions described herein, these growth and income characteristics of finance exchange-

2



traded securities have been locked together.

[0008] The present invention is related to the invention patented in U.S. Patent No. 10,339,603
B1, exemplary embodiments of which contemplated, for instance, the separation of assets of an
index into its components of return and then to the subsequent re-combination of those assets as
grouped by their components. The invention of U.S. Patent No. 10,339,603 B1 enabled, for
example, creation and issuance of two exchange-traded securities, portfolios, or funds based on
the patented methodology, the first security including a group of assets based on their dividend
cash flow component and the second security including a group of assets based on their index price
exposure component. In addition, the related invention in the parent ‘220 application further built
on the invention of U.S. Patent No. 10,339,603 B1 to enable component-dependent variable
combinations of assets grouped by their components, such as their dividend cash flow component
and their stock price exposure component. Whereas the invention of U.S. Patent No. 10,339,603
B1 provided a methodology for the separation of different components of return of an equity index
of stocks or group of stocks, the 220 application described the recombination of these separate
components to achieve certain cash flow and return characteristics using, and expanding upon, the
methodology of the related invention. Embodiments of the 220 application generally related to
systems and methods for creating different financial interests in a portfolio of stocks, a stock index
or other financial assets (i.e., underlying reference assets) based on a series of interim cash flows
of the underlying reference asset(s), and then creating component-dependent variable
combinations thereof. Specifically, the '220 application related to systems and methods for
dividing such assets into a plurality of components that are separately tradeable, and then creating
component-dependent variable combinations that vary the mix of components based on
component factors that are relative to the underlying reference assets. In one embodiment
described in the 220 application, a first component is an ordinary dividend component of one or
more underlying reference assets (i.e., ordinary dividends paid for a fixed time period or until a
fixed dollar amount has been paid), a second component includes both the capital (e.g.,
appreciation/depreciation of the underlying reference assets) and the non-ordinary dividends (e.g.,
non-ordinary cash dividends, stock dividends, etc.) of the underlying reference assets, and a
component-dependent variable combination may include a mix of the first component and of the
second component as ratios or percentages of each component factor relative to the underlying

reference assets.



[0009] Currently, “Life-Cycle” fund structures are diversified portfolios that automatically shift
towards a more conservative mix of investments as a target date approaches in the future. These
funds focus on an investor’s age and assumes an investor prefers lower risk and higher dividends
as the investor/funds grow older. The Life-Cycle fund uses differing combinations of stocks and
bonds to approximate an appropriate risk/reward profile that varies as the investor/fund ages. For
example, as a typical “Life-Cycle” fund ages, it includes an increasing percentage of bonds and
reduced equity exposure (and volatility) since the investor may need lower risk and increased
income/cash flow. This type of Life-Cycle fund that uses stocks and bonds can be a blunt
instrument that may not adequately address investors’ unique needs and circumstances in an
optimal way. Thus, there is a need for different types of funds with target durations.

[0010] As used herein, "ordinary" and "non-ordinary" do not have predefined meanings. For
example, what is deemed to be an "ordinary" dividend and a "non-ordinary" dividend may be
determined, for example, by the legal documents associated with the income and/or equity trusts
issuing the units, Chicago Board Options Exchange ("CBOE"), etc. and the definition of
"ordinary" and "non-ordinary" may therefore vary between differing applications of the present

invention. As used herein, these terms are not intended to be limiting.

BRIEF SUMMARY OF THE INVENTION

[0011] In one or more aspects herein, a computing system includes at least one processing unit
and at least one computer readable memory that stores computer-executable instructions that when
executed by the at least one processing unit, causes the computing system to determine a target
duration of an equity fund and store the target duration in the at least one computer readable
memory; determine a long duration equity component having a duration of 30 years or more;
determine a short duration equity component having a duration of 10 years or less; and
determine a ratio of the long duration equity component and a ratio of the short duration equity
component in the equity fund that achieves the target duration.

[0012] In one or more aspects herein, a method of a computing system for managing a targeted
duration equity fund includes the steps of determining a target duration of an equity fund for
an investor and storing the target duration in at least one computer readable memory;
determining a long duration equity component and a short duration equity component using a

selected market or industry of the investor, wherein the long duration equity component has



a duration of 30 years or more and the short duration equity component has a duration of 10
years or less; and determining a ratio of the long duration equity component and a ratio of the
short duration equity component in the equity fund that achieves the target duration.

[0013] In one or more of the above aspects, the short duration equity component includes one
or more of: a dividend future contract that takes a position on future dividends of one or more
stocks; or a dividend future index that takes a position on future dividends of stocks in an
index.

[0014] In one or more of the above aspects, the short duration equity component includes a
plurality of short duration equities, and the computing system determines the duration of the
short duration equity component from a weighted average of a duration of each of the plurality
of short duration equities.

[0015] In one or more of the above aspects, the computing system determines the duration of
one of the plurality of short duration equities using a maturity date of the dividend future
contracts of the one of the plurality of short duration equities.

[0016] In one or more of the above aspects, the long duration equity component includes one
or more of: an individual stock, an equity value component, an equity index, and an equity
portfolio including two or more stocks.

[0017] In one or more of the above aspects, the long duration equity component includes a
plurality of long duration equities, and the computing system determines the duration of the
long duration equity component from a weighted average of a duration of each of the plurality
of long duration equities.

[0018] In one or more of the above aspects, the computing system determines the duration of
one of the plurality of long duration equities using an annual percentage dividend yield of the
one of the plurality of long duration equities.

[0019] In one or more of the above aspects, the computing system determines the ratio of the
long duration equity component and the ratio of the short duration equity component by
determining the duration of the long duration equity component and the duration of the short
duration equity component; determining a first percentage of the duration of the long duration
equity component and a second percentage of the duration of the short duration equity
component, wherein a sum of the first percentage and the second percentage is approximately

the target duration; and storing the first percentage as the ratio of the long duration equity



component and the second percentage as the ratio of the short duration equity component.
[0020] In one or more of the above aspects, the computing system, after a predetermined time
interval, determines an updated duration of the long duration equity component and an
updated duration of the short duration equity component; determines a first updated
percentage of the updated duration of the long duration equity and a second updated
percentage of the updated duration of the short duration equity, wherein a sum of the first
updated percentage and the second updated percentage is approximately the target duration;
and stores the first updated percentage as an updated ratio of the long duration equity
component and the second updated percentage as an updated ratio of the short duration equity
component.

[0021] In one or more of the above aspects, a target duration of the targeted duration equity
fund for the investor is determined using a risk profile of the investor.

[0022] In one or more of the above aspects, the a preset glide path for the targeted duration
equity fund is determined using the risk profile of the investor, wherein the preset glide path
includes a predefined time interval for updating the target duration and/or the ratio of the long

duration equity component and the ratio of the short duration equity component.

BRIEF DESCRIPTION OF THE SEVERAL VIEWS OF THE DRAWINGS

[0023] The foregoing summary, as well as the following detailed description of preferred
embodiments of the invention, may be better understood when read in conjunction with the
appended drawings. For the purpose of illustrating the invention, there are shown in the
drawings embodiments that are presently preferred. It should be understood, however, that
the invention is not limited to the precise arrangements and instrumentalities shown. In the
drawings:

[0024] Fig. 1A depicts a schematic view of traditional investing ("locked") as is known in the
prior art;

[0025] Fig. 1B depicts a schematic view of a method of investing ("unlocked") in accordance
with embodiments of the present invention;

[0026] Fig. 2 depicts a schematic view of an exemplary network environment within which

various embodiments of the present invention may be implemented;



[0027] Fig. 3 depicts a block diagram of an exemplary computing device within which various
embodiments of the present invention may be implemented;

[0028] Fig. 4A depicts an exemplary system for providing equity and income value
components (units) of one or more stocks to investors in accordance with one embodiment of
the present invention;

[0029] Fig. 4B depicts an exemplary system for providing equity and income value
components (units) of one or more stocks to investors in accordance with one alternate
embodiment of the present invention;

[0030] Fig. 5 depicts a flowchart of one method of segregating and distributing the value
components of the equity and income units in accordance with the method and system shown
in Figs. 1B and 4A/4B;

[0031] Fig. 6A depicts a table of the potential investment results for investment in income
and/or equity units;

[0032] Fig. 6B depicts a graph of an exemplary system showing various combinations of
income and equity unit holdings and the investor's resulting capital leverage and dividend
yield;

[0033] Fig. 7 depicts one exemplary methodology for pricing the original components (e.g.,
income and equity units) in accordance with one embodiment of the present invention;
[0034] Fig. 8 depicts one method for distributing income to an income trust;

[0035] Fig. 9 depicts one method of sorting dividends in accordance with one embodiment of
the present invention;

[0036] Fig. 10 depicts one method of paying dividends in accordance with one embodiment of
the present invention;

[0037] Fig. 11A depicts one method of assessing fees for the income and equity units in
accordance with one embodiment of the present invention;

[0038] Figs. 11B and 11C depict one method of calculating and disseminating the Net Asset
Value ("NAV") of the income and equity units in accordance with one embodiment of the
present invention;

[0039] Fig. 12 depicts one method of assessing the fair value of income and equity units to
allow creation agents to determine whether new income and equity units should be created or

existing units should be redeemed in accordance with one embodiment of the present



invention;

[0040] Fig. 13A depicts an exemplary process for creating income and equity units in
accordance with one embodiment of the present invention;

[0041] Fig. 13B depicts an exemplary process for redeeming income and equity units in
accordance with one embodiment of the present invention;

[0042] Fig. 14 depicts an exemplary process for creating income and equity units in accordance
with one alternate embodiment of the present invention;

[0043] Fig. 15 depicts a method for providing equity and income value components of one or
more stocks to investors in accordance with one embodiment of the present invention;

[0044] Fig. 16 depicts a dashboard of a portfolio allocation tool for providing a component-
dependent variable combination of equity and income value components of one or more stocks
to investors in accordance with one embodiment of the present invention;

[0045] Fig. 17A depicts three "S&P 500 Index Dividend Ratio Series" securities (i.e., 15
Series 200, Series 300, and Series 400) as component-dependent variable combinations of
equity and income value components of specific stocks, whereas Fig. 17B depicts the historical
performance comparison of Series 300 and Series 400 relative to other securities, in
accordance with one embodiment of the present invention,;

[0046] Fig. 18 depicts a method for providing component-dependent variable combinations of
equity and income value components of one or more stocks to investors in accordance with
one embodiment of the present invention in accordance with one embodiment of the present
invention;

[0047] FIG. 19 depicts an exemplary graphical representation of targeted duration equity funds
that allocate different durations of equity (short duration and long duration) in variable ratios, e.g.,
to achieve a targeted duration in accordance with one embodiment of the present invention;
[0048] FIG. 20 depicts an exemplary graphical representation of additional targeted duration
equity funds that allocate different durations of equity (short duration and long duration) in
variable ratios, e.g., to achieve a targeted duration in accordance with one embodiment of the
present invention;

[0049] FIG. 21 depicts an exemplary preset glide path of a 30 year targeted duration equity fund
that dynamically allocates different ratios of equity (short duration and long duration) over time

in accordance with one embodiment of the present invention;



[0050] FIG. 22 depicts an exemplary method of a computer system for managing a targeted
duration equity fund that dynamically allocates different ratios of short duration and long duration
equity in accordance with one embodiment of the present invention; and

[0051] FIG. 23 depicts an exemplary method of a computer system for determining a preset glide
path of a targeted duration equity fund in accordance with one embodiment of the present

invention.

DETAILED DESCRIPTION OF THE INVENTION

[0052] Certain terminology may be used in the following description for convenience only
and is not limiting. The words "lower" and "upper" and "top" and "bottom" designate
directions in the drawings to which reference is made. The terminology includes the words
above specifically mentioned, derivatives thereof and words of similar import.

[0053] Where a term is provided in the singular, the inventors also contemplate aspects of the
invention described by the plural of that term. As used in this specification and in the appended
claims, the singular forms "a", "an" and "the" include plural references unless the context
clearly dictates otherwise, e.g., "a method" may include a plurality of methods. Thus, for
example, a reference to "a method" may include one or more methods and/or steps of the type
described herein and/or which will become apparent to those persons skilled in the art upon
reading this disclosure.

[0054] Unless defined otherwise, all technical and scientific terms used herein have the same
meaning as commonly understood by one of ordinary skill in the art to which this invention
belongs. Although any methods and materials similar or equivalent to those described herein
can be used in the practice or testing of the present invention, the preferred methods,
constructs and materials are now described. All publications mentioned herein are
incorporated herein by reference in their entirety. Where there are discrepancies in terms and
definitions used in references that are incorporated by reference, the terms used in this
application shall have the definitions given herein.

[0055] A system and methodology are disclosed by which certain identifiable aspects of the
return of a portfolio of stocks, a stock index, or various combinations of certain equity or
similar assets (each or collectively an "underlying reference asset") can be separated and

traded as distinct components based on the preference of each buyer for the characteristics of



each separate component. In one embodiment of the present invention, such a system will
require the use of high-speed, microprocessor-based processes and methodologies for the
proper dividend separation, fee and income allocations, cash distributions and trading of the
component pieces such as those described herein. Additionally, a high-speed, microprocessor-
based platform will be utilized to insure that the market trading price derived from the
separation or re-combination of all these component pieces collectively will never differ
materially from that of the value of the entire asset itself. In one embodiment of the present
invention, this computer-driven segregation process will not be based predominantly on the
market price of the asset but rather on certain other aspects of the asset's performance. For
example, an income unit or security may provide investors with quarterly ordinary cash
dividend distributions of the underlying reference assets and an equity or capital or growth
unit or security may entitle the holder to any and all capital appreciation/depreciation of the
underlying reference and/or non-ordinary dividends but no ordinary cash dividends. Or, in
some embodiments, the holders of the equity units will be entitled to some or all dividends
after the income units have been fully redeemed. Equity units/securities and income
units/securities are expected to trade independently based on their identified characteristics
and the prevailing market demand for each. This provides each investor an opportunity to
adjust his or her relative preference for income and equity based on the relative proportion of
equity and income units the investor holds in his or her portfolio. Some exemplary portfolios are
illustrated in Fig. 6B.

[0056] The present invention offers investors a means by which differing investment goals
and return horizons can be realized by allowing them to separate, trade, hold or re-combine
such equity and income units in response to varied investment needs. The present invention
will allow each investor a far more precise way of selecting which component of an underlying
asset to hold or discard. Via open market price discovery, these independently tradable
units/securities will help an investor to better balance his or her income and equity needs
against his or her risk tolerance.

[0057] Through the use of traditional investments, the present invention allows individual
investors far greater flexibility to determine the relative proportion of income vs. capital
appreciation/depreciation that best suits their needs, without the assumption of added risks that

are currently necessary to achieve similar investment goals. Additionally, because multiple
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components of the underlying reference assets will be listed and traded separately, investors
will have needed fluidity to rebalance these components in any proportion at any time to suit
their investment needs.

[0058] Open market price discovery of each component of the underlying reference assets
coupled with the ability to hold equity and income units on a one for one basis, or re-combine
components to specified multiples and percentages, allows investors to trade units separately
or to reconstitute one or more pairs of equity and income units to create an investment identical
to that of the corresponding quantities of the underlying reference assets. Similar to certain
Exchange Traded Funds ("ETFs"), certain dealers with a quantity of, for example, 50,000
equity units and an identical number of income units can redeem such for the value of the
corresponding quantity of underlying reference assets. Growth stocks typically pay far less of
their earnings in the form of dividends and retain more of their earnings to fund corporate
growth. Therefore, investors who have a shorter investment time horizon, are more risk
averse, or require investment income to help meet expenses might favor stocks that pay a
higher portion of earnings in the form of dividends. However, such a strategy of only
purchasing higher dividend stocks (such as utilities, REITs or MLPs) can also expose these
investors to sector concentration and lack of diversification. By contrast, investors trying to
generate greater yield through margin also amplify the ups and downs of the financial
exchange. Income units/securities could give income-sensitive investors another way to retain
portfolio diversification while increasing income by agreeing to accept a smaller portion of
any future capital appreciation/depreciation (by holding proportionally fewer equity
units/securities). In times when interest rates are low, investors who are reliant on interest
payments may find it increasingly difficult to generate sufficient income to meet present needs
and obligations. This can be particularly difficult for individuals who are retired and/or

living solely on a fixed income. Additionally, most fixed income securities (excluding floating
rate or inflation protected securities) generally do not allow for increases in prevailing rates of
interest, and consequently their value may decline significantly in a rising interest rate or
weakening corporate credit environment.

[0059] This need to generate income, especially when interest rates are at historic lows, has
had several consequences. Investors may reach for additional income through investing in

increasingly lower quality debt securities (i.e. high-yield bonds) and/or extending portfolio
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duration (and corresponding price risk) to capture greater income. For those who still want
equity exposure, investment in dividend paying stocks may be an alternative, but the potential
for capital loss may be unpalatable. The dividend yield on the benchmark S&P 500 is just shy
of 2%. While stock valuations are somewhat more unpredictable, stock dividends can often adjust
upward in certain inflationary environments, partly allowing investors to preserve a larger portion
of their purchasing power. It is anticipated that the equity units/securities investors would absorb
a large majority of the price volatility of the market as compared to investors seeking income via
the income units/securities.

[0060] Unfortunately for some, an investment in dividend-paying equity securities requires buyers
to assume more volatile change in stock price value. Decomposing the sources of return from a
stock or an index and allowing these returns to trade separately would allow investors with unique
risk/reward, growth/income profiles to better achieve their investment goals.

[0061] The innovation proposed creates securities representing a system and a process by which
the combination of two tradable securities is achieved, one representing the capital
appreciation/depreciation component of a basket of stocks, or an index of stocks such as the S&P
500 Index (i.e., the equity units) and the other representing the ordinary dividend cash flows from
that same portfolio for a fixed time period (e.g. 10 years) or until a fixed dollar amount of dividends
has been received (e.g. $20 per income unit)(i.e., the income units). In some embodiments of the
present invention, these equity and income units seek to track the performance of a basket of stocks
or equity index(es) (e.g. Dow 30, S&P 500, or Nasdaq® 100 Index) before applicable fees. As
heretofore mentioned, the equity and income units can be combined in any ratio in order to achieve
target exposures to stock appreciation potential or dividend income, respectively. Given investors'
varying return goals, equity and income units can be held in any combination that will result in the
desired, unique potential risk/return outcomes.

[0062] The present invention includes a financial product cash-flow management system that
separates the capital appreciation component (equity/growth) and the dividend component
(income) from one or more underlying reference assets. It allows an investor to replicate the price
appreciation and dividends that are generated by a portfolio of underlying reference assets such
as, without limitation, exchange traded equity-based securities or an equity index. This method
and system may also include: portfolio securities re-adjustment processes to accommodate

changes in index securities; processes for securing equity and income securities with licensing
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agreement(s); processes for offering multiple maturity levels with distinct cash flow
assumptions; a dividend identification and sorting process to facilitate correct apportionment
of cash flows between the holders of the equity and income units (e.g. ordinary dividends for
income unit holders and non-ordinary dividends for equity unit holders); collection and
distribution processes for cash/non-cash dividends and subsequent distribution to unit holders;
fee apportionment processes based on relative valuations of the equity and income units and/or
quantities of such equity and income units; and/or processes for creation/redemption of the
equity and income units, which may be utilized by unit dealers to alter the supply of such
units/securities.

[0063] In one such embodiment of the present invention, the trusts who own the income and
equity units will qualify as regulated investment companies under Subchapter M of the
Internal Revenue Service Code ("RICs"). Consequently, the trusts generally will not be
subject to U.S. federal income tax on income distributed in a timely manner to the holders of
its units ("unitholders").

[0064] 1t is expected that market demand may significantly change the relative secondary
trading values of the income units, the equity units, or both. Since the income units will pay
monthly distributions based on the net dividends received by the income trust for the
underlying reference assets, its trading can be expected to be affected by the actual dividends
paid by companies whose stock is held jointly by the income and equity trusts, the expectation
of the value of future dividends paid on such underlying reference assets, and the prevailing
interest rates to each expected dividend date occurring prior to the expiration of the income
and equity trusts.

[0065] Further, it is anticipated that equity units will be affected by changes in the value of the
underlying reference assets and the relative demand and price of income units in the secondary
market, among other factors. Holding all other variables constant, a drop in anticipated
dividends until the income trust and equity trust expiration date can be expected to increase
the trading price of the equity units relative to the income units. Conversely, holding all other
variables constant, a rise in anticipated dividends until the income trust and equity trust
expiration date can be expected to decrease the trading price of the equity units relative to the
income units.

[0066] In one embodiment of the present invention, only certain institutional investors
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(typically market makers or other broker-dealers) are permitted to purchase or redeem income
and equity units directly from the income and equity trusts, respectively, and they may do so
only in excess of a predetermined minimum creation and/or redemption quantities (e.g.,
10,000, 50,000, etc.).

[0067] Referring now to Fig. 2, depicted is an exemplary computing system environment for
allowing a user of system 200 to perform the methods described herein. The depicted
computing system environment is only one example of a suitable computing environment and
is not intended to suggest any limitation as to the scope of use or functionality. Numerous
other general-purpose or special-purpose computing system environments or configurations
may be used. Examples of well-known computing systems, environments, and/or
configurations that may be suitable for use include, but are not limited to, personal computers
("PCs"), server computers, handheld or Ilaptop devices, multi-processor systems,
microprocessor-based systems, network PCs, minicomputers, mainframe computers, cell
phones, tablets, embedded systems, distributed computing environments that include any of
the above systems or devices, and the like.

[0068] Computer-executable instructions such as program modules executed by a computer
may be used. Generally, program modules include routines, programs, objects, components,
data structures, etc. that perform particular tasks or implement particular abstract data types.
Distributed computing environments may be used where tasks are performed by remote
processing devices that are linked through a communications network or other data
transmission medium. In a distributed computing environment, program modules and other
data may be located in both local and remote computer storage media including memory
storage devices.

[0069] In the depicted embodiment, exemplary system 200 includes, inter alia, one or more
computing devices 202 and a plurality of servers including global custodian server 208, ETF
server 212, creation agent server 216, dividend futures price server 220, U.S. Treasury
STRIPS server 224, financial exchange server 228, dividend swap server 232, and non-USD
dividend futures server 236, which interface to each other via network 206. Each of the
depicted servers also may have corresponding databases, namely, global custodian database
210, ETF database 214, creation agent 1 database 218, dividend futures price database 222,
U.S. Treasury Strips database 230, Financial Exchange 1 database 231, dividend swap
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database 234, and non-USD futures database 238, respectively. The servers and databases
shown in Fig. 2 are merely exemplary and servers and/or databases may be omitted or added
without departing from the scope of the present invention. Further, one or more databases
may be included in the respective server without departing from the scope hereof

[0070] Referring to Fig. 3, in its most basic configuration, as depicted in Fig. 3, computing
device 202 includes at least one processing unit 302 and at least one memory 304. Depending
on the exact configuration and type of the computing device, memory 304 may be volatile (such
as random access memory ("RAM")), non-volatile (such as read-only memory ("ROM"), flash
memory, etc.), or some combination of the two. This most basic configuration is illustrated in
Fig. 3 by dashed lines 306. In addition to that described herein, computing devices 202 can be
any web-enabled handheld device (e.g., cell phone, smartphone, or the like) or personal
computer including those operating via Android™, Apple®, and/or Windows® mobile or non-
mobile operating systems.

[0071] Computing device 202 may have additional features/functionality. For example,
computing device 202 may include additional storage (removable and/or non-removable)
including, but not limited to, magnetic or optical disks or tape, thumb drives, and external hard
drives as applicable. Such additional storage is illustrated in Fig. 3 by removable storage 308
and non-removable storage 310.

[0072] Computing device 202 typically includes or is provided with a variety of computer-
readable media. Computer-readable media can be any available media that can be accessed by
computing device 202 and includes both volatile and non-volatile media, removable and non-
removable media. By way of example, and not limitation, computer- readable media may
comprise computer storage media and communication media. Computer storage media
include volatile and non-volatile, removable and non-removable media implemented in any
method or technology for storage of information such as computer-readable instructions, data
structures, program modules or other data. Memory 304, removable storage 308, and non-
removable storage 310 are all examples of computer storage media. Computer storage media
include, but are not limited to, RAM, ROM, electrically erasable programmable read-only
memory ("EEPROM"), flash memory or other memory technology, CD-ROM, digital
versatile disks ("DVD") or other optical storage, magnetic cassettes, magnetic tape, magnetic

disk storage or other magnetic storage devices, or any other medium which can be used to
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store the desired information and which can accessed by computing device 202. Any such
computer storage media may be part of computing device 202 as applicable.

[0073] Computing device 202 may also contain communications connection 312 that allows
the device to communicate with other devices. Such communications connection 312 is an
example of communication media. Communication media typically embody computer-
readable instructions, data structures, program modules and/or other data in a modulated data
signal such as a carrier wave or other transport mechanism and includes any information
delivery media. The term "modulated data signal" means a signal that has one or more of its
characteristics set or changed in such a manner as to encode information in the signal. By way
of example, and not limitation, communication media include wired media such as a wired
network or direct-wired connection, and wireless media such as acoustic, radio frequency
("RF"), infrared and other wireless media. The term computer-readable media as used
herein includes both storage media and communication media.

[0074] Computing device 202 may also have input device(s) 314 such as keyboard, mouse,
pen, voice input device, touch input device, etc. Output device(s) 316 such as a display,
speakers, printer, etc. may also be included. All these devices are generally known to the
relevant public and therefore need not be discussed in any detail herein except as provided.

[0075] Notably, referring back to Fig. 2, computing device 202 is one of a plurality of computing
devices 202 inter-connected by network 206. As may be appreciated, network 206 may be any
appropriate network and each computing device 202 may be connected thereto by way of
connection 312 in any appropriate manner, and each computing device 202 may communicate with
one or more of the other computing devices 202 via network 206 in any appropriate manner. For
example, network 206 may be a wired network, wireless network, or a combination thereof within
an organization or home or the like, and may include a direct or indirect coupling to an external
network such as the Internet or the like. Likewise, network 206 may be such an external network
including, without limitation, the Internet. In the exemplary embodiments shown herein, network
206 is the Internet and allows the multiple systems necessary to implement the systems and
methods discussed herein to communicate data quickly and efficiently. However, alternate
networks and/or methods of communicating information may be substituted without departing
from the scope hereof.

[0076] Computing device 202 may connect to the various servers via such an internal or external
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network. Although Fig. 2 depicts computing device 202 located in close proximity to the servers,
this depiction is not intended to define any geographic boundaries. For example, when network
206 is the Internet, computing device can have any physical location. For example, computing
device may be a tablet, cell phone, personal computer, or the like located at any user's office, home,
etc. Or computing device could be located proximate to one or more servers without departing
from the scope hereof Also, although Fig. 2 depicts computing devices 202 coupled to the servers
via network 206, computing devices may be coupled directly to one or more servers via
any other compatible networks including, without limitation, an intranet, local area network, or
the like.
[0077] The depicted embodiment of system 200 uses a standard client server technology
architecture, which allows users of system 200 to access information stored in the relational
databases via custom user interfaces. In some embodiments of the present invention, the
processes are hosted on one or more servers which are accessible via the Internet using a
publicly addressable Uniform Resource Locator ("URL"). For example, users can access
exemplary system 200 using any web-enabled device equipped with a web browser.
Communications between software components and sub-systems are achieved by a
combination of direct function calls, publish and subscribe mechanisms, stored procedures,
and direct SQL queries, however, alternate components, methods, and/or sub-systems may be
substituted without departing from the scope hereof Also, alternate embodiments are
envisioned in which a computing device 202 directly accesses one or more servers through a
private network rather than via the Internet and a URL. Computing devices 202 may be
equipped with one or more Web browsers to allow them to interact with one or more servers
and/or databases via a HyperText Transfer Protocol ("HTTP"). HTTP functions as a request-
response protocol in client- server computing. For example, a web browser operating on
computing device 202 may execute a client application that allows it to interact with
applications executed by the one or more servers. The client application submits HTTP
request messages to the one or more servers. The corresponding servers, which provide
resources such as HTML files and other data or content, or performs other functions on behalf
of the client application, returns a response message to the client application upon request.
The response typically contains completion status information about the request as well as the

requested content. However, alternate methods of computing device/server communications
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may be substituted without departing from the scope hereof including those that do not utilize
the Internet for communications.

[0078] In the exemplary system 200, the databases may include a plurality of databases and/or
database tables. As may be appreciated, the databases may be any appropriate database
capable of storing data and may be included within or connected to one or more servers similar
to those described herein in any appropriate manner without departing from the scope hereof.
[0079] It should be understood that the various techniques described herein may be
implemented in connection with hardware or software or, as appropriate, with a combination
of both. Thus, the methods and apparatus of the presently disclosed subject matter, or certain
aspects or portions thereof, may take the form of program code (i.e., instructions, scripts, and
the like) embodied in tangible media, such as floppy diskettes, CD-ROMSs, hard drives, flash
drives, DVDs or any other machine-readable storage medium wherein, when the program
code is loaded into and executed by a machine, such as a computer, the machine becomes an
apparatus for practicing the presently disclosed subject matter.

[0080] In the case of program code execution on programmable computers, the interface unit
generally includes a processor, a storage medium readable by the processor (including volatile
and non-volatile memory and/or storage elements), at least one input device, and at least one
output device. One or more programs may implement or utilize the processes described in
connection with the presently disclosed subject matter (e.g., through the use of an application-
program interface ("API"), reusable controls, or the like). Such programs may be implemented
in a high-level procedural or object-oriented programming language to communicate with a
computer system. However, the program(s) can be implemented in assembly or machine
language, if desired. In any case, the language may be a compiled or interpreted language,
and combined with hardware implementations.

[0081] Although exemplary embodiments may refer to utilizing aspects of the presently
disclosed subject matter in the context of one or more stand-alone computer systems, the
subject matter is not so limited, but rather may be implemented in connection with any
computing environment, such as system 200 or a distributed computing environment.

[0082] Still further, aspects of the presently disclosed subject matter may be implemented in
or across a plurality of processing chips or devices, and storage may similarly be affected

across a plurality of devices in system 200. Such devices might include personal computers,
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network servers, and handheld devices (e.g., cell phones, tablets, smartphones, etc.), for
example.

[0083] In the exemplary embodiment, one or more servers and its associated databases are
programmed to execute a plurality of processes including those discussed in greater detail herein.

[0084] Turning now to Fig. IB, depicted is a schematic view of a method of investing in
accordance with one embodiment of the present invention that may operate in conjunction with
some or all of the aspects of the embodiment of the present invention shown in Fig. 2 through Fig.
15 or may operate as a standalone method without departing from the scope hereof The
embodiment of the present invention shown in Fig. IB through Fig. 15 seeks to unlock the
growth/equity and income characteristics of traditional securities (as shown in Fig. IA) by
allowing pure capital appreciation investing through the purchase of equity units 114 and pure
cash dividend income investing through the purchase of income units 115. In the depicted
embodiment, the equity units 114 and the income units 115 are separately traded instruments
available via a traditional financial exchange 112, however, alternate embodiments are envisioned
in which such units are traded separately from a financial exchange such as financial exchange 112
or they trade on multiple exchange(s) without departing from the scope hereof.

[0085] Referring now to Fig. 4A, depicted is one system for achieving the goals set forth in Fig.
IB as described above. This method separately provides dividend and capital components of one
or more stocks to investors in accordance with one embodiment of the present invention. As also
described above, the system provides the ability to separate certain dividends for a fixed period of
time (or until a fixed amount is paid out or received) from the appreciation component of one or
more stocks (i.e., a common stock, a basket of common stocks, an index of common stocks or
management investment company(s)). These one or more stocks are referred to herein as the
underlying reference asset(s) 423.

[0086] In the embodiment of the present invention depicted in Fig. 4A, separately tradable
financial instruments are created that segregate the income value components 425 (e.g., ordinary
cash dividend flows) from the equity value components 426 of the underlying reference assets
423 (e.g., capital appreciation/depreciation, non-ordinary dividends, etc.). This allows
investors the ability to invest specifically in either the income-producing or capital-
appreciation components of such underlying reference assets 423. In this manner, an investor

is able to specifically invest in only the desired portion of a security's return. That is, income
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units 115 may represent a variable annuity of, for example, ordinary dividends for a fixed
period of time (or until a fixed amount is paid out or received). Conversely, equity units 114
may represent, for example, the asset's appreciation/depreciation and non-ordinary dividends
during the life of the corresponding income and equity units. Both units may be registered and
listed as securities on a traditional financial exchange 112 and will trade at prevailing market
prices for a predetermined period of time. However, alternate embodiments of the present
invention are envisioned that include different ways to split the income and equity components
of the underlying reference assets. For example, in an alternate embodiment, equity units 114
represent the asset's appreciation/depreciation only during the life of the corresponding
income and equity units and income units 115 represent all ordinary and non-ordinary cash
and stock dividends.

[0087] In the embodiment of the invention depicted in Fig. 4A, two separate investment
companies 415 and 416 are utilized in addition to one or more creation agents 410 (also known
as Authorized Participants), a broker 428, an ETF sponsor 430, and a global custodian 424.
Although a single global custodian is shown, alternate embodiments are envisioned in which
a pair of global custodians or a differing quantity of global custodians are substituted to
perform the functions of global custodian 424 as described herein.

[0088] In the depicted embodiment, the ETF sponsor 430 is a company, financial institution,
or the like which creates and administers an Exchange Traded Fund ("ETF"), broker 428 is an
individual or firm that charges a fee or commission for executing buy and sell orders
submitted to it by an investor, and the creation agents 410 are typically large institutional
organizations such as market makers including, without limitation, NYSE specialists and
NASDAQ® market makers. ETF sponsor 430 is responsible for selecting one or more
creation agents 410 to obtain the underlying reference assets needed to create an ETF. This is
typically done via execution of a legal agreement between the ETF sponsor 430 and the one
or more creation agents 410.

[0089] Global custodian 424 holds the underlying reference assets 423, respectively, for the
ownership thereof by the equity and income trusts 416 and 415, respectively. The global
custodian 424 tracks the timing and nature of all value components including income value
components 425 (e.g., ordinary dividends) and equity value components 426 (e.g., non-

ordinary dividends and stock appreciation/depreciation) for the underlying reference assets
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423 to the equity and income trusts 416 and 415, respectively.

[0090] Also, in the depicted embodiment, the investment companies 415 and 416 share in the
underlying reference assets 423 held by the global custodian 424 based on predetermined
rules. For example, the investment companies may each execute a joint custodial agreement
with the global custodian 424. This allows the value components to flow to the two
independent investment companies 415 and 416 in a manner determined by the global
custodian 424 in accordance to predetermined apportionment rules utilizing processes such as
those shown and described in greater detail herein. Such processes may operate in a computer
environment such as that described above with respect to Fig. 2 and Fig. 3 as discussed in
greater detail herein. Although two trusts 415 and 416 are depicted, alternate embodiments
are envisioned in which a single trust issues both income and equity units without departing
from the scope hereof. In addition, the two trusts 415 and 416 may be other types of investment
vehicles.

[0091] In the embodiment depicted in Figs. 4A, the creation agent 410 is specifically
authorized and possibly certified by the ETF sponsor 430 to create both the income units 415
and the equity units 414. The creation agent 410 will create (and redeem) all income units 415
and equity units 414 in equal proportion, thus ensuring that the corresponding portions of a
single financial instrument can be recombined to represent the total economic ownership of
the underlying reference asset(s) 423. Although only one creation agent 410 is depicted in
Fig. 4A, additional or varying creation agents and/or independent third parties may also be
authorized or substituted.

[0092] Although income and equity units will be created in equal quantities, the ultimate
owners of the income and equity units do not have to hold the units in equal quantities. The
income investors 111 are free to invest in any quantity of income units 415 regardless of the
quantity of corresponding equity units 414 that are in existence. Similarly, the equity investors
110 are free to invest in any quantity of equity units 414 regardless of the quantity of
corresponding income units 415 that are in existence. Both the income and equity units 415
and 414, respectively, will be traded independently on one or more financial exchanges 112.
This allows investors investing in the units of the present invention the unique ability to obtain
investor-concentrated exposure to either equity/growth or income depending on the number

of income and/or equity units held. This concentration is achieved through the process of
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splitting value components such as equity and income value components 426 and 425,
respectively, and, thus, does not require traditional use of leverage, such as broker margin.
[0093] As depicted in Fig. 4A, two investment companies are shown, namely the equity trust
416 and the income trust 415. For example, two investment companies may be used to allow
a first investment company to issue shares for the capital appreciation/ equity portion of the
underlying reference assets 423 (referred to in Fig. 4A as the equity units 414) and to allow a
second investment company to issue shares for the dividend/income portion of the underlying
reference assets 423 (referred to in Fig. 4A as the income units 415).

[0094] Further, the formation of at least two investment companies allows the income and
equity value components 425 and 426, respectively, of the underlying reference assets 423 to
be properly collected and distributed to the corresponding income and equity investment
companies, respectively, thereby allowing "dual" ownership of the underlying reference
assets. In the depicted embodiment of the present invention, the investment companies seek
to achieve their investment objective by holding a portfolio of the securities or other assets that
are included in the underlying reference assets 423 with the weight of each security or asset
in the portfolio corresponding to the weight of the security or asset in the corresponding
financial index. However, alternate methods of selecting underlying reference assets 423 may
be substituted without departing from the scope hereof Similarly, although two investments
companies are shown, alternate quantities may be substituted.

[0095] In the depicted embodiment, each of the two investment companies registers its shares
with the appropriate government authorities, if any (e.g., the Securities and Exchange
Commission ("SEC")) for sale to the public (via the creation agent 410) and sells its shares
contemporaneously and in equal share amounts with the other investment company via a co-
registration statement filed with all necessary governmental authorities, for example, in the
U.S., the SEC and the Commodities Futures Trading Commission ("CFTC"). Such a co-
registration statement may be filed, for example, in accordance with the Securities Act of
1933. In this manner, multiple companies are utilized to issue shares that each represent a
portion of the underlying reference assets 423. Collectively, the multiple issuing companies
will purchase the underlying reference assets 423 and have claim to all of the economic
interests thereto (with the exception of custodial fees and expenses). Further, once the equity

and income units are jointly created, application will be made to trade the units separately on
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a financial exchange such as financial exchange 112.

[0096] In some embodiments of the present invention, equity and income trusts 416 and 415,
respectively, may seek the issuance of a No-Action Letter granting relief from Sections 17(a)
and 17(d) of the Investment Company Act of 1940 (the"'40 Act"). If such a No-Action Letter
is issued, two separate but affiliated funds such as equity and income trusts 416 and 415,
respectively, will be able to share portions of the economics of the same set of assets without
the need for one trust to sell a portion of the underlying reference assets 423 (e.g., dividend
futures or dividend swaps) to the other trust through a futures exchange, swap market, or the
like in order to maintain the separation required by the '40 Act (one exemplary system and
method for implementing the present invention when a No Action Letter has not been issued
are described herein with respect to Fig. 4B and Fig. 14). Further, the issuance of such a No-
Action Letter will allow two separate but affiliated funds such as equity and income trusts 416
and 415, respectively, to hold the same underlying reference assets in joint rather than
segregated custody, or to directly exchange portions of the underlying reference assets with
each other, as each fund is entitled to different parts of the same underlying reference assets
as shown in Fig. 4A. Although in the depicted embodiment, two or more separate investment
companies may issue (or create) shares of each company on a one for one basis for the cash
value of the underlying reference assets 423, this is not required to implement the present
invention. Additionally, although shares of each of the separate companies may be tendered
in equal share amounts, and may be redeemed for the cash value of the underlying reference
assets 423, this is not required to implement the present invention.

[0097] Referring now to Fig. 13A, depicted is one process 1300 of utilizing a system such as
the system of Fig. 4A to issue income and equity units in accordance with one embodiment
of the present invention. Such a process may be utilized, for example, if a No Action Letter
has been issued granting relief from Sections 17(a) and 17(d) of the '40 Act as discussed in
greater detail above, thereby allowing two affiliated entities to do business with each other.
[0098] Process 1300 begins at 1302, at which one or more entities (e.g., creation agents) wish
to issue new income and equity units. Next, at 1304, the creation agent 410 issues income
units 115 on behalf of the income trust 415 while simultaneously issuing equity units 114 on
behalf of the equity trust 416 for purchase by the income and equity investors 111 and 110,

respectively, via a financial exchange such as financial exchange 112. It should be noted that
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although investors are referred to in Fig. 4A as income or equity investors, any individual
investor may be both an income investor 111 and an equity investor 110 without departing
from the scope hereof.

[0099] Process 1300 then proceeds to 1306, at which the proceeds generated from the sale of
the income and equity units, i.e., the income unit proceeds 412 and equity unit proceeds 413
(collectively unit proceeds) are allocated to their respective income trust 415 and equity trust
416, respectively.

[00100] After the income and equity trusts 415 and 416, respectively, receive the income unit
proceeds 412 and the equity unit proceeds 413, process 1300 proceeds to steps 1308 and 1310.
At step 1308, the equity trust uses its portion of the unit proceeds to purchase a corresponding
percentage of the underlying reference assets. Similarly, at step 1310, the income trust uses its
portion of the unit proceeds to purchase a corresponding percentage of the underlying reference
assets. Such assets may be purchased via a financial exchange such as financial exchange 112
(Fig. 4A) or an alternate financial exchange without departing from the scope of the present
invention.

[00101] Next, at step 1312, the underlying reference assets 423 purchased in steps 1308 and 1310
are subsequently held at a global custodian 424 under an agreement between the global custodian
424 and the equity and income trusts 416 and 415, respectively, for the benefit of the trusts. In one
embodiment of the present invention, the agreement is a shared custody agreement, however,
alternate agreements may be substituted without departing from the scope hereof.

[00102] In the depicted embodiment of the present invention, the equity and income trusts each
only own a portion of the total underlying reference assets. However, as described in greater detail
herein, in the depicted embodiment of the present invention, it is intended that the equity trust
owns 100% of the capital appreciation/depreciation of the underlying reference assets and 100%
of all non-ordinary dividends associated with the underlying reference assets and the income trust
owns 100% of the ordinary dividends of the underlying reference assets. Therefore, in the depicted
embodiment, the equity trust transfers all ordinary dividends for its percentage of the underlying
reference assets to the income trust in exchange for the appreciation/depreciation and non-ordinary
dividends associated with its portion of the underlying reference assets. For example, if 80% of
the total unit proceeds are allocated to the equity trust and 20% of the total unit proceeds are

allocated to the income trust, the equity trust transfers all ordinary dividends for its 80% of the
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underlying reference assets to the income trust in exchange for the appreciation/depreciation and
non-ordinary dividends associated with the income trust's 20% of the underlying reference assets.
[00103] Next, at step 1314, the global custodian 424 collects all dividends issued for the underlying
reference assets 423. The global custodian 424 records such dividends and allocates the dividends
to the income and equity trusts in accordance with the shared custody agreement and/or the
rules set forth upon issuance of the income and equity units. Processes such as those described
herein may be utilized for performing these functions.

[00104] Thereafter, all income value components 425 will be allocated to income trust 415 and
all equity value components 426 shall be allocated to equity trust 416 for the duration of the
trusts (for example, for a period of ten (10) years). In the depicted embodiment, income value
components 425 include ordinary dividends and equity value components 426 include all non-
ordinary dividends and any appreciation/depreciation of the underlying reference assets 423,
however, alternate methods of splitting dividends and equity between the income and equity
value components may be substituted without departing from the present invention.

[00105] Next, at step 1318, the income and equity trusts 415 and 416, respectively, apportion
any necessary fees to the income and equity unit owners and thereafter issue the appropriate
dividend payments to such income and equity investors 111 and 110, respectively. Methods
of making such payments are illustrated and described herein in greater detail.

[00106] Process 1300 then proceeds to 1320, at which it determines whether the trusts have
expired. If yes, process 1300 proceeds to 1322 at which it ends. If the trusts have not expired,
process 1300 returns to 1314 at which it waits until new dividends are received by the global
custodian for processing. At such time, steps 1314 through 1320 are repeated. In another
embodiment, the trusts do not expire and the process 1300 returns to 1314 at which it waits
until new dividends are received by the global custodian for processing.

[00107] It is worth noting that once income and equity units have been created and traded on
a financial exchange, their prices are determined by market forces as is the case for any other
exchange-traded security. Although a single equity unit and its corresponding income unit
represent the economic interest in one unit of the corresponding underlying reference asset
423, amyriad of factors may influence individual equity and income unit prices in a financial
exchange.

[00108] It is also the prerogative of creation agent 410 to hold either or both types of units for
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any reason (i.e., to not offer a portion or all of either unit for sale). Although both income and
equity units 415 and 414, respectively, represent an ownership position in the underlying
reference asset 423, the price of the two units combined (i.e., the income and equity units)
may from time to time diverge from the fair market value of the underlying reference asset
based on conditions including, but not limited to: market supply/demand characteristics;
investor utility; tax preference, and overall financial market conditions. Turning now to Fig.
4B, depicted is one alternate system for achieving the goals set forth in Fig. 1B as described
above. This method also separately provides dividend and capital components of one or more
stocks to investors in accordance with one alternate embodiment of the present invention. As
also described above, the system provides the ability to separate certain dividends for a fixed
period of time (or until a fixed amount is paid out or received) from the appreciation
component of one or more stocks (i.e., a common stock, a basket of common stocks, an index
of common stocks or management investment company(s)).

[00109] In the embodiment of the present invention depicted in Fig. 4B, separately tradable
financial instruments are created that segregate the income value components 425 (e.g.,
ordinary cash dividend flows) from the equity value components 426 of the underlying
reference assets 423. This allows investors the ability to invest specifically in either the
income-producing or capital-appreciation components of such underlying reference assets. In
this manner, an investor is able to specifically invest in only the desired portion of a security's
return. That is, income units 115 may represent a variable annuity of, for example, ordinary
dividends for a fixed period of time (or until a fixed amount is paid out or received).

[00110] Conversely, equity wunits 114 may represent, for example, the asset's
appreciation/depreciation and non-ordinary dividends during the life of the corresponding
income and equity units. Both units may be registered and listed as securities on a traditional
financial exchange 112 and will trade at prevailing market prices for a predetermined period
of time. However, alternate embodiments of the present invention are envisioned that include
different ways to split the income and equity components of the underlying reference assets.
For example, in an alternate embodiment, equity units 114 represent the asset's
appreciation/depreciation only during the life of the corresponding income and equity units
and income units 115 represent all ordinary and non-ordinary cash and stock dividends.

[00111] In the embodiment of the invention depicted in Fig. 4B, two separate investment
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companies 415 and 416 are utilized in addition to one or more creation agents 410 (also known
as Authorized Participants), a broker 428, an ETF sponsor 430, a pair of global custodians 450
and 452, a lender 458. In the depicted embodiment, the ETF sponsor 430, the broker 428, and
the creation agents 410 are as discussed above with respect to Fig. 4A. Lender 458 is a bank
or other entity capable of lending money to the equity trust 416.

[00112] In the depicted embodiment, each of the income and equity trusts has a dedicated
global custodian to maintain independence of the trusts. Specifically, global custodian 450
holds the underlying reference assets of equity trust 416 and global custodian 452 holds the
underlying reference assets of income trust 415 for the ownership of the respective trusts. The
global custodians 450 and 452 track the timing and nature of all value components including
the income value components (e.g., ordinary dividends) and the equity value components
(e.g., non-ordinary dividends and stock appreciation/depreciation) for the underlying
reference assets 460 and 462 to the equity and income trusts 416 and 415, respectively.
[00113] In the embodiment depicted in Figs. 4B, the creation agent 410 is specifically
authorized and possibly certified by the ETF Sponsor 430 to create both the income units 415
and the equity units 414. The creation agent 410 will create (and redeem) all income units 415
and equity units 414 in equal proportion, thus ensuring that the corresponding portions of a
single financial instrument can be recombined to represent the total economic ownership of
the underlying reference asset(s). Although only one creation agent 410 is depicted in Fig. 4B,
additional or varying creation agents and/or independent third parties may also be authorized
or substituted.

[00114] As depicted in Fig. 4B, two investment companies are shown, namely the equity trust 416
and the income trust 415. For example, two investment companies may be used to allow a first
investment company to issue shares for the capital appreciation/ equity portion of the underlying
reference assets (referred to in Fig. 4B as the equity units 114) and to allow a second investment
company to issue shares for the dividend/income portion of the underlying reference assets
(referred to in Fig. 4B as the income units 115). In the depicted embodiment, each of the two
investment companies registers its shares with the SEC for sale to the public (via the creation agent
410) and sells its shares contemporaneously and in equal share amounts with the other investment
company via a co-registration statement filed with all necessary authorities including, without

limitation, the SEC and the CFTC. Such a co-registration statement may be filed in accordance,
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for example, with the Securities Act of 1933. In this manner, multiple companies are utilized to
issue shares that each represent a portion of the underlying reference assets. Further, once the
equity and income units are jointly created, application will be made to trade the units separately
on a financial exchange such as financial exchange 112.

[00115] Referring now to Fig. 14, depicted is one process 1400 of utilizing a system such as that
shown in Fig. 4B to issue income and equity units in accordance with one embodiment of the
present invention. Such a process may be utilized, for example, if a No Action Letter has not been
issued granting relief from Sections 17(a) and 17(d) of the '40 Act as discussed in greater detail
above, thereby requiring that the affiliated entities (e.g., the income and equity trust) do not
transact business with each other.

[00116] Process 1400 begins at 1402, at which one or more parties wish to issue new income and
equity units. Next, at 1404, the creation agent 410 issues income units 115 on behalf of the income
trust 415 while simultaneously issuing equity units 114 on behalf of the equity trust 416 for
purchase by the income and equity investors 111 and 110, respectively, via a financial exchange
such as financial exchange 112. It should be noted that although investors are referred to in Fig.
4B as income or equity investors, any individual investor may be both an income investor 111 and
an equity investor 110 without departing from the scope hereof.

[00117] Process 1400 then proceeds to 1406, at which the proceeds generated from the sale of the
income and equity units, i.e., the income unit proceeds and equity unit proceeds (collectively unit
proceeds) are allocated to their respective income trust 415 and equity trust 416, respectively. For
exemplary purposes, we will assume that 80% of the total unit proceeds are allocated to the equity
trust (i.e., the equity unit proceeds) and 20% of the total unit proceeds are allocated to the income
trust (i.e., the income unit proceeds).

[00118] After the income and equity trusts 415 and 416, respectively, receive the income unit
proceeds and the equity unit proceeds, respectively, process 1400 proceeds to steps 1408, 1410,
and 1412. At step 1408, the equity trust borrows an amount of money required to purchase 100%
of the underlying reference assets. That is, since the income and equity units are sold in step 1404
for a value equivalent to the value of the underlying reference assets associated with the income
and equity units, and since a portion of this collected value is allocated to the income trust at step
1406 (e.g., 20%), the portion of the total unit proceeds allocated to the equity trust is less than the

cost of the underlying reference assets (in our example, 20% less than the cost of the underlying
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reference assets). Therefore, if the equity trust wishes to purchase 100% of the underlying
reference assets, it must borrow the shortfall between the cost of such assets and the amount of the
equity unit proceeds allocated to it by the creation agent(s) 410. This loan is instituted at step
1408, at which the amount of the shortfall is borrowed by the equity trust 1416 from a lender 458.
Next, at 1410, the equity trust utilizes the proceeds from sale of the equity units and the money
borrowed from lender 458 to purchase 100% of the underlying reference assets, which will be held
for the equity trust 416 by its global custodian 450.

[00119] Simultaneously, at step 1412, the income trust uses its portion of the total unit proceeds to
purchase a quantity of U.S. Treasury Strips or Dividend Swaps, which will provide a return that is
equivalent to the loan payments to be made by the equity trust for the loan undertaken in step 1408.
Such assets may be purchased, for example, via a Strips Market 456 and are held by the global
custodian 452 associated with the income trust 415.

[00120] Next, at step 1414, the equity trust 416 sells dividend futures associated with the
underlying reference assets to a Dividend Futures Market 454 such as, but not limited to, CME,
LIFFE, and Eurex. Contemporaneously, the income trust purchases the dividend futures contracts
associated with the underlying reference assets and such contracts are also held by the global
custodian 452 associated with the income trust 415. In this manner, both the income and equity
trusts hold an interest in the underlying reference assets purchased by the equity trust in association
with the issued income and equity units.

[00121] Process 1400 then proceeds to 1416, at which dividends are paid to the equity trust 416
for the underlying reference assets and maturing STRIPS are paid to the income trust 415. Next,
at 1418, the dividends paid to the equity trust 416 are paid to the income trust 415 in accordance
with the dividend futures contract. In exchange, the income trust 415 utilizes its STRIPS payment
to pay the cost of the dividend futures contract to the equity trust 416.

[00122] Process 1400 then proceeds to 1420 and 1422. At 1420, equity trust 416 utilizes the
STRIPS payment received from the income trust 415 to repay its loan obligation to Lender 458.
At 1422, income trust 415 utilizes the dividend payments received from the equity trust under the
dividend futures contract to pay dividends to the holders of the income units.

[00123] Process 1400 then proceeds to 1424, at which it determines whether the trusts have
expired. If yes, process 1400 proceeds to 1426 at which it ends. If the trusts have not expired,

process 1400 returns to 1416 at which it waits until new dividends are issued for the underlying
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reference assets and/or new STRIPS have reached maturity. At such time, steps 1416 through
1424 are repeated.

[00124] If the income and equity trusts expire, the underlying reference assets held at the global
custodian 450 of the equity trust 416 will be owned solely by the equity trust 416 and confirmed
by the ETF sponsor database. Also, upon termination, the income units will cease to exist and
will no longer trade on any financial market. At this point, income unit investors will have
received all appropriate cash flows and thus the income trusts 415 will have no claim to the
underlying reference assets held by global custodian 450 of the equity trust 416. These
underlying reference assets will be liquidated in a financial exchange such as financial
exchange 112 after termination of the trusts. In another embodiment, the income and equity
trusts do not expire.

[00125] Turning next to Fig. 5, depicted is one method of segregating and distributing the cash
flows and/or value components of underlying reference assets such as underlying reference
assets 423. As discussed above, these value components may include, without limitation:
ordinary cash dividends, non-ordinary cash dividends, non-cash dividends, and asset
appreciation and depreciation. In the depicted embodiment, the income value components
425 received by the income trust 415 will include ordinary cash dividends for a specified
duration of time (e.g., ten (10) years in the depicted embodiment which is the duration/life of
the income trust) only. However, alternate embodiments of the present invention are
envisioned in which the income value components 425 include additional components
including, without limitation, a percentage of the asset appreciation/depreciation, non-
ordinary cash dividends, etc. without departing from the scope hereof Also, although the
depicted embodiment includes trusts having an initial duration of ten (10) years, alternate time
periods may be substituted without departing from the scope hereof. In one embodiment, the
durations of the trusts are not predefined but rather terminate upon the occurrence of an event.
Or, the trusts may have no termination date.

[00126] In the depicted embodiment, the equity value components 426 received by the equity
trust 416 will include all value components not owned by the income trust 415. In the depicted
embodiment, these value components include non-ordinary dividends and all capital
appreciation/depreciation of the underlying reference assets 423. However, alternate

embodiments of the present invention are envisioned in which the equity value components
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include additional or lesser components than those depicted in Fig. 5. In the depicted
embodiment, the equity units shall terminate at the time the income units mature; however,
alternate embodiments are envisioned with differing termination dates. Since, in the depicted
embodiment, income and equity units are created in equal quantities, both an income unit and
an equity unit would exist so that at any time (at maturity or prior) the units could be combined
by a creation agent such as creation agent 410 (Fig. 4A) and redeemed for the underlying
reference assets 423. Exemplary processes for unit creation and redemption are illustrated and
described in greater detail herein. The existence of income and equity units could be
electronically tracked by an ETF sponsor such as ETF Sponsor 430 (Fig. 4A).

[00127] All equity and income unit dividends will be processed through, for example, the
system of a global custodian who holds the underlying reference assets such as global
custodian 424 (Fig. 4A) using processes such as those shown and described in greater detail
herein. The system such as exemplary system 200 will store all information related to dividend
dates including, but not limited to, record date, ex-dividend date, and payment date in its
database such as database 210 (Fig. 2). This information allows the global custodian's system
to accurately distribute the cash and non-cash distributions to the proper income and equity
unit holders. After determining how the distributions should be distributed, the proper cash
flows are delivered to the income and equity trusts such as income and equity trusts 415 and
416, respectively as further illustrated and described in detail herein.

[00128] In one exemplary embodiment, distributions are tracked and distributed as follows.
Income trust 415 will receive cash flows 511 as follows: 100% Ordinary cash dividends; no
non-ordinary dividends; and no asset appreciation/depreciation. These cash flows will be
processed and then subsequently distributed to the owners of the income units less any fees
to be charged to such owners. Equity trust 416 will receive cash flows 513 as follows: no
ordinary cash dividends; 100% of non-ordinary and non-cash dividends; and 100% asset
appreciation/depreciation. These cash flows 513 will be processed and then subsequently
distributed to the owners of the expense units less any fees to be charged to such owners.
[00129] In the depicted embodiment, an exemplary system such as system 200 described
above is utilized to execute value component tracking, sorting, and/or distribution processes
to apportion value components to the income and equity trusts such as the exemplary processes

illustrated and described herein. In the depicted embodiment, the global custodian 424 (Fig.
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4A) holds the underlying reference assets 423 (Fig. 4A). The global custodian 424 uses various
databases and algorithms to: track all value components related to the underlying reference
assets 423; segregate the value components between the income and equity trusts; and
distribute the value components accordingly. For example, the global custodian may have a
dedicated server such as server 208, which executes the dividend tracking, sorting, and
distribution algorithms. The data and other records related to these algorithms may be
maintained in a database such as database 210. These algorithms may track, sort, and
distribute value components based upon the methodologies described above or alternate
methodologies without departing from the scope hereof.

[00130] Turning now to Fig. 6A, depicted is a table 600 of the potential investment results for
investment in income and/or equity units in accordance with the present invention. Table 600
illustrates the flexibility offered by the present invention as the investors in income and/or
equity units will be free to hold any combination of income and equity units despite the units
being created in equal numbers during the creation process as discussed in greater detail
above. As can be seen in the "All Growth" column 617, investors can choose to hold only
equity units and thus not be entitled to any income value components (e.g., ordinary cash
dividends) produced by the underlying reference assets. As such, equity unit buyers will
receive the equity value components (e.g., appreciation/depreciation) only and may likely
purchase these equity units at a discount relative to the cost to purchase the entire stock (i.e.,
the income and equity value components combined) since the investor is not receiving the
income value components. Thus, the present invention allows investors that are less concerned
about a dividend cash flow stream to participate in stock appreciation/depreciation without
having paid the embedded value of future dividends. Conversely, in the "All Income" column
618, investors can choose to hold only income units and receive only the income value
components (e.g., the actual dividend cash flows generated by the underlying reference
assets). As noted, income units are mostly a return of capital and thus will have no value after
the income units' maturity date is reached. The price paid for each income and equity unit
will be determined, like any other listed equity product, on a financial exchange such as
financial exchange 112 and can differ from the price at which they were originally issued by
the creation agent.

[00131] The results depicted in Table 600 are based upon the assumptions 611 that a $100
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investment in a combination of one income unit and one equity unit of the same underlying
reference asset represents economic ownership of an index with the following characteristics:
2% index dividend yield; income unit present value of $20; 10-year maturity; and equity unit
valuation of $80. This base-line $100 portfolio is designated as the market portfolio 610 as it
holds exactly one income unit valued at $20 and one equity unit valued at $80 which, if
combined, would represent 100% of the economic interest of the underlying reference asset
that was split and/or otherwise manipulated to create the respective income and equity units.
Again, it should be noted that the value of the income and equity units will be determined by
the financial exchange through which they are traded and these values may have no relation
to their original issue price. Owners of the equity units in this example participate in inherent
leverage since they control 100% of the equity value components of the underlying
reference assets but pay only 80% of the cost of the underlying reference asset as a whole.
[00132] Further, table 600 highlights other inherent leverage in income and equity unit
investment by varying the dollar amount of the investments in the income and equity units,
respectively, while still maintaining the $100 total investment. Assuming the baseline
valuation of an income unit worth $20 and an equity unit worth $80, the table illustrates two
unique combinations. The first is an all equity unit portfolio 617 maximizing the leverage to
the index's growth 615 at 125%. The second is an all income unit portfolio 618 maximizing
the leverage to the underlying reference asset's cash flow at 500% of the annuity-like income
generated by the underlying reference asset's dividend yield. This leverage is done without
the use of traditional leverage of investing on margin, but rather holding varying amounts in
separately traded components of the underlying reference assets to reflect the relative
preference of the investor for income versus capital appreciation.

[00133] Referring next to Fig. 6B, depicted is a graph 630 showing various combinations of
income and equity unit holdings and the investor's resulting capital leverage 632 (left axis)
and dividend income 634 (right axis). An inverse relationship exists such that a decreased
capital leverage to the underlying index will result in an increased dividend income returned
to the income unit investor (for any given level of overall investment).

[00134] Upon maturity, the income unit will have a value of zero as the annuity-like return of
capital will be complete. Any appreciation/depreciation of the value of the income units could

occur to factors including, but not limited to, varying dividend assumptions investors make
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over the life of the income units. The actual income value components will be determined,
tracked, and distributed to the income unit owners utilizing automated processes such as those
shown and described herein.

[00135] The flexibility of the present invention may be seen in graph 630 as it illustrates that
income and equity units can be held in any combination resulting in different anticipated
returns and income streams. Point 636 in Figure 6B represents a portfolio that has been altered
from the market portfolio 638 (described above with respect to Fig. 6A) to hold one half of
the original equity units (worth $40) and three times the quantity of income units (worth $60).
The value of the new portfolio D 636 has only 50% exposure to the price
appreciation/depreciation of the underlying reference asset and has a return of capital invested
equal to three times the dividend stream thereof (or 300% exposure to the index's 2%
yield). As such, the income units are a return of capital and not a return on capital. The
effective yield can be determined once the original investor costs of the income units are
compared to the actual cash flows received by the investor from the income trust. This is just
one example of the varying investment strategies that can be obtained by holding a portfolio
of both income and equity units having varying percentages of each.

[00136] Turning next to Fig. 7, depicted is one exemplary methodology for pricing the original
components (e.g., income and equity units) of the invention. The income value component
payments 716 (shown yearly) will be estimated for the duration of the income trust (e.g., 10
years in this exemplary embodiment). Several sources of publicly available information may
be utilized to determine the expected dividend cash flows, growth rates and the appropriate
discount rate for each of the assets of the underlying reference assets including, without
limitation: 1) interest assumptions for the life of the assets or the income and equity trust; 2)
the expected dividend policies and payout ratios for the individual assets in the underlying
reference assets; 3) government and tax authority policies towards the payment of cash and
noncash dividends; 4) relative attractiveness of equity participation versus the desire for more
steady annuity type income over various periods of time. Each year's estimated dividends can
then be mathematically discounted back to represent the present value 711 of those dividends
using a discount rate deemed reasonable by the investor. One exemplary method of

determining the present value 712 is as follows:
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Present value of income value components= Dividends in that year/ [1 + discount

rate (r)] raised to (t) (time in years).

[00137] The summation 713 of these present value calculations 716 will represent the
theoretical original issue price for the income units. Subsequently, the initial value of the
equity units 714 will be the issue price of the combined income and equity units minus the
income unit original issue price. However, alternate methods of setting original issue prices
may be substituted without departing from the scope hereof.

[00138] The exemplary method shown in Fig. 7 makes several assumptions and is for
illustrative purposes only: 1) individual year's dividends 715 are assumed to grow randomly
over time ($21 in Year 1 to $31 in year 10); 2) the prevailing yield curve is assumed to be flat
thus a single discount rate (5%) can be used in the present value algorithm 712 throughout
the life of the income trust; 3) the summation 718 of the present values of ten (10) years of
ordinary cash dividends is $200.53; and 4) the original issue price of the combined income
and equity units is assumed to be $1,000 thus the equity unit original value 717 is calculated
to be $799.47 (i.e., $1,000 combined income and equity unit original issue price minus
$200.52 income unit calculated value).

[00139] This method 700 uses a reasonable discounted cash flow methodology to produce a
value for all cash dividends (if any) to be received over the life of the income and equity trusts.
This is only a theoretical value of the income value components of the underlying reference
assets during the duration of the income and equity trusts as there are many factors that
determine a company's dividend policy. In this example, the original issue price for the
income units is $200.53. The secondary market price for the income units will be affected by
a number of factors including, without limitation, the overall market expectation and timing
of future dividends, prevailing interest rates, tax implications, and market factors of supply
and demand. Since the depicted embodiment of the present invention contemplates the
concurrent issuance of an equal number of income and equity units, the return characteristics
of one income unit combined with one equity unit should equal the total return characteristics
of one unit of the underlying reference assets.

[00140] Turning now to Fig. 8, depicted is one method for distributing income value

components to the income trust. In the depicted embodiment, the dividend tracking, sorting,
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and distribution algorithm discussed herein will reference the data records of the global
custodian, as may be stored in global custodian database 210 (Fig. 2) to identify the type and
quantity of income value components to be distributed to the income trust. All value
components that are paid for the underlying reference assets will be initially held by the global
custodian in a cash management account or the like until such time when the income trust will
pay income value components to the owners of the income units through the trust's payment
agent. The creation agent may continue to create new income and equity securities at any time
to meet market demand.

[00141] For example, the dividend distribution algorithm may be programmed such that the
income value component distribution date is the 15" day of the current calendar month 811.
Distributions will be made to income unit owners of record as determined on the second to last
New York business day (B) of the month prior to the current month 813. The actual amount
of income value components paid by the underlying reference assets will be from, but
excluding the prior dividend record date (C) two months prior to the current month 814 to and
including the current dividend record date (B).

[00142] Also envisioned is a methodology for apportionment of primary issuance proceeds
(and potentially tax basis) for both companies' (e.g., the income and equity trusts shown in
Figs. 4A and 4B) shares upon the simultaneous creation of new shares of both companies.
More specifically, in the first public offering, the aggregate purchase price for the two units
of each asset (i.e., the capital appreciation/equity share or equity unit and the dividend/income
share or income unit) will be made based on the valuation by a qualified independent third
party (e.g., a creation agent 1010) of the value of the dividend/income shares or income units.
The issuance price of the equity units will be equal to the value of the underlying reference
asset less the value of the corresponding income units. Thereafter, the proceeds from the
creation of new units will be apportioned between the two investment companies based on a
ratio of the secondary [closing] price on the primary exchange of the income units and the
equity units.

[00143] More specifically, at the time of the very first creation of the equity units and income
units (the initial primary issuance), the equity fund and the income fund will use the combined
net proceeds of the sales to purchase the collateral to be held by the global custodian for the

benefit of both investment companies. In the exemplary embodiment, these funds are in the
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form of investment trusts, however, alternate entities may be substituted without departing
from the scope hereof.

[00144] The amount of total proceeds of the sales will be equal to the net asset value ("NAV")
of the underlying reference assets (e.g., the value of the underlying reference asset as
determined by, for example, a financial exchange). However, the portion of the NAV to be
apportioned to the income fund will be the portion that a qualified independent third party
deems to be the appropriate fair value of the dividends it is to receive from the global custodian
pursuant to the apportionment rules. The remainder of the NAV will be paid to the equity fund.
The equity and income funds will then issue an equal number of income units and equity units
for the primary issuance process to be sold to the same investors.

[00145] After the initial income and equity units are issued, additional primary income and
equity units may be created. Certain creation agents, as designated by the income and equity
funds from time to time in their sole and absolute discretion, may purchase additional primary
units from the income and equity funds in minimum denominations. These additional primary
units will also be issued pursuant to a co-registration statement filed with all necessary
regulatory agencies. As such, each creation agent will purchase an equal number of both
income units and equity units from the respective funds. The creation agent shall deliver to
the global custodian cash (or an amount of underlying reference assets of each trust) in an
amount equal to the NAV of the underlying reference asset for the collective benefit of both
the income and equity funds. However, the issuance proceeds from the combined primary
sale will be allocated to the income and equity funds in proportion to the relative secondary
market closing prices of the income and equity units.

[00146] The combined income units and equity units' secondary market prices can differ from
the value of the underlying reference asset. Also, new primary units can be issued at any time
by the equity and income funds via a creation agent at NAV of the underlying reference assets.
The NAYV of the underlying reference assets may be different than the combined prevailing
secondary market price for the combined equity and income units. However, in this
embodiment of the present invention, new primary income and equity units can never be
created at a price that is less than the NAV of the underlying reference assets. Net issuance
proceeds for the income and equity units will be apportioned between the income and equity

funds, respectively, based on the relative (closing) secondary market prices for each security
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on its primary exchange using the following formulas:

income unit primary issuance price proportion(%o): I/ (I+E)
equity unit primary issuance price proportion(%): E/ (ItE)
wherein:

(I) = income unit [closing] secondary market price; and

(E) = equity unit [closing] secondary market price.

[00147] These percentages are then applied to the proceeds of the offering to determine each
respective Issuer/Fund's primary issuance price. Proceeds of any additional primary issuance

shall be apportioned accordingly.

income units primary issuance proceeds: N * {I/ (I+E) }; and

equity units primary issuance proceeds: N * { E/ (I+E) }

wherein:

(N) =NAYV of the underlying reference assets.

[00148] These formulas are intended to show yet another exemplary method of allocating the
issuance proceeds for income and equity units between their respective funds. However,

alternative methods may be substituted without departing from the scope of the present invention.

[00149] Referring now to Fig. 9, depicted is one process 900 for sorting dividends in
accordance with one embodiment of the present invention. For example, process 900 may be
utilized to determine which dividends are allocated to an income trust such as income trust
415 (Fig. 4A, 4B) and which are allocated to an equity trust such as equity trust 416 (Fig. 4A,
4B). For example, in some embodiments of the present invention, ordinary dividends are
allocated to the income trust and non-ordinary dividends are allocated to the equity trust,

wherein ordinary and non-ordinary dividends are defined by, for example, the terms of the
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equity and income unit issuance, which may therein refer to the CBOE. In the depicted
embodiment, all received dividends will be sorted and classified as an ordinary cash dividend,
anon-ordinary cash dividend, or a stock dividend.

[00150] Process 900 starts at 902, at which dividends have been issued for the underlying
reference assets such as underlying reference assets 423 (Fig. 4A). Next, at 904, data regarding
the dividends issued for the underlying reference assets is queried from, for example, one or more
databases associated with one or more global custodians such as global custodian database 210.
This dividend data information may include, without limitation, dividend types and quantities.
[00151] Process 900 then proceeds to 906, at which it determines whether a first dividend is a cash
dividend. If no, process 900 proceeds to 920, at which the dividend is assigned a stock dividend
status. Thereafter, process 900 proceeds to 930 to determine whether all dividends have been
assigned a status. If yes, process 900 ends at 932. If no, the process 900 returns to 904.

[00152] If at 906, the dividend is a cash dividend, process 900 proceeds to 908, at which it is
queried to determine whether it is an ordinary or non-ordinary cash dividend. If ordinary, process
900 proceeds to 910 at which the dividend is assigned an ordinary cash dividend status.
Alternatively, if the dividend is not an ordinary cash dividend, process 900 proceeds to 920, at
which it is assigned a non-ordinary cash dividend status. Process 900 proceeds from 910 and 922
to 930, at which it determines whether all dividends have been assigned a status. If yes, process
900 ends at 932. If no, process 900 returns to 904 and proceeds as described in greater detail
above. All assigned statuses will be saved to one or more global custodian databases 210 via one
or more global custodian servers 208 such as those shown in Fig. 2.

[00153] Referring now to Fig. 10, depicted is one process 1000 for paying dividends in accordance
with one embodiment of the present invention. Fig. 10 starts at 1002, typically after a process such
as process 900 has been executed. Next, at step 1004, the dividend data is queried from one or
more databases such as global custodian database 210 and financial exchange 1 database 231. This
dividend information may include, without limitation, the dividend paid, dividend type, dividend
declaration date (i.e., the date the dividend is announced by the Board of Directors), record date
(i.e., date of record on or before which you must be on the company's books in order to receive the
declared dividend), ex-dividend date (i.e., date on which an investor who purchases the stock
will not receive the declared cash dividend but, instead, the seller of the stock will be entitled

to that dividend), and payment date (i.e., date on which a scheduled and declared dividend
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will be paid). The dividend type may be assigned by a process such as process 900 as discussed

in greater detail above.

[00154] Once the system has queried the divided date data, it applies the data to the dividend
at step 1006 to determine when the dividend should be paid. Next, at 1008, the CUSIP for
each asset of the underlying reference assets will be read in order to verify the divided data
applied in step 1006. In the event the CUSIP data does not correspond with the data queried
in steps 1004, an electronic notification is sent to the global custodian or other responsible
party at 1010. Thereafter, process 1000 returns to step 1004 to process any remaining dividend
data.

[00155] Alternatively, if at 1008, the CUSIP data verifies the data queried in steps 1004, then,
at this point in the process, all assets in the underlying reference assets have been verified, their
associated dividends confirmed, and their status has been applied. Next, process 1000
proceeds to 1012, at which process 1000 allocates the dividend proceeds to the respective
income and/or equity trusts, depending upon the type of dividend proceed and the rules set in
place at the time of issuance of the income and equity units. Further, the income and equity
trust dividend proceeds are transferred to the global custodians associated with each of the
income and equity trusts, respectively. Next, at 1014, each of the income and equity trusts
confirms the holders of record at the time of the dividend proceed allocation. Process 1000
then proceeds to 1016, at which fees are apportioned to the holders of record of the income
and equity units at the time of the dividend proceed allocation. In the depicted embodiment,
this is done as part of a process such as process 1100 as depicted in Fig. 11A and as described
in greater detail herein. For example, once these fees are recorded at step 1118 (Fig. 11A),
they are then available in the respective database for retrieval by process 1000. Also, a process
such as process 1100, or portions thereof, may be executed as a sub process of process 1000.
[00156] Next, at 1018, the income and equity trusts notify the cash management division of
their respective global custodians that the dividends received should be dispersed to the
respective equity and income unit holders. In the depicted embodiment, if, at 1020, the
dividend is to be paid in cash, process 1000 proceeds to 1024, at which the cash management
division issues payment (e.g., in the form of a check, electronic fund transfer, or the like). Or,
if at 1020 the dividend is not to be paid in cash, process 1000 proceeds to 1022, at which the

cash management division of the respective global custodian delivers the shares to the
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respective owner in industry standard book-entry form. Process 1000 then proceeds to 1026,
at which it determines whether there are additional dividend payments to be processed. Ifyes,
process 1000 returns to 1004 and repeats. If no, process 1000 proceeds to 1028, at which it
ends.

[00157] Turning now to Fig. 11A, depicted is an exemplary process 1100 for assessing
investor fees in accordance with one embodiment of the present invention. In the depicted
embodiment, process 1100 starts at 1102, and process 1100 is programmed to execute every
24 hours. However, alternate time periods or methods of initiating processes such as 1100
may be substituted without departing from the scope herein. Also, in the depicted
embodiment, different methods of assessing fees are utilized for the equity and income units,
however, alternate embodiments are envisioned in which the same method is used to assess
fees for the equity and income units.

[00158] Process 1100 then proceeds to 1104, at which data regarding the underlying reference
assets (e.g., underlying reference assets 423)(Fig. 4A) is queried from, for example, one or
more databases associated with one or more global custodians. This data details information
regarding the assets held by the equity and income trusts including, without limitation, types
and quantities. Next, at 1106, the market price data for the underlying reference assets is
queried. Such data may be obtained, for example, from the various financial exchanges
associated with the underlying reference assets utilizing a variety of methods including,
without limitation, an Internet feed to one or more databases associated with the financial
exchange(s).

[00159] Process 1100 then proceeds to 1108, at which the market price data for the underlying
reference assets is applied to the underlying reference assets to determine the value of these
assets as a whole (including both the income and equity components). This application may
include, for example, multiplying the quantity of shares of an asset owned by the per share
price of the asset. However, other methods of applying the market price data may be
substituted without departing from the scope hereof.

[00160] Next, at 1110, the values of the portions of the Underlying Reference Assets owned
by each of the Income and Equity Trusts is calculated. In the depicted embodiment, the
present value of the portion of the Underlying Reference Assets owned by the Income Trust

equals the value of all future ordinary dividend payments generated by the Underlying
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Reference Assets during the predetermined term of the Equity and Income Trusts. This value
may be calculated using a process such as the exemplary process shown in Fig. 11B and Fig.
11C. However, alternate embodiments of the present invention are envisioned in which the
value of the income trust varies. For example, embodiments are envisioned in which the value
of the income trust equals the value of all future non-ordinary dividends only or it equals the
value of all future ordinary and non-ordinary dividends. Also, embodiments are envisioned
for which income unit investors are entitled to all cash dividends until such time as these
holders have been paid a pre-determined amount. Also, alternate embodiments are envisioned
in which there are two income trusts, namely, a first lien income trust whose value equals the
value of all future ordinary dividends and a second lien income trust whose value equals the
value of all future non-ordinary dividends.

[00161] Correspondingly, the value of the portion of the underlying reference assets owned
by the equity trust is determined by subtracting the NAV of the income trust from the NAV of
the underlying reference assets as a whole as determined in step 1108. The values of the
income and equity trusts are always independently maintained in order to offer income and
equity units with distinctly different payoff characteristics. That is, income units are akin to
a fixed term annuity that continuously returns dividends to its owner, whereas equity units
represent appreciation and depreciation of the underlying reference asset(s) but excludes these
dividend payments.

[00162] Process 1100 then proceeds to step 1112, at which the total quantity of outstanding income
and equity units is determined. This data may be obtained, for example, from one or more creation
agent databases such as creation agent database 218. Thereafter, at 1114, the fee schedules for each
of the income and equity units is queried. In the depicted embodiment, the fee schedule for each
type of unit varies due to the different investment characteristics (i.e., dividends versus asset
appreciation/ depreciation). However, alternate embodiments are envisioned in which the same
fee schedule is applied to both equity and income units. In some embodiments of the present
invention, such fee schedules may be retrieved from one or more databases associated with an ETF
Sponsor or one or more global custodians. However, other entities may provide such fee schedules
without departing from the scope of the present invention.

[00163] Next, at 1116, the fees are calculated for the income and equity units. In the depicted

embodiment, the fees for the Equity Units are calculated according to the following calculation:
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[00164] (NAV of Underlying Reference Assets($) * pre-determined percentage rate)/ quantity of
outstanding equity units.

[00165] In the depicted example of the present invention, this methodology is utilized because,
upon termination of the income and equity trusts, the equity units will have a value essentially
equivalent to the value of the underlying reference assets and as a result thereof, the equity units
should theoretically have a positive economic value. Consequently, it is appropriate to apply a
percentage rate fee for the management of the equity units.

[00166] In another embodiment of the present invention, the fees to be assessed for each equity
unit could be calculated according to the following:

[00167] (NAV of One Equity Unit)* (Pre-determined Percentage Rate)

[00168] The NAV of one (1) equity unit may be calculated, for example, using a process such as
process 1101 as depicted in Fig. 11B and Fig. 11C. However, these examples are for illustrative
purposes only and alternate methods of assessing equity unit and income unit fees may be
substituted without departing from the scope hereof.

[00169] In the depicted embodiment, the fees for the income units are calculated according
to the following calculation:

[00170] Quantity of Outstanding Income Units * Pre-Determined Flat Fee per Income Unit($)
[00171] In the depicted example of the present invention, this methodology is utilized because,
upon termination of the income and equity trusts, the income units will have a value of zero.
Consequently, it is appropriate to apply a Flat Fee per Income Unit rate for the management
of the income units. However, alternate methodologies may be substituted for assessing fees
to the income unit owners and/or equity unit owners without departing from the scope hereof.
[00172] After calculation, the income and equity unit Fees are recorded at step 1118. In an
embodiment such as that depicted in Fig. 10B, such fee schedules may be recorded in one or
more databases associated with an ETF sponsor, one or more global custodians, or one or more
investment manager(s) acting as the fiduciaries of the trust(s). Next, at 1124, process 1100
ends until it is re-initiated via time clock, manually, or otherwise.

[00173] Turning now to Fig. 11B, depicted is an exemplary process 1101 for calculating the
NAYV of the income and equity units in accordance with one embodiment of the present
invention. In the depicted embodiment, process 1101 is executed by a server associated with,

for example, the asset manager affiliated with each of the income and equity trusts. However,
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alternate embodiments are envisioned in which parties other than the asset manager execute
process 1101 or a plurality of asset managers independently handle the assets of each trust.
[00174] Process 1101 starts at 1130 and it is programmed to execute as needed in order to
comply with the requirements of the financial exchange through which the income and equity
units are traded and/or applicable laws. For example, process 1101 may be executed every 15
seconds in order to disseminate the value of the income and equity units to the respective
financial exchange via electronic media every 15 seconds. However, or other time periods may
be substituted as required, for example, by applicable law and/or financial exchange
requirement.

[00175] Process 1101 then proceeds to 1131, at which data regarding the underlying reference
assets (e.g., underlying reference assets 423) is queried. For example, data may be queried
from one or more databases associated with one or more global custodians such as database
210 via global custodian server 208 (Fig. 2). This data details information regarding the assets
held by the equity and income trusts including, without limitation, types and quantities. Also,
data may be queried from one or more databases associated with one or more creation agents
(also referred to as Authorized Participants) such as database 218 via creation agent server 216
(Fig. 2). This data details information regarding the underlying reference assets associated
with the income and equity units for which NAVs will be calculated. Such information may
include, for example, information including, without limitation, asset types and quantities.
[00176] Next, process 1101 proceeds to 1134, at which it determines whether the underlying
reference assets are domestic, foreign, or a combination of the two relative to the market
issuing the equity and income units. If the assets are domestic to the issuance market, or if
they are a combination of domestic and foreign assets that is calculated in U.S. dollars and
predominately trade in the U.S., process 1100 proceeds to 1136, at which process 1101
determines whether dividend futures prices are available for the underlying reference assets.
[00177] If yes, process 1101 proceeds to 1139, at which it determines whether the dividend
futures associated with the dividend futures pricing available at 1136 qualify as Level 1
dividend futures under Financial Accounting Standards Board ("FASB") Statement of
Financial Accounting Standards ("SFAS") number 157 whose prices are readily available for
such futures in the domestic market (e.g., via CME Group). If yes, process 1101 proceeds to

1151, at which the prices for such dividend futures are retrieved from the appropriate dividend
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futures price server 220 and its associated dividend futures pricing database 222 (Fig. 2)(for
example, via an Internet feed) and are aggregated for each payment date of the income units
through maturity.

[00178] Next, process 1101 proceeds to 1152, at which information is queried regarding the
United States Treasury's Separate Trading of Registered Interest and Principal of Securities
("STRIPS") market via, for example, U.S. Treasury server 224 and database 226 as need in
order to calculate the required STRIPS proceeds necessary to meet the future obligations of
the income trust. For example, in the depicted embodiment, information is gathered to match
the maturity, quantity and par amount of a quantity of US Treasury STRIPS to the price, date
and quantity of dividend futures for each scheduled dividend future payment date based on
the number of outstanding income and equity units. During step 1152, all quantities and
expiration dates of the purchased STRIPS are matched to associated payment amounts that are
due from the income trust under all dividend future contracts throughout maturity of the
income units.

[00179] Next, at 1153, the required STRIPS proceeds calculated in step 1152 are aggregated
to determine the total price needed to satisfy all dividend future contract obligations (or swap
payments if step 1153 is entered from steps 1137-1143). Next, at step 1154, the Pre-
Fee Income Unit Net Asset Value (before assessment of fees such as those calculated in Fig.
11A) is determined by dividing the value calculated in step 1153 by the quantity of outstanding
income units.

[00180] Next, process 1101 proceeds to 1155, at which it determines the value of the Pre-Fee
Equity Unit NAV (before assessment of fees such as those calculated in Fig. 11A) by
subtracting the Pre-Fee Income Unit NAV calculated in step 1154 from the NAV of one unit
of the underlying reference assets (i.e., the NAV of all underlying reference assets divided by
the total quantity of outstanding income or equity units).

[00181] Process 1101 then proceeds to 1156, at which periodic fees for both the income and
equity units are determined utilizing a process such as process 1100 as depicted in Fig. 11A).
Next, process 1101 proceeds to 1158, at which the Post-Fee Income Unit NAV and Post-Fee
Equity Unit NAV are calculated by subtracting the income unit fees and equity unit fees,
respectively, (as calculated in step 1156) from the Pre-Fee Income Unit NAV and Pre-Fee
Equity Unit NAV fees, respectively, (as calculated in steps 1154 and 1155).
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[00182] Next, at step 1160, the Post-Fee Income and Equity Unit NAVs calculated for the income
and equity units in step 1158 are disseminated via electronic media every 15 seconds or other time
period as required by applicable law or exchange requirement. Such information may be
disseminated, for example, via a network such as network 206 (Fig. 2) to the appropriate servers
including, without limitation, a financial exchange server such as server 228. Thereafter, process
1101 ends at 1162.

[00183] Referring back to step 1136, if dividend futures pricing is not available for the underlying
reference assets, process 1101 proceeds to 1137, at which process 1101 determines whether
dividend swap pricing is available. Process 1101 will continue to query both dividend future or
swap market pricing every 15 seconds, however, there is no guarantee that trading will be
continuous or prices will continuously change. For example, the prices may change on a less
frequent basis (e.g., hourly or daily).

[00184] If no, process 1101 proceeds to 1162 at which it ends. Step 1162 would be reached in this
scenario only in the rare circumstance in which the dividend futures and/or dividend swaps
affiliated with the income and equity units stopped trading during the life of the income and equity
trusts. If dividend swap pricing is available at 1137, process 1101 proceeds to 1133, at which the
dividend swap offers are collected. Then, at 1141, the costs associated with the counterparties who
entered the dividend swap process during creation of the income and equity units is queried. Next,
at 1142, the costs associated with re-insurance is queried, however, this cost may be zero if no re-
insurance was purchased during creation of the income and equity units.

[00185] Next, process 1101 proceeds to 1143, at which information is queried from a dividend
swap server/database 232/234 as needed in order to calculate the required dividend swap proceeds
necessary to meet the future obligations of the income trust including, without limitation, future
dividend payments, counterparty fees, and/or reinsurance fees. For example, in the depicted
embodiment, information is gathered to match the payment date, quantity and amount of a quantity
of dividend swap to the par amount, date and quantity of U.S. Dividend STRIPS for each scheduled
swap payment date based on the number of outstanding income and equity units in addition to all
other liabilities owed by the income trusts. During step 1143, all quantities and payment dates
of the payment liabilities under the dividend swap are matched to associated par amounts that
are due from the U.S. Treasury STRIPS up to the maturity date of the income units. Thereafter,

process 1101 proceeds to 1153 and executes as described above with regards to steps 1153

46



through 1162.

[00186] Referring back to 1139, if Level 1 dividend future pricing is not available in a domestic
market, process 1101 proceeds to 1140 to determine whether such pricing is available in a
foreign market (e.g., the Eurex Exchange, the London International Financial Futures and
Options Exchange "LIFFE", etc.). If no, process 1101 proceeds to 1137, at which steps 1137
- 1162 are executed as described in greater detail above. If such information is available,
process 1101 proceeds to step 1144.

[00187] At step 1144, process 1101 queries whether the prices available in step 1140 are in
U.S. dollars. Ifyes, process 1101 queries whether the exchange rate associated with the prices
of the dividend futures on the foreign exchange is fixed (as is the case, for example, with a
"quanto" derivative). If yes, process 1101 proceeds to 1151 and proceeds therefrom as
described in greater detail herein.

[00188] If, at 1144, the dividend futures pricing is not available in U.S. dollars or if, at 1147,
the future pricing exchange rate is not fixed, process 1101 proceeds to 1145, at which process
1101 queries whether the terms of the income units issuance provide for currency protection.
If no, process 1101 proceeds to 1146 at which the prices for such dividend futures are retrieved
from the appropriate Non-US Dollar dividend futures price server 236 and its associated
dividend futures pricing database 238 (Fig. 2)(for example, via an Internet feed). Thereafter,
process 1101 proceeds to 1151 and proceeds therefrom as described in greater detail herein.
[00189] If, at 1145, the terms of the income unit issuance provided for currency protection,
process 1101 proceeds to 1149 at which the costs associated with any currency hedging are
queried. This allows such fees to be aggregated at 1151 along with the dividend futures prices.
Thereafter, process 1101 proceeds to 1151 and proceeds therefrom as described in greater

detail herein.
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[00190] Returning back to step 1134, if the underlying reference assets are not domestic,
process 1101 proceeds to 1171 as shown in Fig. 11C, at which process 1101 determines
whether dividend futures pricing is available for the underlying reference assets.

[00191] If yes, process 1101 proceeds to 1172, at which it determines whether such dividend
futures qualify as Level 1 dividend futures whose prices are readily available for such futures
in its domestic market (e.g., the Eurex Exchange) for the underlying reference assets. If yes
to both, process 1101 proceeds to 1173, at which process 1101 queries whether the terms of
the income unit issuance provide for currency protection. If no, process 1101 proceeds to 1176
at which the prices for such dividend futures are retrieved from the appropriate Non-US Dollar
dividend futures price server 236 and its associated dividend futures pricing database 238 (Fig.
2)(for example, via an Internet feed). Next, at 1182, the prices for such dividend futures are
aggregated for each payment date of the income units through maturity.

[00192] Next, process 1101 proceeds to 1183, at which information is queried regarding the
United States Treasury's STRIPS market via, for example, U.S. Treasury server 224 and
database 226 as need in order to calculate the required STRIPS proceeds necessary to meet the
future obligations of the income trusts. For example, in the depicted embodiment, information
is gathered to match the maturity, quantity and par amount of a quantity of US Treasury
STRIPS to the price, date and quantity of dividend futures for each scheduled dividend future
payment date based on the number of outstanding income and equity units. During step 1183,
all quantities and expiration dates of the purchased STRIPS are matched to the associated
payment amounts due from the income trust under all dividend future contracts throughout
the term of the income units.

[00193] Next, at 1186, the required STRIPS proceeds calculated in step 1183 are aggregated
to determine the total price needed to satisfy all dividend future contract obligations (or swap
payments if step 1186 is entered from steps 1177-1181). Next, process 1101 returns to 1154
(Fig. 11B) at which it proceeds as described in greater detail above.

[00194] Referring back to step 1171, if dividend futures pricing is not available for the underlying
reference assets, process 1101 proceeds to 1177, at which process 1101 determines whether
dividend swap prices are available. If no, process 1101 proceeds to 1162 (Fig. 11B), at which it
ends. Step 1162 would only be reached in this manner in the rare circumstance in which the

dividend futures and/or dividend swaps affiliated with the income and equity units stopped trading
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during the life of the income and equity trusts.

[00195] If Dividend Swaps are available at 1177, process 1101 proceeds to 1179, at which at
which the dividend swap offers are collected and the costs associated with the counterparties who
entered the dividend swap process during creation of the income and equity units is queried. Next,
at 1180, the costs associated with re-insurance is queried, however, this cost may be zero if no re-
insurance was purchased during creation of the income and equity units.

[00196] Next, process 1101 proceeds to 1181, at which information is queried from a dividend
swap server/database 232/234 as needed in order to calculate the required dividend swap proceeds
necessary to meet the future obligations of the income trust including, without limitation, future
dividend payments, counterparty fees, and/or reinsurance fees. For example, in the depicted
embodiment, information is gathered to match the maturity, quantity and par amount of a quantity
of dividend swaps to the price, date and quantity of U.S. Treasury STRIPS to each swap payment
date based on the number of outstanding income and equity units in addition to all other liabilities
owed by the income trusts. During step 1181, all quantities, payment dates, and amounts due to the
counterparty under the Dividend Swaps are matched to associated payment amounts that are due
to the income trust from maturing U.S. Treasury Strips up to the maturity of the income units.
Thereafter, process 1101 proceeds to 1186, and executes as described above with regards to steps
1186 through 1162.

[00197] Referring back to 1172, if Level 1 dividend future pricing is not available in a domestic
market, process 1101 proceeds to 1173, at which process 1101 queries whether the terms of the
income units issuance provide for currency protection. If yes, process 1101 proceeds to 1174 at
which the fees associated with any currency hedging are queried. This allows such fees to be
aggregated at 1182 along with the dividend futures prices. The currency hedging algorithm
must simultaneously match dividend payments as and when they are declared to foreign
exchange trades. Thereafter, process 1101 proceeds to 1182 and proceeds therefrom as
described in greater detail herein.

[00198] Turning now to Fig. 12, depicted is an exemplary process 1200 for assessing fair
value to determine whether market conditions are favorable to the creation or redemption of
new income and equity trust units, or to achieve market stabilization, in accordance with one
embodiment of the present invention. That is, process 1200 helps the creation agents or other

parties to evaluate the income and equity units' market supply and/or demand to help them
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determine whether the quantity of income and equity units should be increased (through
issuance of new units) or decreased (through redemption of existing units). This process such
as process 1200 may assist in the identification of arbitrage opportunities for the creation
agents/authorized participants. Such a process compares the current market prices for both the
dividend income of the income units and the appreciation/depreciation values of the equity
units to their theoretical valuations based on both asset and futures prices simultaneously.
These valuations of the underlying reference assets require certain assumptions that the
financial markets could make based on various factors such as size, timing, and likelihood of
dividend payments. If the process returns data to suggest additional income and equity units
should be created or redeemed, the creation agents/authorized participants enter into the
creation or redemption process as described in greater detail herein. If however, such
conditions do not apply, the process reverts back to its ongoing monitoring of the supply and
demand of such income and equity units until such conditions change.

[00199] When a process such as process 1200 determines that an excess supply or demand for
income or equity units exist, or there is an opportunity for creation agents/authorized
participants to earn a profit by creating or reducing market supply, the creation
agent/authorized participant follows current industry norms by either buying or entering into
a securities lending facility to borrow and deposit the underlying reference assets in sufficient
size to create the income and equity units. In one embodiment, income and equity units can be
created in an industry standard process termed an EFP, or exchange for physical, essentially an
"in-kind" transfer of underlying reference assets for income and equity units. However, in contrast
with the traditionally known EFP process, when an EFP process is performed in accordance with
the present invention, at least two types of units are created (i.e., income and equity) instead of
one.

[00200] In the depicted embodiment, process 1200 starts at 1202 and it is programmed to execute
every 15 seconds when the respective financial exchange(s) are operating in order to continually
assess whether income and equity units should be created or redeemed. However, other time
periods may be substituted without departing from the scope of the present invention.

[00201] Next, at 1204, data required to execute process 1200 is obtained from the corresponding
databases. For example, in the depicted embodiment of process 1200, data such as the following

may be obtained: 1) NAV of the underlying reference assets (e.g., underlying reference assets
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423) which may be queried from, for example, one or more global custodian server/databases 208
and 210 (Fig. 2); 2) data related to the issued income and equity units such as quantity and price
data as may be obtained, for example, from a financial exchange 1 database such as database 231
(Fig. 2); and 3) dividend futures pricing as may be obtained, for example, from a dividend futures
server/database 220/222. However, alternate information and/or alternate methods of obtaining
the information necessary to execute process 1200 may be substituted without departing from the
scope hereof.

[00202] After the necessary information has been obtained, process 1200 proceeds to 1206, at
which it is determined whether the current value of the income units is greater than or equal to the
dividend futures prices associated with the underlying reference assets for such income units. If
yes, process 1200 proceeds to 1208, at which it is determined whether the sum of the price of one
income unit and one equity unit is greater than or equal to the price of the underlying reference
assets associated with such income and equity units. If yes, process 1200 proceeds to 1210, at
which it is determined whether a creation agent is available to issue new income and equity units.
If no creation agent is available, process 1200 proceeds to 1212, at which it ends.

[00203] If, at 1210, a creation agent is available, process 1200 proceeds to 1214, at which it is
determined whether additional pairs of income and equity units can be issued at a price that is
greater than the NAV of the currently available income and equity units. If yes, process 1200
determines that the economic conditions are favorable for the creation of new income and equity
units and process 1200 proceeds to 1216, at which these units are created. The quantity of units
to be created shall be greater than or equal to the minimum quantity set for issuance of additional
income and equity units by a creation agent/authorized participant. However, alternate
embodiments are envisioned in which this quantity varies.

[00204] Alternatively, if at 1208, it is determined that the sum of the price of one income unit and
one equity unit is less than the price of the underlying reference assets associated with such income
and equity units, process 1200 proceeds to 1218. At 1218, process 1200 determines whether the
estimated market impact is greater than the arbitrage spread. That is, process 1200 determines
whether the market impact on the price of the income and equity units would nullify any economic
benefit resulting from the redemption (the arbitrage spread). If yes, process 1200 proceeds to 1212,
at which it ends.

[00205] If, at 1218, the estimated market impact is not greater than the arbitrage spread, process
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1200 proceeds to 1220, at which it is determined whether a creation agent is available to redeem
new income and equity units. If no creation agent is available, process 1200 proceeds to 1212, at
which it ends.

[00206] If, at 1218, a creation agent is available, process 1200 proceeds to 1222, at which a
quantity of income and equity units are redeemed. The quantity of units to be redeemed shall be
greater than or equal to the minimum quantity set for redemption of income and equity units.
However, alternate embodiments are envisioned in which this quantity varies.

[00207] Referring to Fig. 13B, one such process 1301 for redeeming income and equity units in
accordance with the present invention is illustrated in Fig. 13B. Process 1301 starts at 1330, when
it has been initiated, for example, by step 1222 of process 1200 (See Fig. 12). However, alternate
methods of initiating the redemption of income and equity units may be substituted including,
without limitation, manual initiation. Next, at 1332, the creation agent(s) determine the quantity
of income and equity units to be redeemed. In the depicted embodiment, income and equity units
will be redeemed in equal, matching quantities. Next, at 1334, the creation agent(s) purchase the
equity and income units from the financial exchange(s) upon which they are traded.

[00208] Process 1301 then proceeds to 1336 and 1340, at which the creation agent(s) return the
equity units and income units to the equity trusts and income trusts, respectively. Then, at 1338
and 1342, the equity and income trusts notify their respective global custodians (or a shared global
custodian) of the amount/quantity of underlying reference assets that should be delivered to the
creation agent(s) in exchange for the equity and income units delivered to the custodian(s) in steps
1336 and 1340.

[00209] Process 1301 then proceeds to 1344, at which the underlying reference assets determined
in steps 1338 and 1142 are delivered from the equity and income trusts to their respective creation
agents (or a shared creation agent). Next, at 1346, the creation agents sell the underlying reference
assets received at step 1344 to the equity market through the respective financial exchange(s).
Thereafter, at step 1348, the proceeds from the sale of the underlying reference assets at step 1346
are returned to the respective creation agent(s) (or a shared creation agent). Process 1301 then
ends at 1352.

[00210] Referring back to 1206, if at 1206 it is determined that the current value of the income
units is less than the dividend futures prices associated with the underlyingreference assets for

such income units, process 1200 proceeds to 1224, at which it is determined whether the sum of
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the dividend futures price associated with one income unit and the price of one equity unit is greater
than or equal to the NAV of the underlying reference assets. If yes, process 1200 proceeds to 1226,
at which it determines whether the estimated market impact of buying a quantity of underlying
reference assets and/or selling all or a portion of the income units/dividend futures and equity
units is greater than the arbitrage spread. In the depicted embodiment, such income
units/dividends futures and equity units shall be transacted in equal quantities. That is, process
1200 determines whether the market impact on the price of the income and equity units due to
the contemplated transactions is greater than the arbitrage spread. If yes, process 1200
proceeds to 1212, at which it ends.

[00211] If, at 1226, the estimated market impact is not greater than the arbitrage spread,
process 1200 proceeds to 1228, at which a quantity of underlying reference assets are
purchased and an economically equivalent value of dividend futures and equity units are sold.
Step 1228 facilitates market stabilization of the future prices and equity unit prices in a
scenario in which there is excess collective demand for the futures and equity units.

[00212] Referring back to 1224, if it is determined that the sum of the dividend futures price
associated with one income unit and the price of one equity unit is less than the NAV of the
underlying reference assets, process 1200 proceeds to 1232, at which it determines whether
the estimated market impact of selling a quantity of underlying reference assets and/or buying
all or a portion of the income units/dividend futures and equity units is greater than the
arbitrage spread. In the depicted embodiment, such income units/dividends futures and equity
units shall be transacted in equal quantities. That is, process 1200 determines whether the
market impact on the price of the income and equity units due to the contemplated transactions
is greater than the arbitrage spread. If yes, process 1200 proceeds to 1212, at which it ends.
[00213] If, at 1232, the estimated market impact is not greater than the arbitrage spread, process
1200 proceeds to 1234, at which at which a quantity of underlying reference assets are sold
and an equivalent quantity of dividend futures and equity units are purchased. Step 1234
facilitates market stabilization of the futures and equity unit prices in a scenario in which there
is excess collective supply of futures and equity units. Turning now to Fig. 15, depicted is a
process 1500 for providing equity and income value components of one or more stocks to
investors in accordance with one embodiment of the present invention. Process 1500 starts at

1502 at which an entity wishes to issue income and equity units to a plurality of investors. Next,
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at 1504, a plurality of investment companies, for example, an income trust and an equity trust apply
for co-registration of issuance of a plurality of income and equity units. Next, at step 1506, the
income and equity units are co-issued and are sold for a price that is equal to the value of the
underlying reference assets of the income and equity units. Process 1500 then process to 1508, at
which two or more trusts share in the proceeds (apportioned based on the relative NAVs of the
income and equity trusts as previously discussed herein) from the sale/co-issuance of the income
and equity units at step 1506. Process 1500 then proceeds to 1510 at which it ends.

[00214] Referring to Fig. 16, Fig. 16 depicts a dashboard of a portfolio allocation tool 1600 for
providing a component-dependent variable combination 1610 of equity components 1620 and
income value components 1630 of one or more stocks to investors in accordance with one
embodiment of the present invention. In the tool 1600 of Fig. 16, the S&P 500 Index securities are
used as the exemplary underlying references assets. Once the S&P 500 Index has separated into
its two basic sources of return (e.g., equity and income), and subindices of these return sources are
securitized, two securities components 1620, 1630 are created, i.e., stock price exposure
component 1620 (SPEC) and dividend cash flow component 1630 (DCFC). Each component
1620, 1630 further may be expressed as a multiple 1622, 1632 of its component factor relative to
the index of the underlying reference assets (e.g., S&P 500 Index in Fig, 16). These two component
pieces 1620, 1630 (i.e., the tradable securities) can then be re-combined in various ratios or
percentages 1624, 1634. This tool 1600 allows the user to select the desired combination 1610 in
percentages 1624, 1634 of a combination total 1640 of the isolated components 1620, 1630, and
the specified multiples 1622, 1632. A benefit of this embodiment of the present invention is each
unique re-combination of components 1620, 1630 creates a new "portfolio" 1640 or another
tradable security, with its own unique risk/return profile. Previously, these two inseparable
components 1620, 1630 could not be isolated, or their multiples 1622, 1632 specified relative to
the underlying assets (e.g., Index), so a direct investment vehicle was not available for the
component- dependent variable combinations 1610. The tool 1600 uses a mathematical model that
calculates several characteristics of the customized re-combinations 1610, 1640. This model was
translated into computer code that drives the calculations of tool 1600. As depicted, the tool 1600
uses dial 1650 as an exemplary model input that allows the user to target a desired combination
1640 of dividend cash flow and price exposure. The model's output 1610, 1640 determines the

proportions of the portfolio held in each of the invention's components 1620, 1630, or exchange
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traded securities, and the basic characteristics on the portfolio.

[00215] The tool 1600 allows the specified multiples 1622, 1632 to weight the selection of assets
within the underlying reference assets. The underlying index, by definition, has one-times the
index's dividend cash flow and one-times the index's price exposure. Any recombined portfolio
1610, 1640 will have exposures to these two components that differ from that of the index. A
recombination 1610, 1640 of the components 1620, 1630 will have very important beneficial and
customizable characteristics that investors would otherwise be unable to achieve through an
investment in the underlying index itself These characteristics include, but are not limited to, things
such as recombined security's cash flow, the duration of those cash flows, level of equity market
sensitivity, volatility, risk-adjusted returns, etc. Investors may benefit from re-combining SPEC
(or a security that provides similar Index price exposure) and DCFC (or a security that provides
similar dividend cash flow exposure) in various multiples 1622, 1632 and ratios 1624, 1634 to
form a portfolio 1610 that has different characteristics from that of the Index itself Other securities
could provide similar exposure and results. For example, the stock price exposure component 1620
(SPEC) may be substituted with S&P 500 futures contracts, and the dividend cash flow component
1630 (DCFC) may be substituted with S&P 500 Dividend futures contracts. In addition, these
SPEC, DCFC, or other securities can be held in combination with US Treasury securities and cash
or cash equivalents in order to achieve the objectives of the individual investor(s).

[00216] Referring to Fig. 17A and Fig. 17B, Fig. 17A depicts three "S&P 500 Index Dividend
Ratio Series" securities (i.e., Series 200, Series 300, and Series 400) as component-dependent
variable combinations of equity and income value components of specific stocks, whereas
Fig. 17B depicts the historical performance comparison of Series 300 and Series 400 relative
to other securities, in accordance with one embodiment of the present invention. The S&P 500
Dividend Ratio Series 200, 300, & 400 are a suite of passively managed ETFs that make
monthly cash distributions equal to, respectively, 200%, 300%, and 400% (i.e., multiples of
2x, 3x, and 4x) of the dividend yield of the S&P 500 Index, resulting in modestly reduced
Index price exposure, before fees and expenses. The S&P 500 Index Dividend Ratio Series
contains pre-existing, publicly- traded holdings other than the proprietary securities SPEC and
DCFCintroduced in Fig. 16. Key features of the Series include: (a) High cash flow: each fund
makes cash distributions equivalent to either 200%, 300%, or 400% of the dividend yield of
the S&P 500, distributed monthly; (b) Tax-efficiency: investors retain 80%-85% of cash flows
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on an after-tax basis (i.e., federal taxes); (c) Reduced & diversified market exposure: S&P
500 Index price exposure is in the 80%-95% range, depending on the Ratio Series chosen;
and (d) Passive & unlevered; no stock picking or sector concentration is done by the investor
or broker. As shown in Fig. 17B, the returns for the S&P 500 Index Dividend Ratio Series
tracked by this suite of products over the past 5-years have consistently outperformed several
large income-oriented equity products on both an absolute and risk-adjusted basis.

[00217] Referring to Fig. 18, Fig. 18 depicts a method 1800 for providing
component-dependent variable combinations of equity and income value components of one
or more stocks to investors in accordance with one embodiment of the present invention. The
component-dependent variable combinations may include, for example, either 'buckets' or ties
of separate securities, or separately-issued security units of security trusts containing units of
the component securities. Process 1800 for providing component- dependent variable
combinations of equity and income value components of one or more stocks to investors starts
at step 1802 at which an entity wishes to issue income and equity units to a plurality of
investors. Next, at step 1804, a plurality of investment companies, for example, an income
trust and an equity trust apply for co-registration of issuance of a plurality of income and equity
units. Next, at step 1806, the income and equity units are co-issued and are sold for a price
that is equal to the value of the underlying reference assets of the income and equity units.
Process 1800 then proceeds to step 1808, at which two or more trusts share in the proceeds
(apportioned based on the relative NAVs of the income and equity trusts as previously
discussed herein) from the sale/co-issuance of the income and equity units at step 1806.
Process 1800 then proceeds to step 1810, whereupon component-dependent variable
combinations of the income units and equity units are specified and determined. It should be
noted that embodiments of the invention are envisioned in which steps 1804 to 1808 are
omitted. In step 1812, the component-dependent variable combinations of units are held in a
holding trust. In step 1814, the holding trust makes the component-dependent variable
combinations available to investors, either (as in step 1814A) by tying or bucketing the
respective separate income and equity units, or (as in step 1814B) by registering and issuing
as stand-alone securities (i.e., component-dependent variable combination units)
corresponding to the component-dependent variable combinations, or both as a mixture of

steps 1814A and 1814B. In step 1816, a securities custodian holds or negotiates the
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component-dependent variable combinations for, and/or distributes dividends and proceeds
to, the respective investors beneficially owning the combinations. Process 1800 completes at
step 1818 at which it ends.

[00218] Breaking down steps 1810 to 1816 in greater detail, process 1800 may enable
investors to specify a component-dependent variable combination of equity units and incomes
units representing an equity component and an income component, and receive the
component-dependent variable combination that was specified by a specifying investor. In
view of the underlying reference assets and the income units and the equity units, process
1800 may determine the equity units and the income units needed for the component-
dependent variable combination in accordance with how the specifying investor specified the
component-dependent variable combination, and then combine the equity units and the
income units determined in accordance with the component-dependent variable combination,
on behalf of the specifying investor. The holding trust may hold the equity units and the
income units combined in accordance with the component-dependent variable combination,
on behalf of the specifying investor. The holding trust may be created also for issuance of a
plurality of component-dependent variable combination units associated with one or more
underlying reference assets in accordance with the component-dependent variable
combination specified by the specifying investor. Process 1800 may include registering
issuance of said component- dependent variable combination units with one or more
regulating entities, and issuing said component-dependent variable combination units via at
least one creation agent. The component-dependent variable combination units may be sold
to a plurality of component-dependent variable combination unit investors at a combined
price that is equivalent to a total value of said one or more underlying assets. The process 1800
may include purchasing said one or more underlying reference assets to be held by one or
more global custodians; allocating, using a microprocessor, equity proceeds of a sale of said
equity units to said equity trust; and allocating, using a microprocessor, income proceeds of a
sale of said income units to said income trust. In some embodiments, specifying the
component-dependent variable combination includes specifying for each component a
component multiple and a component percentage relative to the underlying assets. In some
embodiments, the income component comprises a dividend cash flow and the equity

component comprises a stock price exposure.
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[00219] In aspects of the related invention, an exemplary investment case might include a
single-multiple of S&P 500 Index holdings, such as:
(Ix) S&P500 = (1x) DCFC + (1x) SPEC, expressed using the proprietary securities of Fig.
16, or if expressed categorically using non-proprietary securities:
(1x) S&P500 = (1x) Dividend component value+ (1x) Price component value.
[00220] The portfolio allocation tool 1600 may be used to create a portfolio allocation, such
as:
Base case for S&P 500 Index per $100:

DCFC value= net present value of future dividends to maturity date

e.g., DCFC = $9 value per $100 = 9%;

SPEC value= remainder= $100 S&P 500 - $9

DCFC value= $91 value per $100 = 91%.
[00221] A benefit of the index-splitting aspects of the related invention patent was to enable
investors to recombine the separated components into new, customized portfolios that have newly
created risk/return profiles. The recombined portfolios will have dividend cash flow and stock
price exposures that differ from the original, unbundled index. The portfolio allocation tool 1600
may specify mathematical calculations applied to the patented index-splitting technology. The
related invention contemplated the re- combination of the S&P500 Index's isolated dividend
component (or similar instrument) and isolated price component (or similar instrument), as
disclosed in the granted patent. Expanding importantly on the related invention, there are
substantial benefits to an investor in separating and recombining various components, either with
the securities enabled by the related invention (e.g., the two securities, SPEC (Dividend
component) and SPEC (Price component)), or with similar available instruments. The present
invention covers the re-combinations (either as separately-issued combination security units, or as
buckets or ties of any available securities) that re-combine the two basic sources of index return,
dividend cash flow and price exposure.
[00222] In aspects of the present invention, an exemplary investment case may re- combine the
separately-tradable components of the related invention, e.g., DCFC and SPEC, to create a new
portfolio having varying and specified proportions of the dividend component (e.g., DCFC) and
the price component (e.g., SPEC). Here are three investment case scenarios of 2x, 3x, and 4x

dividend multiples similar to the Dividend Ratio Series 200,300, and400 of Fig. 17A and Fig.
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17B.

[00223] Investment Case A) Investor targets 2x Index Dividend Cash Flow:

Income: 2x $9 dividend= $18 Dividend component value; and,

Equity: $100 S&P500 - $18 Dividend Cash Flow= $82 Price component value.
Dividend component $18 / $9 base-case= 2.0x the S&P500 dividend cash flow.
Price component $82 / $91 base-case= 0.90x the S&P500 price exposure.
DCFC =2.0x Dividend Cash Flow (DCFC 18% of portfolio); and

SPEC = 0.90x Price Exposure (SPEC 82% of portfolio).

[00224] Investment Case B) Investor targets 3x Index Dividend Cash Flow:

Income: 3x $9 dividend= $27 Dividend component value; and,

Equity: $100 S&P500 - $27 Dividend Cash Flow= $73 Price component value.
Dividend component $27 / $9 base-case= 3.0x the S&P500 dividend cash flow.
Price component $73 / $91 base-case= 0.80x the S&P500 price exposure.
DCFC = 3.0x Dividend Cash Flow (DCFC 27% of portfolio); and

SPEC = 0.80x Price Exposure (SPEC 73% of portfolio).

[00225] Investment Case C) Investor targets 4x Index Dividend Cash Flow:

[00226] The general concept and examples of re-combined dividend and price components and
exposure portfolios are shown herein using the tickers DCFC and SPEC, but the concept holds true
ifusing other readily available securities that provide dividend exposure and index price exposure.
[00227] Current “Life-Cycle” fund structures focus on an investor’s age and generic assumptions
about tolerances for risk. The provider then uses combinations of stocks and bonds to approximate
an appropriate risk/reward profile. This standard approach uses an increasing percentage of bonds
as the investor ages and reduces equity exposure (and volatility) to increase income/cash flow.
This can be a blunt instrument that may not optimally address investors’ unique needs and

circumstances. For example, in the fixed income world, an investor has options for various bond

Income: 4x $9 dividend= $36 Dividend component value; and,

Equity: $100 S&P500 - $36 Dividend Cash Flow= $64 Price component value.
Dividend component $36 / $9 base-case= 4.0x the S&P500 dividend cash flow.
Price component $64 / $91 base-case= 0.70x the S&P500 price exposure.
DCFC =4.0x Dividend Cash Flow (DCFC 36% of portfolio); and,

SPEC = 0.70x Price Exposure (SPEC 64% of portfolio).
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maturity dates (such as 5 yr., 10 yr., 30 yr., etc.) to achieve a desirable target duration and/or fixed
income for risk management (volatility management) and/or for asset/liability matching for a
pension fund, an insurance company, a foundation, an endowment or a family office, etc. In the
equity world, it is currently not possible to invest with various maturity dates. Equity durations in
the United States are roughly 75 — 100 years (based on the present value of all future dividends).
Thus, equity funds only provide a “long bond” type choice of roughly 75 - 100 years. It would be
advantageous to have equity funds that have various maturity dates or target durations.

[00228] FIG. 19 depicts an exemplary graphical representation 1900 of a targeted duration equity
fund that allocates different durations of equity (short duration and long duration) in variable
ratios, e.g., to achieve a targeted duration. The short duration equity may include one or more
of: an income value component as described herein, dividend futures/options of a particular
equity or portfolio, dividend indices, and other near-term equity instruments. In general, short
duration equity has a duration of 10 years or less and is accessible using a risk transfer market
such as a dividend futures/options market. In one example, an exchange-traded dividends
future or options contract (e.g., a dividend strip) allows investors to take positions on future
dividend payments of one or more underlying equities. These dividend futures/options
contracts may include dividends of a stock of a single company, a basket of companies, or on
an equity index, such as the EURO STOXX 50® Index Dividend Futures that allows trades
of index-based dividend contracts or dividend contracts on single stocks. In another example,
the S&P 500 Dividend Points Index® (SPXDIV) tracks the accumulation of dividends from
stocks of the S&P 500 companies on a quarterly basis and resets to zero at the end of each
quarterly period while the S&P 500 Annual Dividend Index Futures tracks the accumulation
of dividends of stocks of the S&P 500 companies on an annual basis.

[00229] The long duration equity may include one or more of: an equity value component as
described herein, an individual stock, equity indices, equity portfolios including two or more
stocks, or other long term equity instrument. In this exemplary embodiment of FIG. 19, the
long duration equity component is assumed to be the S&P 500 Index. Since the S&P 500
Index’s dividend yield is ~1.3%, then the S&P 500 Index’s duration is approximately ~76.9
years (1 /.013). The Short Duration equity component is assumed to be S&P 500 Dividend
Futures. The dividend future period or maturities of the S&P Dividend Futures contracts are

a factor in determining the duration of the Short Duration equity component but in this
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example are 1 year futures/options. So, assuming a 76.9 year Long Duration equity
component and a 1 year Short Duration equity component, then exemplary targeted duration
equity funds can be offered as follows.
[00230] Example of 10-year Targeted Duration Equity Fund:

11.8% * (76.9-yr Long Duration equity) + 88.2% * (1-yr Short Duration Equity)
As shown in Graph 1900 of FIG. 19, the 10 year Targeted Duration Equity Fund 1902 includes
11.8% of a Long Duration equity component of the S&P 500 Index having an approximate
duration of 76.9 years and 88.2% of a Short Duration equity component of the S&P Dividend
Futures market having an approximate 1 year duration.
[00231] Example of 20-year Targeted Duration Equity Fund:

25.0% * (76.9-yr Long Duration equity) + 75.0% * (1-yr Short Duration Equity)
The 20 year Targeted Duration Equity Fund 1904 includes 25% of a Long Duration equity of
the S&P 500 Index having an approximate duration of 76.9 years and 75% of a Short Duration
equity of the S&P Dividend Futures market having an approximate 1 year duration.
[00232] Example of 30-year Targeted Duration Equity Fund:

38.2% * (76.9-yr Long Duration equity) + 61.8% * (1-yr Short Duration Equity)
The 30 year Targeted Duration Equity Fund 1906 includes 38.2% of a Long Duration equity
of the S&P 500 Index having an approximate duration of 76.9 years and 61.8% of a Short
Duration equity of the S&P Dividend Futures market having an approximate 1 year duration.
[00233] As equity valuations/durations increase, exposure to an equity index is reduced and the
allocation to near-term dividend futures rises to maintain the target duration, and vice versa when
valuations/durations decline. The example above assumes that the short term equity is a dividend
strip component with a “constant duration” of 1-year, however, the short duration equities may
have various maturity durations, e.g., between 1 month to 10 years, and the maturity also does not
need to be “constant”. A portfolio of various, or laddered, short duration equities can be achieved
by owning dividends (or dividend instruments) with different maturities.
[00234] FIG. 20 depicts an exemplary graphical representation 2000 of additional targeted
duration equity funds that allocate different durations of equity (short duration and long duration)
in variable ratios, e.g., to achieve a targeted duration. In this example, the long duration equity is
a Nasdaq-100 Index fund and the Nasdag-100 dividend futures market is the short duration equity.
Assuming the Nasdaqg-100 Index’s dividend yield is .75%, then the Nasdaq-100 Index’s duration
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is approximately 133.3 years (1 /.0075). Then, the following exemplary targeted duration equity
funds can be offered.
[00235] Example of 10-year Targeted Duration Equity Fund:

6.8% * (133.3-yr Long Duration equity) + 93.2% * (1-yr Short Duration Equity)
As shown in Graph 2000 of FIG. 20, the 10 year Targeted Duration Equity Fund 2002 includes
6.8% of a Long Duration equity component of the Nasdag-100 Index having an approximate
duration of 133.3 years and 93.2% of a Short Duration equity component of the Nasdaq-100
Dividend Futures market having an approximate 1 year duration.
[00236] Example of 20-year Targeted Duration Equity Fund:

14.4% * (133.3-yr Long Duration equity) + 85.6% * (1-yr Short Duration Equity)
The 20 year Targeted Duration Equity Fund 2004 includes 14.4% of a Long Duration equity
of the Nasdag-100 Index having an approximate duration of 133.3 years and 85.6% of a Short
Duration equity of the Nasdag-100 Dividend Futures market having an approximate 1 year
duration.
[00237] Example of 30-year Targeted Duration Equity Fund:

21.9% * (133.3-yr Long Duration equity) + 78.1% * (1-yr Short Duration Equity)
The 30 year Targeted Duration Equity Fund 2006 includes 21.9% of a Long Duration equity
of the Nasdaq-100 Index with an approximate duration of 133.3 years and 78.1% of a Short
Duration equity of the Nasdag-100 Dividend Futures market having an approximate 1 year
duration. Note that the determinations may be approximations and may deviate by +/- 1% to +/-
5%. For example, the above calculation of the 30 year targeted duration equity fund equals 29.1927
+.781 = 29.973 years, which deviates about .01% from 30 years.
[00238] The embodiments of the targeted duration equity fund described herein can thus provide
equity index exposure with dividend futures exposure in the appropriate ratios to achieve a specific
target duration. In one or more embodiments, the targeted duration equity funds can act as a life
cycle fund and vary the equity allocation from long duration to short duration equity to align with
changing investment strategies, e.g., as investors progress through different stages of their lives.
Life-cycle funds are characterized by their dynamic equity allocation, which is systematically
adjusted over time to reduce risk as the targeted duration date approaches. Life-cycle funds are
designed to cater to investors who have specific financial goals that necessitate capital at

predetermined times, particularly in relation to retirement plans or for college funds. The primary
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objective of these life cycle funds is to provide a balanced investment strategy that evolves in
response to the investor's age or proximity to retirement or other financial goal. Typically, a
younger investor, who may have a time horizon of 30 to 40 years before retirement, would opt for
a life-cycle fund with a longer targeted duration, such as 30 years. In contrast, an investor nearing
retirement might select a life cycle fund with a targeted duration that is significantly closer, such
as 10 to 15 years in the future.

[00239] The life cycle funds then automatically adjust equity asset allocation, to mitigate risk
and/or increase income as the fund ages. For example, the targeted duration equity fund may
increase the percentage of short duration equities as the fund ages to gradually shift towards more
conservative investments. This gradual reduction in risk exposure is designed to ensure that
investors do not suffer substantial losses in the critical years leading up to retirement, a period
during which market downturns can have lasting repercussions on their financial security. By
providing a structured and automated approach to asset allocation, these life-cycle funds alleviate
the burden of making complex investment decisions, particularly for individuals who may lack the
expertise or time to manage their portfolios actively. The systematic transition from higher-risk
equities to more stable investments underscores the importance of capital preservation and
increased income as retirement approaches. As such, life-cycle funds not only simplify the
investment process but also provide a robust framework for achieving long-term financial
objectives, thereby enhancing the overall efficacy of retirement planning.

[00240] The graph 2000 in FIG. 20 provides one example of how a 30 year targeted duration
equity fund may automatically adjust the ratios between short and long duration equity over time
to achieve a life-cycle fund. The fund may initially include the ratios as shown for the 30 Year
Targeted Duration Fund 2006 in FIG. 20, e.g., 21.9% of the 133.3-yr Long Duration equity and
78.1% of the 1-yr Short Duration Equity. After 10 years, the fund may adjust the ratios as shown
for the 20 Year Targeted Duration Fund 2004, e.g., to 14.4% of the 133.3-yr Long Duration
equity and 85.6% of the 1-yr Short Duration Equity. After 20 years, the fund might include the
ratios as shown for the 10 Year Targeted Duration Fund 2002, e.g., 6.8% of the 133.3-yr Long
Duration equity and 93.2% of the 1-yr Short Duration Equity. After the targeted duration date,
the fund will maintain these final ratios between the short and long duration equities.

[00241] A preset glide path of a life-cycle fund indicates the targeted duration of the fund, the

ratios between short and long duration equity, and/or the predefined time intervals to adjust the
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ratios between the short and long duration equity. The predefined intervals may include daily,
monthly, yearly, every five years, or at varying intervals. For example, for a 30 year fund, when
the predefined time interval is 5 years, the ratios are adjusted every five years, e.g., to adjust the
targeted duration of the fund to 25 years, 20 years, 15 years, 10 years, 5 years, and finally to the
ending ratios. The ending ratios are the targeted ratios that are maintained after the target duration
for the remaining life of the fund.

[00242] FIG. 21 depicts an exemplary preset glide path 2100 of a 30 year targeted duration equity
fund that dynamically allocates different ratios of equity (short duration and long duration) over
time. In this example, the long duration equity includes the S&P 500 Index with a 76.9 year
duration, and the short duration equity includes the S&P dividend futures having a 1 year duration.
The percentage of long duration equity decreases from 38.2% at the start of the fund to 0% by the
end of the 30 year period while the percentage of the short duration equity increases from 61.8%
at the start of the fund to 100% at the end of the 30 year period. After the 30 year duration, the
fund may remain at 100% short duration equity and 0% long duration equity. This glide path is
exemplary only and may be adjusted to align with the investor's risk preferences.

[00243] The fixed income element of a traditional Life-Cycle strategy, such as bonds, are
generally negatively correlated to interest rates. A rise in rates results in a decrease in value of that
fixed income portion of the traditional Life-Cycle fund. This correlation is a potential drawback
to using bonds as a key component in the asset mix. Conversely, the targeted duration equity fund
described herein uses, e.g., dividend futures as one of its short duration equities which have
historically been positively correlated to interest rates and inflation. This characteristic of dividend
futures benefits the target duration equity approach by offsetting both effects. Such a combination
also adds a diversifying element to an overall portfolio.

[00244] FIG. 22 depicts an exemplary method 2200 of a computer system 200 for managing a
targeted duration equity fund that allocates different ratios of short duration and long duration
equity. In an embodiment, one or more computing devices 202 in a computing system 200 include
one or more memory devices 304 that store computer-executable instructions that when executed
by one or more processing units 302 of the one or more computing devices 202, causes the one or
more computing devices 202 to perform the steps described in this exemplary method 2200. At
2202, a target duration of an equity fund is determined and stored in the one or more memory

devices 304 of the computing devices 202. At 2204, the one or more long duration and short
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duration equity components of the equity fund are determined. The long duration equity
component includes one or more types of equities with a duration of 30 years or more, such as
individual stocks, an equity value component as described herein, one or more equity indices,
equity portfolios including two or more stocks, and/or other types of long term equity
instruments. The short duration equity component includes one or more types of equities with a
duration of 10 years or less, such as exchange-traded dividend future contracts that take
positions on future dividend payments, or an income value component as described herein, or
other types of near-term equity instruments. The dividend futures may include future and
option contracts for dividends on one or more of: a single company, a basket of companies,
and/or on an equity index. The dividend futures may be quarterly or annual (1 year) or a
different duration of 10 years or less, or a combination thereof. For example, in the US,
quarterly futures and annual futures and/or options are available on the dividends of
companies in the S&P 500 Index. Annual future contracts are also available on the dividends
of the companies in the Nasdag-100 and Russell 2000 Indices. Different durations of short
duration equity are possible as well, such as 18 months, 2 years, etc., e.g., using the income
value components described herein, or dividend future contracts with different maturities.
Thus, the short term equity may include dividend future or option contracts that take a position
on future dividends of one or more stocks or a dividend future index that takes a position on
future dividends of a group of stocks in the index.
[00245] At 2206, the ratios of the long duration and short duration equity components are
determined using the targeted duration of the equity fund and the durations of the short and long
duration equity components. For example, the following equation may be used to determine the
ratios of the long duration and short duration equity components.
[00246] Ripe * (Durationipec) + Rspe * (Durationspec) = Targeted Duration,

Wherein,

Ripe = Ratio of the Long Duration Equity Component

Durationipec = Duration of the Long Duration Equity Component

Rspe = Ratio of the Short Duration Equity Component

Durationspgc = Duration of the Short Duration Equity Component
[00247] When the long duration equity component includes a plurality of equities, then the

DurationLpec may be determined as follows:
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[00248]

n
z R1 * (Durationyp1) + Ry * (Durationy py) + R3 * (Durationyp3)... Ry * (Durationy,py)
1

wherein

DurationLpn = Duration of the nth Long Duration Equity

R~ = Percentage of the nth Long Duration Equity with respect to the other long duration
equities
The duration of the long duration component (Durationipgc) is thus determined by a weighted
average of the duration of each of the plurality of long duration equities. The duration of the nth
Long Duration Equity (Durationipn) is determined from an inverse of an average or expected
annual percentage dividend yield of the equity (1 / annual dividend yield).
[00249] Similarly, when the short duration equity component includes a plurality of equities, then
the Durationspec may be determined as follows:

[00250]

n
Z R1 * (Durationgp1) + R * (Durationgpy) + R3 * (Durationgp3)... Ry * (Durationgpy)
1

wherein

Durationspn = Duration of the nth Short Duration Equity

R~ = Percentage of the nth Short Duration Equity with respect to the other short duration
equities
The duration of the short duration component (Durationspgec) is thus determined by a weighted
average of the duration of each of the plurality of short duration equities. The duration of an nth
Short Duration Equity (Durationspn) is determined using the dividend futures period or maturity
date of the underlying contracts or index. The dividends future period or maturity date is usually
quarterly or annually but may include other durations that are 10 years or less.
[00251] For a life cycle type fund, the percentage of the short term equity increases and the
percentage of the long term equity decreases at predefined time intervals as the fund ages,
according to the glide path preset at the start of the fund. At 2208, it is determined whether a
predefined time interval has passed, and a ratio adjustment is needed in accordance with the
preset glide path. If not, the current ratios are maintained at 2210. If so, the target duration of
the fund and/or the ratios are updated in accordance with the preset glide path at 2212. For

example, for a 20 year fund, after a predefined time interval of five years, the target duration
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may be updated to 15 years. The ratios of the long and short duration equity components are
then determined to achieve the updated 15 year target duration. The fund is then updated at
2214, e.g., by selling some of the long duration equities from the fund and/or acquiring
additional short duration equities to achieve the updated ratios of the long and short duration
equity components.

[00252] At 2208, a ratio adjustment of the long and short duration equity components may
also be needed when a duration of the long duration equity component or the short duration
equity component has changed due to market conditions. For example, when the average
dividend yield of the long duration equity increases, the duration of the long duration equity
decreases (e.g., if the dividend yield of the Nasdag-100 increases from .75% to .76%, the
duration of the Nasdag-100 decreases from 133.3 yrs to 131.6 yrs). So at 2212, the percentage
of the long duration equity in the fund is increased and the percentage of the short duration
equity (such as dividend futures) decreases to maintain the target duration.

[00253] In addition, at 2208, a ratio adjustment may also be needed when one or more of the
short term equities reaches its maturity date. For example, when the short term equities
include annual dividend future options or contracts, these options or contracts pay out and
expire after one year. Additional short term equities must be acquired to maintain the target
duration. So, as the dividend futures increase/decrease in value and/or the options/contracts
expire and new options/contracts are acquired, the duration of the short term equity
component may fluctuate. The ratios of the short and long duration equity components then
need to be updated in response to the changes in the duration of the short duration equity
component.

[00254] Accordingly, to maintain the target duration of the fund, the durations of the short
duration and the long duration equity components are continuously recalculated, e.g., either
daily, weekly, monthly or yearly. When the equity’s durations are updated, the percentages
between the short duration and the long duration equity components must also be updated and
the fund adjusted, e.g., either daily, weekly, monthly or yearly. As such, the computing system
200 is needed to continuously monitor valuations, dividend yields, maturity dates of the short
duration equities, and other factors and to determine updated durations of the equity
components in response to these factors. The computing system 200 must also determine

updated ratios of the short and long duration equities to maintain the desired target duration.

67



[00255] The targeted duration equity fund may be offered, e.g., through exchange traded
funds trusts (ETFs), Undertakings for the Collective Investment in Transferable Securities
(UCITS), insurance annuities, mutual funds, and other listed (publicly traded) or private forms
of investment pools. Various target duration equity funds may be offered to individuals, e.g.,
for retirement plans to manage their portfolio life cycle. In addition, a separately managed
account (SMA) may be offered to an institutional investor, e.g., for pensions, to optimize
asset/liability matching. The targeted duration equity fund has favorable risk/return
comparisons to current dividend funds and other low volatility strategies. The targeted
duration equity fund fills the equity “Duration Gap” as traditional equity strategies have very
long, one -size-fits-all durations. In addition, the targeted duration equity fund have a superior
Information ratio potential by including favorable risk-adjusted, short-term equity exposure.

[00256] FIG. 23 depicts an exemplary method 2300 of a computer system 200 for determining a
preset glide path of a targeted duration equity fund. In an embodiment, one or more computing
devices 202 in a computing system 200 include one or more memory devices 304 that store
computer-executable instructions that when executed by one or more processing units 302 of the
one or more computing devices 202, causes the one or more computing devices 202 to perform
the steps described in this exemplary method 2300. At 2302, the risk profile of an investor is
determined. The risk profile may be input by the investor into a web-based interface when
establishing their targeted duration equity fund. The risk profile may include preset options, such
as low risk, middle risk, or high risk. In addition, for a retirement plan, the investor may indicate
their age and years to retirement as part of the risk profile. For a college fund, the investor may
indicate the student’s age and expected date to enter college.

[00257] The targeted duration for the fund is then determined at 2304 using the risk profile of the
investor. The computing system 200 may then provide suggested glide paths to the investor. For
example, an investor in a 60 yr. — 70 yr. age group may prefer to invest conservatively ina 10
year equity fund with higher cash flow and lower risk. In another example, for an investor in
a 30 yr. — 40 yr. age group, a 20 year and/or a 30 year equity fund may be suggested, with a
higher volatility and less initial cash flow but more potential for growth. In addition, the glide
path may be determined using the risk profile. For example, for a low risk profile, the ratio of the
short term component may increase to 100% sooner than for a high risk profile.

[00258] At 2306, the investor may also select one or more preferred markets or indices, such

68



as the S&P 500, Nasdaq 100, Australian shares index, European stock index, or other indices
or portfolios. Additionally and/or alternatively, the investor may select a preferred
sector/industry, such as Automotive, Oil & Gas, Telecommunications, Financial, Utilities,
etc. The targeted duration equity fund thus allows for vertical differentiation by
sector/industry and for horizontal differentiation by targeted duration.

[00259] At 2308, the long duration equity component is determined using the requested risk
profile, target duration, and preference of market/industry. For example, for a low risk profile, the
long duration equity may include index funds, such as the S & P 500 Index fund or Nasdaq-100
index fund. For a high risk profile, the long duration equity may also include one or more
individual stocks. At 2310, the short duration equity component is determined using the requested
risk profile, target duration, and preference of market/industry. For example, for a low risk profile,
the short duration equity may include quarterly or annual maturity dates. For a high risk profile,
the short duration equity may include longer dividend future periods, such as 4 years or 10 years.
The short duration component (e.g., dividend futures/options) can be fully collateralized with cash
or risk-free government securities such that the required cash distributions for such dividend
futures/options are always available regardless of the underlying equity market fluctuations.
[00260] At 2312, the targeted duration equity fund is established. The ratios of the long duration
and short duration equity components are determined to achieve the target duration. The equities
are then acquired and added to the fund for the investor.

[00261] The targeted duration equity fund improves upon the imprecision found in traditional
lifecycle funds based on age and generic tolerances for risk. The Target Duration approach is a
more formal way to address an investor’s current asset mix with their current/future liabilities and
financial obligations. In addition, the target duration equity fund uses dividend futures as the short
duration component, rather than bonds as in traditional lifecycle funds. Since dividend futures are
historically positively correlated to interest rates and inflation, this positive correlation helps offset
the effects of rising interest rates and inflation. The combination of the short and long duration
equities also adds a diversifying element to an overall portfolio.

[00262] Although several processes have been disclosed herein as software, it may be appreciated
by one of skill in the art that the same processes, functions, etc. may be performed via hardware
or a combination of hardware and software. Similarly, although the present invention has been

depicted as a hardwired system, these concepts may be applied to wireless systems and hybrid

69



hardwired and wireless systems without departing from the scope of the present invention. Note
that though a process that is depicted as a sequential process, many of the operations can be
performed in parallel or concurrently. In addition, the order of the operations may be re-arranged
and additional steps may be included.

[00263] It will be appreciated by those skilled in the art that changes could be made to the
embodiments described above without departing from the broad inventive concept thereof. It is
understood, therefore, that this invention is not limited to the particular embodiments disclosed,
but it is intended to cover modifications within the spirit and scope of the present invention as

defined by the appended claims.

99 ¢¢ 99 ¢¢ 99 ¢6y

[00264] As used herein, the terms “comprise,” “comprises,” “comprising,” “having,” “including,”
“includes” or any variation thereof, are intended to reference a nonexclusive inclusion, such that
a process, method, article, composition or apparatus that comprises a list of elements does not
include only those elements recited, but may also include other elements not expressly listed or
inherent to such process, method, article, composition, or apparatus. Other combinations and/or
modifications of the above-described structures, arrangements, applications, proportions,
elements, materials, or components used in the practice of the present invention, in addition to
those not specifically recited, may be varied or otherwise particularly adapted to specific
environments, manufacturing specifications, design parameters, or other operating requirements
without departing from the general principles of the same.

[00265] Moreover, reference to an element in the singular is not intended to mean “one and only
one” unless specifically so stated, but rather “one or more.” Unless specifically stated otherwise,
the term “some” refers to one or more. All structural and functional equivalents to the elements of
the various aspects described throughout this disclosure that are known or later come to be known
to those of ordinary skill in the art are expressly incorporated herein by reference and are intended
to be encompassed by the claims. Moreover, nothing disclosed herein is intended to be dedicated
to the public regardless of whether such disclosure is explicitly recited in the claims. No claim
element is intended to be construed under the provisions of 35 U.S.C. §112(f) as a “means-plus-

function” type element, unless the element is expressly recited using the phrase “means for” or, in

the case of a method claim, the element is recited using the phrase “step for.”
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CLAIMS

1. A computing system, comprising:
at least one processing unit;
at least one computer readable memory that stores computer-executable instructions that
when executed by the at least one processing unit, causes the computing system to:
determine a target duration of an equity fund and store the target duration in the at
least one computer readable memory;
determine a long duration equity component having a duration of 30 years or
more;
determine a short duration equity component having a duration of 10 years or
less; and
determine a ratio of the long duration equity component and a ratio of the short

duration equity component in the equity fund that achieves the target duration.

2. The computing system of claim 1, wherein the short duration equity component includes
one or more of:

a dividend future contract that takes a position on future dividends of one or more
stocks; or

a dividend future index that takes a position on future dividends of stocks in an index.

3. The computing system of claim 2, wherein the short duration equity component includes
a plurality of short duration equities; and

wherein the computing system is further caused to determine the duration of the short
duration equity component from a weighted average of a duration of each of the plurality of short

duration equities.

4. The computing system of claim 3, wherein the computing system is further caused to
determine the duration of one of the plurality of short duration equities using a maturity date of

the dividend future contracts of the one of the plurality of short duration equities.

5. The computing system of claim 1, wherein the long duration equity component includes

71



one or more of: an individual stock, an equity value component, an equity index, and an equity

portfolio including two or more stocks.

6. The computing system of claim 5, wherein the long duration equity component includes a
plurality of long duration equities; and

wherein the computing system is further caused to determine the duration of the long
duration equity component from a weighted average of a duration of each of the plurality of long

duration equities.

7. The computing system of claim 6, wherein the computing system is further caused to
determine the duration of one of the plurality of long duration equities using an annual dividend

yield of the one of the plurality of long duration equities.

8. The computing system of claim 1, wherein the computing system is further caused to
determine the ratio of the long duration equity component and the ratio of the short duration equity
component by:

determining the duration of the long duration equity component and the duration of the
short duration equity component;

determining a first percentage of the duration of the long duration equity component and a
second percentage of the duration of the short duration equity component, wherein a sum of the
first percentage and the second percentage is approximately the target duration; and

storing the first percentage as the ratio of the long duration equity component and the

second percentage as the ratio of the short duration equity component.

0. The computing system of claim 8, wherein the computing system is further caused to:
after a predetermined time interval, determine an updated duration of the long duration
equity component and an updated duration of the short duration equity component;
determine a first updated percentage of the updated duration of the long duration equity
and a second updated percentage of the updated duration of the short duration equity, wherein a
sum of the first updated percentage and the second updated percentage is approximately the target

duration; and
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store the first updated percentage as an updated ratio of the long duration equity component

and the second updated percentage as an updated ratio of the short duration equity component.

10. A method of a computing system for managing a targeted duration equity fund,
comprising:
determining a target duration of the targeted duration equity fund for an investor
and storing the target duration in at least one computer readable memory;
determining a long duration equity component and a short duration equity
component in a market or industry selected by the investor, wherein the long duration
equity component has a duration of 30 years or more and the short duration equity
component has a duration of 10 years or less; and
determining a ratio of the long duration equity component and a ratio of the short
duration equity component in the targeted duration equity fund that achieves the target

duration.

11.  The computing system of claim 10, wherein the short duration equity component includes
one or more of:
a dividend future contract that takes a position on future dividends of one or more

stocks; or

a dividend future index that takes a position on future dividends of stocks in an index.

12. The method of claim 11, further comprising:
when the short duration equity component includes a plurality of short duration equities,
determining the duration of the short duration equity component from a weighted average of a

duration of each of the plurality of short duration equities.
13. The method of claim 12, further comprising:
determining the duration of one of the plurality of short duration equities using a maturity

date of the dividend future contracts of the one of the plurality of short duration equities.

14. The method of claim 10, wherein the long duration equity component includes one or
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more of: an individual stock, an equity value component, an equity index, and an equity

portfolio including two or more stocks.

15. The method of claim 14, further comprising:
when the long duration equity component includes a plurality of long duration equities,
determining the duration of the long duration equity component from a weighted average of a

duration of each of the plurality of long duration equities.

16. The method of claim 15, further comprising:
determining the duration of one of the plurality of long duration equities using an annual

percentage dividend yield of the one of the plurality of long duration equities.

17. The method of claim 10, wherein determining the ratio of the long duration equity
component and the ratio of the short duration equity component comprises:

determining the duration of the long duration equity component and the duration of the
short duration equity component;

determining a first percentage of the duration of the long duration equity component and a
second percentage of the duration of the short duration equity component, wherein a sum of the
first percentage and the second percentage is approximately the target duration; and

storing the first percentage as the ratio of the long duration equity component and the

second percentage as the ratio of the short duration equity component.

18. The method of claim 17, further comprising:

after a predetermined time interval, determining an updated duration of the long duration
equity component and an updated duration of the short duration equity component;

determining a first updated percentage of the updated duration of the long duration equity
and a second updated percentage of the updated duration of the short duration equity, wherein a
sum of the first updated percentage and the second updated percentage is approximately the target
duration; and

storing the first updated percentage as an updated ratio of the long duration equity

component and the second updated percentage as an updated ratio of the short duration equity
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component.

19. The method of claim 10, wherein determining the target duration of the targeted duration
equity fund for the investor comprises:
determining a risk profile of the investor;

determining the target duration of the equity fund for the investor using the risk profile.

20. The method of claim 19, further comprising:

determining a preset glide path for the targeted duration equity fund using the risk profile
of the investor, wherein the preset glide path includes a predefined time interval for updating the
target duration and/or the ratio of the long duration equity component and the ratio of the short

duration equity component.
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