
WO 2007/035986 PCT/AU2006/001408  1 Exchange Traded Asset Based
Security This invention relates to an asset based security that is able to be
exchange traded  and may be based on assets such as commodities and
currencies. Background to the invention 5 Traditional asset classes for
investment include equities, bonds and property (trusts  / investment
funds). Traditional asset investments derive returns from the changes  in
the price level of the asset - a 'price return' plus a 'yield return' if any (eg,
interest, dividend, rent or similar) less any transaction and carrying costs.
Risk  adjusted returns are improved through diversification, increasing the
number of 10 component assets and the number of different asset classes
held.  Commodities represent an alternative asset class with attractive
investment  attributes because commodity returns are either uncorrelated
(independent of), or  more beneficially negatively correlated (generally)
with equities and bond returns  that can provide portfolio diversifying,
performance enhancing, risk adjusted 15 returns. Investment returns
based on futures are characteristically different to a stock or a  physical
commodity for example, since futures contracts expire. To remain
invested in futures, a futures contract near expiration needs to be rolled
prior to  expiration, into a futures contract of longer maturity. The roll
process of a long 20 futures contract combined with the term structure of
futures contract prices gives  rise to an investment return from the roll
process referred to as the roll return or roll  yield that may be positive
(backwardation), negative (contango) or zero (flat).  .Access to
commodities is limited for many investment market participants because
they are not associated with the physical market and specialist expertise
is often 25 needed for commodity futures and associated derivatives,
suitable investable  (particularly exchange tradable) securities do not
exist, practical considerations  require for example a large initial
investment size or alternatives are not cost  effective, efficient and
transparent, or are limited or prohibited by mandate or  regulation from
investing in securities other than stock exchange listed securities 30 and
certain other financial instruments. Ways to access securities that have
historically provided an investment exposure to  



commodities for example, have included: WO 2007/035986
PCT/AU2006/001408  2  OTC o commodity derivatives (eg. options,
warrants, swaps) o securities and certificates based on indices or baskets
comprising one  or more physical commodities, commodity futures,
commodity funds 5 and CTA accounts o index and managed futures funds
and CTA accounts  o , hedge funds  On a regulated stock exchange
(historically very few): o individual shares of listed companies engaged in
a commodity  10 oriented business o listed commodity oriented
investment funds and ETF's of portfolios of  listed shares of commodity
oriented companies o discrete issuances (very few) with a forward
maturity linked to an  index eg. commodity price-linked debt (designed to
enhance 15 corporate funding), commodity warrants, physicals and
synthetic  commodities trusts o ETF's (exchange traded funds) structure
(recent) portfolios of listed shares of commodity oriented companies (a
traditional stock based ETF) 20  based on a stored physical commodity -
the first pure  commodity ETF was in gold in 2003 (Gold Bullion
Securities)  where a redeemable securities were issued against gold
bullion held on trust  On a regulated physicals exchange 25 o Metals on
the London Metals Exchange   On a regulated futures exchange: o
commodity futures and derivatives o futures contracts based on a
commodity index - eg, GSCI futures,  CRB Index futures. 30 



Futures based indices on which investable securities are based are
theoretical  constructs and typically do not reflect the actual returns from
investing in futures. WO 2007/035986 PCT/AU2006/001408  3 There
have been various indices developed to measure the performance of an
investment in assets such as commodities. Indices have included Total
Return,  Excess Return and Spot Market Price indices, Goldman Sachs
developed the  GSCI Total Return (GSCI-TR) index, a theoretical
measure of a fully collateralized 5 investment in commodity futures. It
measures investment returns from futures  contracts which are leveraged
and a collateral yield from the funds invested at the  risk free rate, It has
been stated that an excess return plus T-bills does not equate  to the
GSCI-TR because it ignores the impact of the reinvestment of T-bill
collateral  yield gains back into commodity futures and gains or losses
from commodity 10 futures back into or out of T-bills. An index constructed
that solves this problem  would permit a valid comparison between a
theoretical Total Return and a Total  Return index with the only difference
reflected in costs of implementing the Total  Return index strategy. Costs
typically incurred directly or indirectly such as transaction costs, fees, 15
hedging costs and roll costs are ignored, the weighting method employed
in the  futures roll process is typically not compatible with matching assets
and liabilities,  and index weights require rebalancing. ETF's are
traditionally an index-based product that allows investors to buy or sell a
single exchange-listed and traded security that is structured to represent
an index  20 portfolio or basket of stocks. ETF's typically seek to track
generally the day-to-day movements in the value in the underlying assets
such that the price of the security  reflects the trust assets at any given
time less the expenses and liabilities of the  trust. The underlying stocks
(or bond) assets are aggregated and placed via an in- kind trade into an
approved structure. An ETF is a passive investment that trades 25 as a
listed security on a regulated exchange during the business day, that
provide  investors with the ability to gain investment exposure to the
underlying assets to  meet specific needs of investors. In contrast, most
OTC funds only trade end-of- day, levy high management fees and have
high transaction costs, lack transparency and suffer adverse tax effects
particularly when actively traded. 



30 A direct investment exposure to a foreign currency traditionally has
been achieved  by borrowing the currency, trading currency futures or
OTC derivatives. Currencies  typically also have well developed liquid
forward currency markets, Many investors WO 20071035986
PCT/AU2006/001408  4 however do not have a simple convenient way to
access a direct investment  exposure to foreign currencies The ability of
investors to access an investment exposure to the price of  commodities
and currencies in a simple, convenient, low cost, transparent way is  5
extremely limited. There is a notable lack of ETF structured securities
based on   Commodity futures,(or non-commodity futures),  physicals or
cash markets assets with a liquid forward paper contract market  for an
assets such as currencies or metals, 10 that are able to be listed and
traded on a regulated exchange under an ETF  structure of continuous
issuance and redemption on demand. Additionally there are no EFT's
based on a liquid forward paper contract market for  an asset such as a
currency. Traditional asset investments involve the full collateralisation of
long asset  15 purchases with a view to the asset appreciating in value
and often with an  associated positive yield. Investable securities based
on indices (outline herein  previously) have been structured as long only to
emulate an investment in  traditional financial assets such as stocks and
bonds. This approach is limiting to  investors as asset values can go down
as well as up. There is a need for 20 alternative investment assets that
provide the opposite price risk exposure to long  only traditional and
commodity based investment securities USA patent application
2003/0154153 discloses a method of administering a  commodity financial
instrument by selecting a number of component financial  products to form
a composite commodity then forming a derivative product that can  25 be
traded up to a termination date, W02004/006057 discloses a method of
securitising a contract based on an index,  An increase in the value of the
contract supports issuing additional shares which  may be redeemed,
Purchase of shares involves both a cash payment and a futures  



contract, 30 It is an object of this invention to provide an investor with a
cost effective and  efficient way to invest in commodity through a
structured investment security that it  is able to be listed and traded on a
regulated stock exchange or similar market. . WO 2007/035986
PCT/AU2006/001408  5 Brief description of the invention. To this end the
present invention provides an exchange traded, structured  investment
security which is based on an asset and is linked through its entitlement
and optionally its price to the value or performance of the asset as
measured 5 against an index, said asset having a forward price structure,
a forward market, an  expiration date and is able to be rolled forward into
another asset with a later expiry  date wherein the asset is rolled into
another asset with a later expiry date having  the same value as the asset,
This invention provides a security and an index that may be based on an
asset or  10 derivative asset or a combination of these including but not
limited to a commodity,  a currency, or a basket or an index of any of
these, that. has a forward (or term)  price structure, a forward contract
market, an expiration date and can be rolled  forward. The security is
designed to meet the specific needs of investors and offer  unique
risk/return characteristics. 15 The security of this invention is linked
directly to an index, and the index (and the  security linked to it) are based
on an underlying asset (or more than one as the  case maybe), and the
performance of the underlying asset is measured against the  index. The
underlying asset on which the security and its index are based has a
market and the asset market of the underlying has a forward (or term)
price 20 structure, a forward contract market and an expiry date (and
includes a maturity  date or similar termination date), The forward price
structure of the underlying asset market may be in  backwardation,
contango, and from time to time in either backwardation or  contango or
neither. 25 According to this invention the underlying asset can be rolled
over into new  underlying asset with a later expiry date on a particular
value basis wherein the  claim of the security to the underlying assets held
(that is the entitlement of the  



security) is calculated by taking into account the sum of that part of
entitlement in  respect of the first designated underlying asset not yet
rolled plus that part of 30 entitlement in respect of the next designated
underlying asset rolled from the first  designated underlying asset on the
current roll day plus that part of entitlement in  respect of the next
designated underlying asset rolled from the first designated  underlying
asset on a roll day prior to the current roll day of the current roll period.
WO 2007/035986 PCT/AU2006/001408  6 A change in entitlement in this
invention is due to either the rolling forward of  underlying assets or a net
adjustment factor or a combination of both. Unlike prior art futures based
securities and indices the roll over process is not  quantity based and
does not seek to acquire the same number of assets with a  5 later expiry
date but rather seeks to acquire assets of the same value. The value
method of this invention differs from prior art where components of a
composite index are assigned a fixed percentage of the value of the index
at  inception and periodic rebalanced to maintain the fixed value of each
component in  the index, such changes arising from relative performance
of the index components 10 or from the rolling forward of futures where
the index has futures based  components. Unlike prior art futures based
securities and indices the roll over of underlying  assets on the value basis
embodied in this invention provides that the proceeds  raised from the
disposal of the first designated underlying asset are automatically 15 fully
reinvested in acquiring the next designated underlying asset of later
expiry.  The roll over of underlying assets on the value basis embodied in
this invention  removes the need for and does not require index
rebalancing. Unlike prior art, this  invention provides the roll process is
able to be flexibly performed in any proportion  on any trading day and
over such number of trading days desired compatible with  20 the
underlying asset market. A market disruption day, whether by limitation of
price movement, unplanned  market closure or other market impeding
event, the roll process defers to the next  non disrupted trading day, the
roll proportions adjusted as desired or otherwise  specified. 25 With a
security of this invention with the roll over of underlying assets on the
value  



basis provides, per security or in aggregate, the number of underlying
asset units  increases when the forward price curve of the first underlying
asset to the next  designated underlying asset of later expiry is in
backwardation and decreases  when the forward price curve for same is in
contango, and is reflected in an 30 increase or decrease in the entitlement
respectively. Accordingly, the investment  risk exposure to the asset on
which the security is based increases, decreases or is  unchanged due to
backwardation, contango or flat forward price structures  respectively. WO
20071035986 PCT/AU2006/001408  7 A change in entitlement from the
roll process itself does not change the security  value, Rather it
incrementally replaces the underlying on which the index is  calculated at
the completion of each roll day with next designated underlying asset  of
later maturity. A change in the security value from the roll is derived from
the 5 subsequent convergence with the spot asset market of the newly
acquired  designated underlying asset over time as it approaches expiry,
such change in  value referred to as the roll return, In this invention a
change in entitlement is a consequence of a change in the net  adjustment
factor. A change in entitlement that results from the Net Adjustment  10
factor changes the value (price) of the security. The net adjustment factor
Is designed to account for any debit or credit daily, periodically or one-off
in respect of  a security, it management and obligations, and is reflected
as appropriate in the  entitlement for each calendar day. Typically a credit
to the security is the collateral  return (how ever characterized) and debits
may include any costs, charges and 15 expenses of any kind (notional or
actual) such as management expenses and fees,  transaction costs,
hedging cost, regulatory and mandatory imposts including taxes  and fees
The security of this invention is designed to track the performance of a
specified  index, of an individual underlying asset or of a basket of
individual underlying 20 assets of chosen proportions by replicating the
composition of, or synthetically, the  index or in any combination and
structured in corresponding terms. This  arrangement provides investors
with exposure to particular risk/return  characteristics of the underlying
asset market without the need to operate directly in 



the underlying asset market itself. 25 The underlying assets or their
equivalent are held to back the security and to match  the liability of the
securities on issue outstanding (as reasonably practicable to do  so,
typically rounded to the nearest limiting asset unit). The security isj
preferably a fully collateralised (un-levered) long security  comparable to
an un-levered long position in an equity or bond. 30 In an alternate
embodiment the security is a fully collateralised (un-levered) short
security comparable in part only to an un-levered short position in an
equity or  bond. WO 2007/035986 PCT/AU2006/001408  8 The security
may be structured in the form of an equity based instrument, a debt
based instrument, or as a hybrid of these and is redeemable for cash or
may be  redeemable in-kind. The long and the short security may be
leveraged to gear investment returns. 5 The security is preferably traded
on a regulated exchange but may also be traded  over-the-counter. The
security is more preferably traded on a regulated exchange in an
exchange  traded fund (ETF) structure, typically able to be created or
redeemed on demand  on any trading day. 10 Unlike prior art for
traditional stock or bond ETF's where creations typically involve  in-kind
transfer of assets, in a preferred embodiment creations and redemptions
are  for cash where the cash supports the acquisition of the underlying
assets at  creation and disposal of the underlying asset provides cash of
equivalent value to  the security holder at redemption, 15 Unlike prior art
in a preferred embodiment a security of this invention may be  created and
redeemed in accordance with a method and system for the creation  and
redemption of such a security under a particular exchange traded fund
(ETF)  structure described later herein. In an alternative embodiment a
security of this invention may be created and  20 redeemed under one or
more methods known to those skilled in the art. The security is preferably;
based on an exchange traded futures market contract  and each futures
contract month has a published settlement price on each typical  



trading day. It may be based on forward paper contracts for physicals of a
physical  (cash) market which can be cash settled for which there is or can
be published a 25 price assessment each typical trading day providing a
valuation of that market, or a  derivative on either of futures or physicals
markets, swaps, or A combination of these for which a valuation
assessment is or can be published  each typical trading day. The futures
market contract is preferably any commodity based futures contract,  30
including but not limited to: any energy futures such as for crude oil,
heating oil,  natural gas; any agricultural futures such as for corn, live
cattle, coffee, cotton or  soybean oil; any metal futures such as for copper
or gold; other commodity futures. WO 2007/035986 PCT/AU2006/001408
9 A currency based futures contract, or financial markets based futures
contract may  also be used. Currency markets typically have well
developed liquid forward paper contract  markets. These foreign exchange
contracts share similar characteristics to futures  5 contracts: - a forward
price structure, a forward market, an expiration date and is able to be
rolled forward into another asset with a later expiry date wherein the
asset is rolled into another asset with a later expiry date having the same
value as  the asset, Unlike prior art, the underlying asset of a currency
based security of this invention  10 is optionally a foreign currency forward
paper contract, a currency futures, or a  contractual obligation based on
either of these. For a security based on futures, contractual obligation
terms correspond to the  terms of that security. For a security based on
forward currency paper contracts, contractual obligation  15 terms
correspond to the terms of that security. The value based security VBS,
preferably an ETF security, is designed to generate  investment returns
from investing preferably in commodities and currencies in  leverage
futures or futures style assets indirectly or synthetically return plus a
collateral return by investing indirectly, preferably in an ETF security, in
futures 20 assets directly or synthetically. The value based security (VBS)
embodied in this invention is designed preferably  



to deliver a security actual total return (VBS-TR) that is directly
comparable with a  corresponding value based security total return index
(VBSI-TR) and the value  base security index (VBSI) flexibly constructed.
25 VBS is preferably a fully collateralized security designed to generate
investment  returns equivalent to:  a rolling leveraged futures asset   PLUS
a collateral yield  LESS costs. 30 For a security based on rolling assets
that expire (that inherently have different  values) the value based
approach herein provides for a security total return (VBS- TR) where: WO
2007/035986 PCT/AU2006/001408  10 (r) there is full reinvestment in
futures asset equivalents, embedded in the  security, through the roll
process thereby avoiding tails and underinvestment,  and (r) investment
daily of the collateral yield into the underlying asset futures  5 equivalents,
such that per security the collateral and the underlying futures equivalent
assets  are always equal to the value of the security, and the collateral
yield less costs (net  adjustment factor) results daily in an equivalent
change in value of the underlying  futures asset equivalents. The VBS-TR
is equal to a theoretic VBSI-TR less costs. 10 Unlike prior art, the VBS-TR
consists of a price return and an entitlement return.  The entitlement return
consists of a roll return plus a net adjustment factor. The net  adjustment
factor consists of a collateral return less any costs. This invention provides
the flexibility to custom design a VBSI consisting of one or  more
maturities of an individual underlying type of asset VBSI so defined,
whether  15 for an individual or composite VBSI can be matched and
tracked by a correspondingly designed value based security (VBS). The
value of the security (reflected in its price) at any time is equal to the
reference  price multiplied by the entitlement that is a claim on the number
of underlying asset  units that back the security to which a security holder
is entitled per security at 20 redemption. A change in value of the security
may result from a change in the  



reference price, or a change in the entitlement or both. A change in
entitlement  may result from the rolling forward of the underlying assets or
a net adjustment  factor (representing any debits or credit to the security)
or either of these. Uniquely and advantageously this invention provides a
short only fully collateralised  25 value based investment security that has
unique investment return pay-offs,  accesses a decrease in the underlying
asset value and uniquely and  advantageously has an associated positive
collateral yield - unlike a short equity  investment in a dividend paying
stock that has an associated negative yield. A long  only fully
collateralised value based security that is borrowed and sold short is not
30 equivalent to a VBS-Short security of this invention where the collateral
yield is paid  to the lender and offset by interest received from shorting.
Unlike a long only  security where the price of the underlying asset and
the security move in the same WO 20071035986 PCTIAU2006/002408
11 direction, a decrease in price of the index results in an increase in the
security  price. This invention provides a particular value based method for
the structuring of  investment securities that are able to be exchange
traded, 5  Base on futures, commodity or non-commodity or cash markets
with  forward contracts (eg, currencies), or contractual obligations with
corresponding terms with securities based on either of these  A VBS and
VBSI consist of a `price return' plus a security 'entitlement'.  VBSI =
Security Price = Reference Price * Entitlement that  10 reflects the security
structure  A VBS that is directly comparable with a corresponding value
based  theoretical total return index (VBSI-TR) flexibly constructed  The
value based approach to structure securities (VBS - Value Based
Securities ) 15  The entitlement of the security  The creation and
redemption of value based securities based on commodity  futures and
non-commodity based futures or cash market such as currencies  with
forward contracts in an ETF structure VBS-Pairs - that is, un-levered, fully
collateralised long (VBS-L)and short (VBS-S)  



20 securities - of complementary / opposite price risk exposure but
collateral yield in  common and more than one component part deriving
from different individual  underlying assets in any chosen proportions or
maturities and in any combination of  the component parts. Any VBSI so
defined, whether for an individual or composite  VBSI can be matched and
tracked by a correspondingly designed value based 25 security (VBS).
The value of the security (reflected in its price) at any time is equal to the
reference  price multiplied by the entitlement that is a claim on the number
of underlying asset  units that back the security to which a security holder
is entitled per security at  redemption. A change in value of the security
may result from a change in the 30 reference price, or a change in the
entitlement or both. A change in entitlement  may result from the rolling
forward of the underlying assets or a net adjustment  factor (representing
any debits or credit to the security) or either of these, WO 2007/035986
PCT/AU2006/001408  12 This invention provides a particular value based
method for the structuring of  investment securities that are able to be
exchange traded.  Base on futures, commodity or non-commodity or cash
markets with  forward contracts (eg. currencies), or contractual obligations
with 5 corresponding terms with securities based on either of these  A
VBS and VBSIJ consist of a 'price return' plus a security 'entitlement'.
VBSI = Security Price = Reference Price * Entitlement that  reflects the
security structure  The value based approach to structure securities (VBS
- Value Based  10 Securities  The entitlement of the security  The creation
and redemption of value based securities based on commodity  futures
and non-commodity based futures in an ETF structure  VBS-Pairs - that is,
un-levered, fully collateralised long (VBS-L)and short  15 (VBS-S)
securities - of complementary / opposite price risk exposure but  collateral
yield in common Advantageous characteristics for a structured exchange
traded commodity  investment security according to this invention include: 



direct exposure to the commodity price without the having own the  20
physical commodity or trade in futures;  security price tracks the
commodity price;   accessible;  low minimum investment;  trades on a
regulated exchange like an equity or other listed security  25  transparent;
low transaction fees;  ease of transacting, convenient;  negatively
correlated with traditional asset classes;   created and redeemed on
demand 30  able to be borrowed I lent - sold short   marginable, lendable
WO 20 0 710 3 59 8 6 PCT/AU2006/061468  13 Detailed description of
the invention The drawings illustrate the structure and interactions in 4
embodiment of this  invention, Figure 1 illustrates the structure for a
security of this invention in which the security  5 is based on an index
linked to futures and the underlying assets are contracts from  a contract
provider; Figure 2 illustrates the structure for a security of this invention in
which the security  is based on an index linked to futures and the
underlying assets are futures  contracts; 10 Figure 3 illustrates the
structure for a security of this invention in which the security  is based on
an index linked to liquid forward paper contract on an asset contract  and
the underlying assets are forward contracts from a contract provider;
Figure 4 illustrates the structure for a security of this invention in which the
security  is based on index linked to liquid forward paper contract on an
asset contract and  15 the underlying assets are forward contracts of the
forward contract asset market. Figure 1 provides an overview of the
entities and of the process flows in the  creation, trading and redemption
of the asset based security (oil futures) in the form  of an ETF. Figure 1
demonstrates a Security based on an index linked to futures 



20 and the underlying assets backing the security by Contracts. On any
trading day  the Issuer stands ready to, and can create Securities after
receipt of a request from  an Authorised Participant (and no other market
participant), subject to conditions,  on demand. Typically a request is in
response to demand from investors and an  Authorised Participant, of
which there is one or more, provides the Issuer with a 25 Creation
Application Notice to create one or more blocks of the security or Creation
Units priced in relation to the relevant futures contract settlement price to
which the  security is linked through an index. In order to create the
required securities, in this embodiment, the Issuer procures  from a
Contract Provider upon notice given , and the Contract Provider, of which
30 there may be one or more, provides Contractual Obligations under a
Contract Agreement between the parties. Contract obligations of a
contract agreement have  corresponding terms that match the security
based on futures and similarly reflect  entitlements. At any time the value
of a contractural obligation unit is equal to the WO 2007/035986
PCT/AU2006/001408  14 value of the security. A Contract Agreement and
the Contractual Obligations  embedded therein are assets held by the
Issuer that back the securities created  and increase or decrease in
number with security creations or redemptions and in  value automatically
correspond to an increase or decrease in the value of the 5 security
without requiring management intervention, Another consequence of
acquiring assets that have corresponding terms from the Contract
Provider, is that  the management of the roll forward of expiring assets in
the roll process may be  out sourced and is not required to be performed
directly by the Issuer, which  provides the advantage of reducing
management and costs. 10 The Authorised Participant disaggregates the
securities into smaller parcels that  are placed directly with larger
investors, or traded in the regulated exchange  secondary market with
investors, or held as unsold inventory. All market  participants, other than
Authorised Participants, must acquire the securities from  the secondary
market of the regulated securities exchange. 15 Creations are for cash
where the cash supports the acquisition of the underlying  assets and
disposal of the underlying assets provides cash of equivalent value to  the
security holder at redemption. 



Security redemptions are initiated by an Authorised Participant providing a
Redemption Notice to the Issuer requiring the redemption of securities,
similarly to  20 creations, in large blocks. The ETF is designed with a
specific objective to minimize the effects of taxation on  investment assets.
In an unfavourable taxation environment, assets such as  futures that are
required to be rolled forward and replaced with similar asset of later
expiry under an unfavourable taxation structure, results in the diminution
of 25 investment assets and consequently inefficiency and
underperformance.  Accordingly the Issuer, a company whose purpose is
to issue the Security and hold  assets on trust, is constituted to minimise
the effect of an unfavourable taxation  environment because of the
negative impact on investment assets held, particularly  from the rolling
forward of expiring assets and correspondingly the value of the 30
Security. The terms and conditions of the Securities are established
according to a trust  agreement between the Issuer and the Trustee. The
holders of Securities are  recourse limited to the extent of the net assets
held on trust. The Trustee is WO 2007/035986 PCTIAU2006/001408  15
similarly recourse limited. Dependent on the specification of the security
optionally  all, some or none of the daily interest earned on the collateral
funds may accrue to  the value of the security and optionally change with
notice. In an alternative embodiment the Issuer is a Trust where the
security holders can  5 be considered grantors of the trust, A trust
constituted under sections 671-677 of  the United States Internal Revenue
Code 1986 as amended is such a trust.  Optionally to the futures
settlement price used by way of the Reference Price in  pricing the
Security, a futures price of the trading range of the trading day of the
creation application may alternatively conditionally be used. 10 Securities
created or redeemed are settled by electronic settlement that effects
delivery of security holdings certificates against cash and the electronic
holdings  are maintained by a security registry service optionally with the
security creation  alternative payment conditions may b\e permitted.
Figure 2, differs from Figure 1 in that it illustrates a Security based on an
index  15 linked to futures and the underlying assets backing the security
are futures  



contracts, In a security creation, the Authorised Participant who tenders a
Creation  Application to the Issuer, procures futures contracts that are
transferred to the  Issuer by way of known 'exchange for asset' (eg EFP's
and EFS) procedure where  by futures are received by the Issuer and
corresponding Creation Unit(s) are 20 delivered by the Issuer to the
Authorised Participant at settlement typically after 3  business days.
Optionally, the Issuer procures the futures contracts directly.  Figure 3,
illustrates a Security based on an index linked to a liquid forward contract
market on an asset such as a currency and the underlying assets backing
the  security are Contracts from a contract provider based on the forward
contract asset  25 market (currency). Figure 4, illustrates a Security based
on an index linked to a liquid forward contract  market of an asset such as
a currency and the underlying assets backing the  security are forward
paper contracts of the asset market procured by the  Authorised
Participant who tenders a Creation Application to the Issuer, or 30
optionally by the Issuer directly. A preferred embodiment of the invention
will now be described detailing the method  of automatically managing the
pricing, valuing and trading of the security by WO 2007/035986
PCT/AU2006/001408  16 providing a method of calculating the entitlement
on a value basis when rolling one  underlying asset backing the security
into one with a later expiry date, and a  method for creation and
redemption of the security. A specific example of a long security according
to this invention is one based on an  5 oil futures and which can be
exchange traded. Security and Index The structured exchange traded
commodity (or non-commodity) investment  security of this invention is a
value based security (VBS) which is based on and  directly linked to the
performance of an underlying asset (for this example crude oil 10 futures)
through price and entitlement. The performance of the underlying assets
and their linked VBS are measured against an index, in this example, oil
futures,  and the index value is calculated at any time by the reference
price. The security, constructed with the value based approach, in this
example, is  designed to provide and results in unique total return notional
and actual outcomes.  



15 The value based security total return, VBS-TR, consists of a price
return (represented by reference price) and an entitlement return. The
entitlement return  consists of a roll return plus a net adjustment factor.
The net adjustment factor  consists of a collateral return less any costs..
This invention provides the flexibility to custom design VBSI's in asset
composition,  20 proportions and maturities. Examples of indices are a
single asset type based only  on the nearby maturity futures contract (eg
crude oil nearby futures contract  described below), an index for a single
asset type based on more than one maturity  (eg an index consisting of
the first four crude oil futures contracts weighted  40%,30%,20%,10%), or
an index consisting of more than one asset type but similar 25 maturity
(eg a composite index of crude oil, corn and copper, each of nearby
futures contracts or alternatively differing maturity). VBSI so defined,
whether for an individual or composite index, can be matched and
tracked by a correspondingly designed value based security (VBS). 30
WO 2007/035986 PCT/AU2006/001408  17 Security Price For each
Security, the Security Price is equal to the Reference Price multiplied by
the Entitlement of the Security, and expressed in the form S = R x E
where  5 o S is the Security Price o R is the Reference Price (defined
below) o E is the Entitlement of the Security (defined below)  Investment
Return The investment return resulting from each Security consists of: 10
o a change (increase or decrease) in the Reference Price R constructed
to track the relevant underlying asset market, and o a change in
Entitlement  Marker Contract A Marker Contract is a futures contract (in
this example a commodity futures  15 contract for crude oilb that is an
underlying assets on which the Security is based.  



designated to be used in the calculation of the Reference Price A Marker
Contract price that is used to calculate the Reference Price is a market
price or the settlement price (as the relevant circumstances require) 20
Vhe nearest designated Marker Contract is the Current Marker Contract
C, of price  P, and is usually but not always the spot futures contract. The
contract designated to follow the Current Marker Contract is the Next
Marker  Contract C2 of price P2 and is usually but not always sequentially
the next futures  contract. 25 The Next Marker Contract incrementally
becomes the Current Marker Contract for  the next trading day after
completion of each day of the Roll (defined below) For the purposes of
this exposition of the method the Marker contracts are Current  and Next,
but is not limiting on the number of futures contract months (and  therefore
the number of Marker Contracts) that are underlying assets on which the
30 security is based (and on which the Reference Price is calculated) with
the method  modified accordingly. WO 2007/035986 PCT/AU2006/001408
18 The Reference Price The security Reference Price R is designed to
track the price of the underlying  assets on which the security is based.,
The Reference Price of the Security in this example (based on a single
asset index  5 - oil futures) on any trading day is calculated as a simple
weighted average of the  price P, of the Current Marker Contract C,
multiplied by the relevant weight W,, and  the price P2 of the Next Marker
Contract C2 multiplied by the relevant weight 1-W, ,  and expressed in the
form R = P1W1 + P2(1-W1)  10 where o R is the security Reference Price
o P, is the price of the Current Marker Contract C,  o P2 is the price of the
Next Marker Contract C2 o W1 is the weight accorded to the Current
Marker Contract C, at the  15 completion of any calendar day, where 0 <
W, <_ I for any calendar day that is a Roll Day 



W, = 1 for any calendar day that is a Non-Roll Day o P, and P2 are both
market prices of the same time frame during the  trading day or both
Settlement Prices as the relevant circumstances  20 require where the
Settlement Price is the end-of-day price of a futures contract as
determined in accordance with the rules, regulations and  procedures of
the relevant futures exchange and laws of the relevant  jurisdiction. For
any trading day that is a Non-Roll Day outside of the Roll period the
Reference  25 Price R is the Current Marker Contract price P,, that is
R=P,  The Roll The Roll is a process where the underlying assets in the
form of the Current Marker  Contracts are disposed and replaced by the
acquired Next Marker Contracts. 30 The Roll is performed over one or
more trading days up to the maximum number of  trading days as there
exists between the designated Marker Contracts between  which the Roll
is to be performed WO 20071035986 PCTIAU2006/001408  19 where  o
Roll Day is a day t{ on which the Roll process is performed,  (where r is an
integer > 0 ) o Non-Roll Day is any day r{ that is not a Roll Day, where r =
0 5 o trading day is any day , that is not a public holiday, bank holiday,
weekend or, market Disruption Day, on which the  relevant Exchange(s)
or market(s) for the Security  and the underlying asset market are open for
and  able to transact business without Disruption. 10 o calendar day is any
day of the year, c  Value based Roll The method adopted in the Roll
process is a `value' based approach not a  'quantity' based approach as in
prior art roll over of futures. The 'value' based method provides that: 15 o
the value of the underlying assets that back the Security (or securities  



in aggregate) always matches the liability of the Security (or securities  on
issue outstanding o on each roll day the 'value' (not number) of Current
Marker Contracts  C1 disposed of must be replaced by the Acquisition of
Next Marker  20 Contracts C2 of equal 'value' (not number) o the price
ratio (P;/P2), the value equator of the Current and Next  Marker Contracts
is used to determine the number of Next Marker  Contracts to acquire that
are equal in value to the Current Marker  contracts disposed of, (number
of C2 to buy = number of C1 sold x  25 price ratio (PT/P2) o the price ratio
(P1/P2) reflects the investment return, that accrues over  time to investors
attributable to the forward price structure of the  underlying asset (P1>P2 -
backwardation, P1<P2 - contango, P1=P2 - flat) and the Rolling forward of
the underlying assets (futures) and is 30 captured in thei Entitlement of
the Security, (defined below) o the change in the number of futures
contracts represents a change in  the number of futures contracts (or
fraction thereof) backing each WO 2007/035986 PCT/AU2006/001408  20
Security and in the claim to which a holder of the Security is entitled  on
redemption, that is, Entitlement . o the value of the futures contracts that
back each Security matches the  liability of the Security on issue
outstanding, rounded to the nearest 5 contract, o investors gain exposure
to the underlying asset whose investment risk  exposure is sought and
that the underlying asset match that risk  exposure at all times to the full
extent of the Security value, This  eliminates tails and under investment in
the asset risk exposure 10 sought that would otherwise result under a
'quantity' based approach  due to the mismatch of proceeds from disposal
of the Current marker  contract and the funds required to acquire the Next
marker Contract  of equal quantity (number) In contrast to the 'value'
based approach, the 'quantity' base approach provides  



15 that: o a Security equals a set quantity (number or units) of the
underlying  asset - for example 1 barrel of oil or a set number of barrels of
oil  o the rolling forward of the futures contracts from the Current to the
Next Marker contract is performed by disposing of a specified 20 'number'
(quantity) of Current Marker Contracts and replacing them  by acquiring
the same 'number' (quantity) of Next Marker Contracts)  The quantity
based approach has particular problems and deficiencies in the  context of
the Security and ETF structure that the method according to this  invention
solves. 25 One example of this problem is where a market is in
backwardation (where P1>P2).  The dollar amount generated by the
disposal of a specified quantity of Current  Marker Contract C, at price P1
is greater than the dollar amount required to acquire  a Next designated
Marker Contract C2 at P2 of equal quantity resulting a cash tail  (at that
time and thereafter) and results in less than full investment risk exposure
to 30 the underlying assets.. Per Security, the Security Price (value) is
greater than the  value of underlying asset. This results in an under
investment (per Security) in the  underlying risk assets backing the
Security and a mismatch with the value of the  Security WO 2007/035986
PCT/AU2006/001408  21 Another example of the problem with quantity
based roll over is where a market is  in contango (where Pt<P2) and a
quantity (number) mismatching problem arises.  The dollar amount
generated by the sale of each marker futures contract CI at price  P, is not
sufficient to purchase the same quantity (number) of futures contract C2 at
5 P2 to maintain a fix quantity to Security relationship, Entitlement
Entitlement is the claim on the number (including fraction thereof) on the
underlying  asset units or equivalent held per security that back each
Security, to which a  Security holder is entitled per Security at redemption
in cash (or in kind according to  10 the context). A change in Entitlement
reflects a change in the claim per security on the number  (including
fraction thereof), of underlying asset units or equivalent held that back  



each Security. Similarly, on a whole of fund (total Securities outstanding)
basis, Entitlement in  15 aggregate reflects the number of underlying asset
units that back the Securities  outstanding. Changes in Entitlement may
result from o the Rolling forward of the underlying assets (futures
contracts) where  the value difference between Marker Contracts Ci & C2
is captured in  20 the price ratio (PuIP2) on each Roll Day and reflected in
a change in  Entitlement o a Net Adjustment Factor F which is calculated
as the Net of  credits or benefits of any kind (typically expressed as a
percentage) 25 and  debits of any kind (typically expressed as a
percentage)  and,  in any combination, timing, order or otherwise as the
relevant  circumstances require 30 WO 2009/035986
PCT/AU2006/001408  22 The Net Adjustment Factor F is designed to
account for any debit or credit  (accrued or charged, paid or payable as
the case may be and in accordance with  the relevant circumstance), and
to be reflected as appropriate in the Entitlement for  each calendar day. 5
The Net Adjustment Factor F is calculated as one (1) minus the Net of o
debits of any kind (typically expressed as a percentage) including any
costs, charges and expenses of any kind (notional or actual) such as
management expenses and fees, transaction costs, hedging cost,
regulatory and mandatory imposts including taxes and fees accruing 10 or
charged daily periodically or one-off as the case may be that may  be
debited against the security and its underlying assets or any  combination
of these, minus  



o credits or benefits of any kind (notional or actual typically expressed  15
as a percentage) accruing or credited daily, periodically or one-off typically
the collateral return how ever characterized in such forms as  interest,
dividends, bonuses or other credit or benefit or any  combination of these,
and  20 if a circumstance requires application in a particular order, then in
an  order so required where F = (1 - f%) and (r) (F% is the percentage per
annum rate for any debits  25 minus the percentage per annum rate for
any  credits (applied as the relevant circumstances  require) To the extent
that any debit or credit (or the Net thereof) is lumpy, is focused on a
particular point or points in time, the relative size of such debits or credits
or the net  30 thereof may induce arbitrage activities that distort the
secondary market price of the Security in expectation of such debits or
credits being made. This type of market  behavior is common in financial
markets with market participants pricing in, for  example, expected or
actual payment of a share dividend or bond coupon (as WO 2007/035986
PCT/A1J20 0 610 01 4 0 8  23 relevant to the type of security). It may
therefore be preferred to the extent that it is  practical and reasonable to
do so, to spread the component parts of the Net  Adjustment factor over a
period of time. For example, the deduction of a per  annum management
fee or accrue interest on a daily basis across the course of the 5 year
would be reflected as incremental daily changes in Entitlement and
accordingly in the security value and the underlying assets, For a debit the
equivalent value in futures contracts (underlying asset) is removed from
the net  assets of the fund. For a credit the equivalent value in futures
contracts (underlying  asset) is added to the net assets of the fund. 10
Disruption Day A market Disruption Day is a trading day in respect of the
underlying asset where  



the price of the underlying asset is not published or market trading is
disrupted by  limitation of price movement, unplanned market closure or
other market impeding  event. In the event of a Disruption Day the roll
process. defers to the next non 15 disrupted trading day and the roll
proportions adjusted as desired or otherwise  specified, Relationship
between Security Price, Reference Price, the Underlying Assets  and
Entitlement The Security Price is directly linked to the Reference Price
which is directly linked to  20 the value of the underlying assets (oil
futures) which back the Security. By way of  illustration, a 1% change in
the value of the underlying assets results in a 1%  change in the
Reference Price and similarly a 1% change in the Security Price. Per
Security o Security Price S = Reference Price R x Entitlement E = Value
of  25 Underlying Assets Therefore,  o Entitlement E = Security Price S /
Reference Price R  and o Entitlement E = Value of Underlying Assets /
Reference Price R  30 Entitlement Characteristics Entitlement may be
calculated under a number of closely related quantitative forms  which
vary in construction, definitions and constraints. In general each form WO
2007/035986 PCT/AU2006/001408  24 o recognizes that entitlement
calculated for a particular day is a function  of entitlement for a prior day o
may differ in respect of which particular day or days (and these vary  and
overlap in definition between the various forms) it refers (for 5 example - a
calendar, Roll, Non Roll, Trading or Non Trading day) in  its computation
to arrive at a value of entitlement for a security on a  particular day o
explicitly (calendar day basis) or both explicitly and implicitly (Trading  day
basis) calculates Entitlement for each day of the year. 10 o for a day on
which entitlement for each form can be calculated, each  



form will give the same entitlement value of the security o is value based
as represented in this invention and accordingly  includes value based
ratio weights o incorporates a Net Adjustment Factor (or equivalent) but
may differ in  15 the manner of its incorporation. For example it may be
applied as a  single number independent of an Entitlement ratio based
form or  embedded in the weights associated with the element of
Entitlement  in respect of each Marker Contract that sum to Entitlement. o
maintains the identity of Asset = Liabilities automatically without the  20
need for rebalancing o provides the flexibility for the amount (proportion)
rolled on a Roll Day  to vary from the proportion rolled on another Roll Day
of the Roll  period, or for the proportion rolled each day to be in equal
proportions o provides the flexibility to accommodate market Disruption
Days.  25 Entitlement Quantitative Forms Four variations of the
entitlement calculation are presented, two under each of two  general
forms. Variations of the Entitlement formulations provided, including but
not limited to such things as variations in construction, specified criteria,
definitions 30 and constraints obvious to one skilled in the art are
variations of the invention. WO 2007/035986 PCT/AU2006/001408  25
Entitlement - Variation (A) Entitlement calculated for any calendar day that
is a Non Roll Day outside or within  a Roll period, or that is a Roll Day of a
Roll period. Derivation of Entitlement 5 The following derivation is
provided for Entitlement on a calendar day basis firstly  without and then
with the incorporation of a Net Adjustment Factor for a Non Roll  Day
outside or within a Roll period, and for a Roll Day of a Roll period,
resulting in  added complexity. Entitlement for a Non-Roll Day 10 For any
calendar day c that is a Non-Roll Day r and there is no Net Adjustment
Factor to be accounted for, Entitlement is equal to the previous calendar
day's  



Entitlement and expressed quantitatively in the form E(.) = E(~_I)  and 15
for any calendar day c that is a Non-Roll day r and there is a Net
Adjustment Factor  to be accounted for, Entitlement is equal to the
previous calendar day's Entitlement  multiplied by the Net Adjustment
Factor F and expressed quantitatively in the form  E(c) = E(o-t) x F where
20 c E(,) is Entitlement for a calendar day c for a Non-Roll Day in  respect
of r where r = 0 o E(,l) is the Entitlement on the calendar day prior to
calendar day c  o c is a calendar day to which there is a corresponding r o
F is the Net Adjustment Factor  25 Entitlement for a Roll Day of a single
Roll period with no Net Adjustment Factor  At the completion of each Roll
Day r: o the proportion (or number representing the proportion) of C,
contracts  (underlying assets) is the Un-Rolled amount (ie.the amount not
yet 30 Rolled), This Un-Rolled amount can be equally defined by its
complement, that is, 1 minus the sum of the proportion of C1 contracts
Rolled on the current Roll Day and each prior Roll Day of a Roll  period
WO 2007/035980 PCT/AU2 0 061001 4 0 8  26 o the proportion (number)
of C2 contracts is an amount equal to the sum  of the proportion of Ci
contracts Rolled on the current and prior Roll  Days of a Roll period
multiplied by the Price Ratio Pl(r)/P2(r) applicable  for the relevant Roll
Day r, 5 o the value of C, and C2 contracts at the completion of any Roll
Day r  is calculated by multiplying the number (corresponding to the
proportion) of Un-Rolled Ci  contracts (consisting of units per contract for
example 1000  barrels per oil futures contract) multiplied by price PI, 



10 plus  the number (corresponding to the proportion) of C2 contracts
(consisting of units per contract) resulting from the Roll  multiplied by price
P2 15 The proportion (number) of C, contracts Rolled on each Roll Day r
may be  weighted equally or may vary (not be equally weighted) and is
represented by  JI (r). Per Security at the completion of each day r  the
proportion (number) of C, contracts is  20 Wl(r) where W1(r) =1JI(n)
Zhasarange n=1tor and ZJI(n)=1 Zhasarange n=1 tod   the proportion
(number) of C2 contracts is 25 W (r)  where  W$(r) _ Z {Ji(n)x
(Pl(n)/P2(n))} Z has a range n=1 tor,  and ZJi(n)=1 Zhasarange n=1tod
the value of the C1 contracts is:  30 . PI(r) N W1(r)  the value of the C2
contracts is  P2(r) x W$(r) where WO 2007/035986 PCT/AU2006/001408
27 o C1 is the Current Marker Contract  o C2 is the Next Marker Contract
o P1(r) is the price of the Current Marker Contract C1 on day r  o P2(r) is
the price of the Next Marker Contract C2 on day r 5 o VV, f,) is the weight
(proportion) accorded to the Current Marker  Contract C 1 reflecting C, not
yet rolled at the completion of day  r, where Wi(r) = 1 - J1(n) has a range,
n = 1 to r in the Roll period  



V VI(,) = 1 for a Non-Roll Day r = 0 outside the  10 period Roll, W, (r_1) is
the weight for the  immediate day prior o J1(r) is the weight (proportion) of
Cl Rolled on a day r, where  ZJ1(n)=1 Z has a range n = 1 tod and 15
J1(r) = 1/d only where the amount Rolled is equally weighted  during the
Roll for each day r W1(r) may also be expressed in various forms for an
equally  weighted Roll including, W1(r) = (d-r)/d or 1-(rid) or I - 7(11d)  20
where I has a range n=1 to r o d is the total number of Roll Days on which
the Roll takes place  o r for a Roll Day r, is greater than 0 (zero), has
integer values of 1  through d that correspond to the number of the Roll
Day, there  is a corresponding calendar day c referring to the same day 25
and, for a Non-Roll Day r, has a value of 0 (zero), there is a
corresponding calendar day c referring to the same day o n is an integer
counter o W$iq is the weight that equates the value of C,1 sold to the
value of  30 C2 bought in-the Roll process at the completion of each day r,
and W$(r) = 7 {J1(n) X (P1)n)/P2(n))) 7 has a range n = 0 to r WO
2007/035986 PCT/AU2006/001408  28 o R(r) is the Reference Price on
day r  o E is Entitlement for day r o c is a calendar day to which there is a
corresponding r  Since 5 Entitlement = Value of Underlying Asset 1
Reference Price  then Entitlement for each Roll Day r for a Roll period
(with no Net Adjustment Factor) is  



calculated as follows: Roll Day I 10 E(I) = {(P1ro x (1 - J5(1))) + (Pa(1) x
J1(I) x (Pa(l) /P2 (1)))) / {(P5(5) x (1 - Ja(i))) + (P2(1) X( Ji(1))}  Roll Day 2
E(2) = ((P1(2) x (1 - W5(1)+ J1(2))) + (P2(2) X (Ja(i) x T1(i) /P2t1))) +
(J1~2) x (P1(2)/P2t2))))} / {(P1(2) x  (1 - (Ji(1)+ J1(2))) + (P2(2) x(J1(1)+
J1(2)))) and so forth to the completion of d Roll Days. 15 Entitlement for a
single Roll period can be expressed quantitatively in a more  general form
such that the completion of each Day of the Roll E(n = {(P1v) x (1 - Z
J1(r))) + (P2O X Z (J1(1) X (P1(.)/P2(r))))} I {(P1(r) x 1 - J1(,)) + (P2(1) N(
J1(,)))  Or 20 E(r) = {PI(,) x Wl(r) + P2(r) x M(r)} / R(r) The expression for
Entitlement in this form is limited to the calculation of  Entitlement for a
single isolated Roll period, does not provide a link to an  Entitlement value
of a Non Roll Day prior to or within the Roll, or accommodate a  25 Net
Adjustment Factor F. A construction of E(r) = E(r-i) x f(P1lr) x W1(r)) +
(P2(r) X W$(r)) ( R(r)) X F does not yield Entitlement values that maintain
the identity of Assets equals  Liabilities except for the first calculation dayj
30 Linking Entitlement for a calendar day that is a Roll Day (r) to the prior
Roll Day  (r-1) Since E(r) = {Pl(r) x Wilr) + P2(r) x W$(,)) / R(r) (equation 1)
WO 2007/035986 PCT/AU2006/001408  29 and for an immediately prior
day that is a Roll Day E(r-l) _ {P1(r-1) x WI(r-1) + P2(r-1) x W$(r-1)} / R(r-i)
(equation 2)  Dividing equation I by equation 2, rearranging, and
incorporating the Net  Adjustment Factor, Entitlement is expressed
quantitatively in the form: 5 E(r) = E(r-1) x [{Path x W)(r) + P2(1) x W'(,)} /
R(r)] / [{P1(rd) x W1(11)+ P2(r-1) x Ws(r_i)} / R(,))] x F  



In more general form on a calendar day basis 10 For any calendar day c
that is a Roll day r (except a Disruption Day) and there is a  Net
Adjustment Factor to be accounted for, Entitlement is equal to the
previous  calendar day's Entitlement multiplied by a value based
entitlement ratio of the  current and the prior Roll Days multiplied by the
Net Adjustment Factor F, is  expressed quantitatively in the form 15 E(<) =
E(c-l ) x [{Pa(r) X W1(r) + P2(1) x Wrra) / R(,)]) [{P1(,i) x W1(r-i)+ P2(r_1)
X W$(r.a)} / R(r-t)] X F  and (restating from above), 20 for any calendar
day c that is a Non-Roll day r and there is a Net Adjustment Factor  to be
accounted for, Entitlement is equal to the previous calendar day's
Entitlement  multiplied by the Net Adjustment Factor F and expressed
quantitatively in the form  E(c) = E(c_l) x F 25 where o E(~) is Entitlement
for a calendar day c for any Non-Roll Day r  where r = 0 o E(0_l) is the
Entitlement on the calendar day immediately prior to  calendar day c 30 o
c is a calendar day to which there is a corresponding r  o F is the Net
Adjustment Factor o P1(r) is the price of the Current Marker Contract C1
on day r  o P2(r) is the price of the Next Marker Contract C2 on day r WO
2007/035986 PCT/AU2006/001408  30 o W1 (r) is the weight (proportion)
accorded to the Current Marker  Contract C1 reflecting C1 not yet rolled at
the completion of day  r, where W1(r) = I - J1(n) has a range, n = 1 to r in
the Roll period  5 Wl(r) = 1 for a Non-Roll Day r = 0 outside the  period
Roll, W1(r-1) in the Roll is the weight of the prior Roll Day  o J1(r) is the
weight (proportion) of C1 Rolled on a day r, where  



ZJ1(n)=1 Zhasarange n=1 tod and 10 J1(r) = 1/d only where the amount
Rolled is equally weighted  during the Roll for each day r o d is the total
number of Roll Days on which the Roll takes place  o r for a Roll Day r, is
greater than 0 (zero), has integer values of 1  through d that correspond to
the number of the Roll Day, there 15 is a corresponding calendar day c
referring to the same day  and, for a Non-Roll Day r, has a value of 0
(zero), there is a  corresponding calendar day c referring to the same day
o n is an integer counter 20 o W$(1) is the weight that equates the value
of C1 sold to the value of  C2 bought in the Roll process at the completion
of each Roll  Day r, and W(r) = Z {J1(n) x (P1(n)/P2(n))} X has a range n =
0 to r  o R(r) is the Reference Price on day r 25 Defining Entitlement for
any calendar day in Single Expression  If for any day other than a Roll
Day P1(r) I W1(r) I P2(r) x W$(r)} I R(r)] I ]{P1(r-1) x W1(,-1)+ P2(r-1) X
W$(r-1)) I R(r-1)]  is defined to equal one (1), then Entitlement for any
calendar day may be 30 expressed quantitatively in the form of a single
expression x [{P1(r) x W1(r) + P2(r) x W2(r)) / R(r)] / [{Pt(r-1) x WI(r 1)+
P2(r-1) x Mr-1)} / R(r-1)] x F WO 2007/035986 PCT/AII2006/001408  31
Entitlement - Variation (B) Entitlement Calculated for any Trading Day An
alternative variation provides for Entitlement to be calculated for any
trading day  within and outside the Roll period using the same general
structure as Entitlement  5 for a calendar day in variation A. Entitlement
E(t) for a trading day t outside a Roll period (that is not a Disruption Day)
is E t) = E(t) x F(m)  



10 where o E(t) is Entitlement for a trading day t o E0t.1) is Entitlement on
the trading day prior to trading day t  o t is a trading day that is not a
Disruption Day o F is the Net Adjustment Factor 15 o m is an integer
counter in respect of F that is the number of days  equal to the current
trading day plus the number of non trading  days since the prior trading
day where F(m) Entitlement E(t) for a trading Day (that is not a Disruption
Day) that is a Roll Day and  20 there is a Net Adjustment Factor to be
accounted for is equal to the previous  trading day's Entitlement multiplied
by a value based entitlement ratio of the current  day and prior trading day
multiplied by the Net Adjustment Factor F (accounting for  the number of
days since the prior trading day including the current trading day)  and is
expressed as 25 E(t) = E(t-p X [(Pa(r) x Wl(r) + P2(r) x W(r)} / R(l)] /
[(P1(r-t) x Wi(r-i)+ P2(rq) X W$(r-i)} / R(t-q] x F(m)  where o E(t) is
Entitlement on a trading day tin respect of a Roll day r  30 o E(t-,) is
Entitlement on the trading day prior to trading day t o t is a trading day to
which there is a corresponding r and is not a  Disruption Day o F is the
Net Adjustment Factor WO 2007/035986 PCT/AU2006/001408  32 o m is
an integer counter in respect of F that is the number of days  equal to the
current trading day plus the number of non trading  days since the prior
trading day where F(m) o Pl(r) is the price of the Current Marker Contract
C, on trading day t  5 0 P2(r is the price of the Next Marker Contract C2 on
trading day t o W,(r) is the weight (proportion) accorded to the Current
Marker  Contract C1 reflecting C1 not yet rolled at the completion of
trading day t that is a Roll day r, where 



W5(r) = I - Jl(n) Z has a range, n = 1 to r in the Roll period  10 WI(r-o) = 1
fora trading day outside the  Roll period Wl(r-l) is the weight for the prior
trading day  o Jl(1) is the weight (proportion) of Ci Rolled on a day r,
where  Z,1;(n)=1 Zhasarange n=1 tod and 15 Jl(r) = 1/d only where the
amount Rolled is equally weighted  during the Roll for each day r o d is the
total number of Roll Days on which the Roll takes place  o r for a Roll Day
r, is greater than 0 (zero), has integer values of 1  through d that
correspond to the number of the Roll Day, there 20 is a corresponding
Trading day t referring to the same day  and, for a Non-Roll Day r, has a
value of 0 (zero), there is a  corresponding Trading day t referring to the
same day o n is an integer counter 25 o W5(1) is the weight that equates
the value of C1 disposed to the value  of C2 acquired in the Roll process
at the completion of each  Roll day r, and M$ r) _ I {J;(n) x (Pl(n)/P2(n))} >
has a range n = 0 to r  o R(t) is the Reference Price on trading day t 30 If
the net adjustment factor F for days (non trading and trading) accounted
for by m  in F(m) is the same for each such day, then by way of
illustration, on a Monday WO 2007/035986 PCT/AU2006/001408  33
trading day following a weekend where interest accrued and management
fees  charged are the same for each day (that is F is the same for
calendar days - Saturday, Sunday, Monday), then F(m)=F3.  5 If the net
adjustment factor for such days differ from each other, for example an
additional one-off fee or expense was charged on the Monday, then F(m)
is  disaggregated into its component parts applicable for each calendar
day such that  



F(m) = - F(c) X F(c-1) X F(c-2) Entitlement for a trading day differs from
Variation (A) in that entitlement is  10 calculated only on a trading day and
automatically incorporates any factors  affecting entitlement by way of the
Net Adjustment Factor implicit in respect of any  non trading day since the
prior trading day. Defining Entitlement for any trading day in Single
Expression Since for any trading day other than a trading day that is a Roll
Day (and that is not  15 a Disruption Day) [(PH(r) X W1M + P2(r) x W'(r)} /
R(t)j / [(Pi(r--a) X WI(r-I)+ P2(r_I) X WO(r_1 } / R(t-,)j  is equal to one (1),
then Entitlement for any trading day may be expressed  quantitatively in
the form of a single expression 20 E(t) = E(t-,) X [(Pt(r) X VV1(r) + P2(r) x
W$(r)} / R(t)] / [(P,(r.,) x W,(11)+ P2(r-1) x W$(r-i)} / R(j_,)] x F(m)
Entitlement -Variation (C) This variation (C) is an alternative to variation
(A) for calculating Entitlement for any  25 calendar day - that is for a Non
Roll Day outside or within a Roll period and for a  Roll Day of a Roll
period. However, formulaic construction differs in that the  Entitlement is
disaggregated into component parts in respect of Marker Contracts  C,
and C2 to which it is attributable, and the net adjustment factor applied
with the  relevant weight of the parts which are then summed. 30
Entitlement for a Non-Roll Day As in variation (A), for any calendar day c
that is a Non-Roll day r (outside or within  a Roll period) and there is a Net
Adjustment Factor to be accounted for, Entitlement WO 2007/035986
PCT/AU2006/001408  34 E(c) is equal to the previous calendar day's
Entitlement E(a.,) multiplied by the Net  Adjustment Factor F and
expressed quantitatively in the form E(.) = E(c.1) x F  5 where o E(,) is
Entitlement for a calendar day c for any Non-Roll Day in  respect of r
where r = 0 o E(,_l) is the Entitlement on the calendar day immediately
prior to  



calendar day c 10 o F is the Net Adjustment Factor o c is a calendar day
to which there is a corresponding r  Entitlement for any calendar day that
is a Roll Day of a Roll period In the Roll process there are distinct
elements of Entitlement in respect of Marker  Contracts that can give rise
to changes in Entitlement, and the Entitlement 15 calculation for each
element is distinctive. The construction of this variation  incorporates the
Net Adjustment Factor by applying it within each element which  then sum
to Entitlement of the security. There is more than on way to structure
such a variation and the following is one approach. Derivation  20 The
elements of entitlement in this variation C that together make up
Entitlement E  are: o Ex Entitlement in respect of the proportion of Ci
contracts not yet  Rolled o Ev Entitlement in respect of the proportion of Ci
contracts Rolled  25 into C2 contracts on the current Roll Day and
previously rolled on prior  Roll Days of the Roll period Therefore  E=Ex+Ev
P1 in respect of Ex and P2 in respect of Ey are each weighted in the Roil
process. 30 As with other variations the proportion Rolled each day may
vary or be equally  weighted and the proportion of C1 contracts rolled
each Roll Day.gives rise to a  corresponding weight in respect Pi of C1
and P2 of C2. Unlike variations (A) and  1,B) that adopts a ratio approach
where the Net Adjustment Factor is applied WO 2007/035986
PCT/AU2006/001408  35 independently of the weights W1(r) and Wa(r),
in this variation the Net Adjustment  Factor is embedded within the
weights which are represented by Ex in respect of P1  and Ey in respect
of P2 such that for a Roll Day r Ex(r) _ (Pi(r) x Ex(r)) / R(r)  5 Ey(r) = (P2(r)
x Ey(r)) / R(r) Combining these elements yields an expression for
Entitlement E(,) for a calendar  



day that is a Roll Day r in the form of E(c) _ {(P1(r) x Ex(r)) + (P2(r) x
Ey(r))) / R(r) 10 The following tables illustrate the form of, Ex(r), and Evcr)
for a 5 day Roll. In Table 1,  Roll days are consecutive to the completion
of the Roll. In Table 2, Roll days are  both consecutive and non
consecutive with Non-Roll days occurring after the  commencement and
before the completion of the Roll period. TABLE 1 15 Day Ey E t  S c, r=0
E(c) M c, r=1 Ex(i) = Ex(o) x d1Ni(,)/ WI(o)) x F Ey(r) = {Ex(o) x (J,(,)
Pi(l)/P2(t))} x F T c, r=2 Ex(2) = Ex(l) x (W1(2)/ W1(1)) x F Ey(2) = [{Ex(w)
x (Jt(2) x PI(2)/P2(2))}+ Ey(1) l x F  W c, r=3 Ex(3) = Ex(z) x (Wi(a)/ Wl(2))
x F Ey(a) = [{Ex(z) X (43) X Pt(3)/P2(a))} + Ev(z) ] x F  20 T c, r=4 Ex(4) =
Ex(a) x (W,(4)/ W1(3)) x F Ey(4) = [{Ex(3) x (J1(4) X P,(4)!P2(4))} + Ey(3) j
x F F c, r=5 Ex(5) = Ex(4) X (VV,(s) W1(4)) x F Ey(5) = [{Ex(4) x (JI(s X
Pl(s)/P2(s))} + Ev(4) } x F  S c, r=0 E(0) TABLE 2 25 Day E_m t r  M c, r=0
E(0) T c, r=1 EX(t) = Ex(o) x (W4(t)/ W,(o)) x F Ey(l) _ {Ex(o) x (J,(,) X
p)(l)/P2(,))} x F W c, r=2 Ex(z) = Ex(l) x (W1(2)I W(1)) x F Ey(2) = [{Ex(,) x
(J,(2) X Pr(2)/P2(2))} + Ev(,) l x F  T c, r=3 Ex(3) = Ex(2) x (Wt(3)! WI)2) x
F Ey(3) = [{Ex(z) x (Jt(3) X Pl(3)/Pz(a))} + Ey(2)) x F  30 F c, r=4 Ex(4) =
Ex(3) x (W(4)1 W1(3)) x F Ey(4) = [{Ex(s) x (JI(4) X P1(4)/P2(4))} + E,(3)]
x F  S c, r=0 E(o) S c, r=0 E(c) M c, r=5 Ex(s) = Ex(4) N (W,(5)/ W1(4)) x F
Ey(s) = [{Ex(4) x (J,(5) x Pus)IP2(5))} + Ev(4)) x F  T c, r-0 E(0) WO
2007/035986 PCT/AU2006/001408  36 Therefore  Ex(r) = Ex(r-1) X (W1
(r)/ W1(r-1)) x F(m) Ey(r) = {Ex(n.1) X (1/ WI(n-1)) X (J1(,) x P1(n)/P2(n)) x
F(m)}  _ Ey(n) 5 Where Z has a range n = 1 to r such that Ey(I) + Ey(2) +
...... + (Ey(r)  



Entitlement E(c) on a calendar day which is a Roll Day of a Roll period
expressed in  the form E(c) _ {(P1(,) x Ex(r)) + (P2(r) x Ey(r))} / R(r)  10
may therefore also be expressed as E(c) = [ {P1(r) x E,(,-,) x (W1(r)/
WI(r-1)) xF(m)} + {P2(r) X I (Ex(n_1) x 1/ W1(,.1) X (J1(n) X P1(n)/P2(n))
xF(m)} - R(,)  where o E(c) is Entitlement for a calendar day c for any Roll
day in  15 respect of r where r > 0 o c is a calendar day to which there is a
corresponding r  o P1(r) is the price of the Current Marker Contract C1 on
day r  o P2(1) is the price of the Next Marker Contract C2 on day r o W1(r)
is the weight (proportion) accorded to the Current Marker  20 Contract C1
reflecting C1 not yet rolled at the completion of  day r, where W1(r) = 1 - I
J;(n) .has a range, n=1 to rl in the Roll  period W1(r) = 1 for a Non-Roll
Day r = 0 outside the period  25 Roll, W1(r.1) in the Roll is the weight of
the prior Roll  Day o 40 is the weight (proportion) of C1 Rolled on a day r,
where  I J1(n) = 1 7 has a range n=1 to d and  30 J1(r) = 1/d only where
the amount Rolled is equally weighted during the Roll for each day r  o F
is a Net Adjustment Factor WO 2007/035986 PCT/AU20061001408  37 o
m is an integer counter in respect of F that, is the number of  calendar
days equal to the current Roll Day plus the  number of days since the prior
Roll day within a Roll period  where F(') 5 c Ex(0 = Ex(r-1) X (W1(r)/
W1(r-1)) xF(m)  



except where a Roll Day (r>0) follows a Non Roll Day (r=0)then Ex(r-1) =
E(c.1) (ie entitlement for the prior calendar day)  o Ey(r) _ {Ex(n.1) x (1l
W1(,1)) x (J1(n) x P1tn)/P2(n)) x F(m)) 10 = Ey(n) where has a range n =
1 to r such that Ey(1) + Ey(2) + ...... + (Ey(r)  o R(r) is the security
Reference Price on day r where R(r) = Pur)W1(r) + P2(r)(1-W1(r)) o d is
the total number of Roll Days on which the Roll takes  15 place o r for a
Roll Day r, is greater than 0 (zero), has values of 1  through d that
correspond to the number of the Roll Day,  and for which there is a
corresponding calendar day c  referring to the same day 20 and, for a
Non-Roll day r, has a value of 0 (zero), and for which  there is a
corresponding calendar day c, referring to the  same day o n a is an
integer counter  25 Entitlement - Variation (D) Entitlement Calculated for
any Trading Day This variation (D) is an alternative to variation (C) for
calculating Entitlement, It  provides for Entitlement to be calculated for any
Trading Day within and outside the  30 Roll period using the same general
structure as Entitlement for a calendar day articulated in variation C where
Entitlement is disaggregated into component parts  in respect of Marker
Contracts C1 and C2, and the net adjustment factor applied  within the
relevant weight of the parts which are then summed to Entitlement. WO
2007/035986 PCT/A020061001408  38 Entitlement E(t) for a Trading Day,
outside a Roll period (that is not a Disruption  Day) is 5 E(t) = Eft-1) x F(m)
where 



o E(t) is Entitlement on a trading day t o E(t_l) is Entitlement on the trading
day prior to trading day t  o t is a trading day that is not a Disruption Day
10 o F is the Net Adjustment Factor o m is an integer counter in respect of
F that is the number of days  equal to the current trading day plus the
number of non trading  days since the prior trading day where F(m)
Entitlement E(t) for a Trading Day that is a Roll Day (that is not a
Disruption Day)  15 within a Roll period and there is a Net Adjustment
Factor to be accounted for.  E(t) = EX(r) + Ey(r) P1 in respect of Ex and
P2 in respect of Ey are each weighted in the Roll process.  20 As with
other variations the proportion Rolled each day may vary or be equally
weighted and the proportion of C1 contracts rolled each Roll Day gives
rise to a  corresponding weight in respect P1 of C1 and P2 of C2, Unlike
variations (A) and (B)  that adopts a ratio approach and the Net
Adjustment Factor applied independently  of the weights W1(r) and Wa(r),
and similarly to variation C, in this variation the Net 25 Adjustment Factor
is embedded within the weights which are represented by E. in  respect of
P1 and Ey in respect of P2 such that for a Trading day t that is a Roll Day
r Ex(r) _ (P1(r) x Ex(r)) /. R(r)  30 Ey(r) _ (P2(r) x Ey(r)) I R(r) Combining
these elements yields an expression for Entitlement E(t) for a Trading
Day that is a Roll Day r in the form of WO 2007/035986
PCT/AU2006/001408  39 E(t) _ {(P1(r) x Ex(r)) + (P2(1) x Ey(r))} I R(t) The
following table illustrates the form of, Ex(,), and Ey(r) for Trading days t for
a 5  day Roll (d=5 and r = 1 to 5) with Non Trading days nt on the
weekend. 5 TABLE Day Exrr Equ  M t, r--0 E(t) T t, r- -I Ex(1) = E(o) x
(Wt(t)/ W1 (c)) x F Ey(1) = {E(t-1) x (Jl(i) x P7(t)/P2(1))} x F W t, r=2 Ex(2)
= EX(i) x (W1(2)/ W1(1)) x F Ey(2) = [{Ex(7) X (J1~2) X P1(2)/P2(2))} +
Ey(j) l x F  



10 T t, r=3 Ex(s) = Ex(2) X (W1(3)/ W1(2)) X F Ey(s) _ [{Ex(2) x (J1(3) M
Pus)/P2(3))} + Ey(2) ] x F  F t, r=4 Ex(4) = Ex(s) x (W1(4)/ WI(3)) x F
FY(4) = [{E;(3) x (J1(4) X P1(4)/P2(4))} + Ey(3)) x F  S, nt S, nt M t, r=5
Ex(3) = Ex(4) X (W1(5)1 W1(4)) x F3 Ey(s) = [{Ex(4) x (J1(5) X
P1(3)/P2(s))} + Ey(a)) X F3  15 T t, r=0 E(t) Therefore  Ex(r) = Ex(r-1) x
(WI(,)/ Wt(r-1)) x Plm)  and x 1/ W 20 Ey(r) = {Ex(n-i) ( ) x (J1(n) X
Pt(n)/Pz(n)) x P(m}1  Z Ey(n) where has a range n = I to r such that Ey(1)
+ Ey(z) + .....+ (Ey(r)  Entitlement E(t) on a Trading day which is a Roll
Day of a Roll period expressed in  25 the form E(t) = {(P1(,) x Ex(r)) +
(P2(r) x Ey(r))} / R(t)  may therefore also be expressed as E(t) = [ {P1(r) x
Ex(r.1) x (Wi(r)/ WI(r-I)) xF(m)} + {P2(r) X Z (Ex(n-1) x 1/ W16n-1) x (J1(n)
x P1(n)/P2(n)) XF(m))} + R(t)  30 where o E(t) is Entitlement on a trading
day tin respect of a Roll day r  where r > 0 o E(t-1) is Entitlement on the
trading day prior to trading day t WO 2007/035986 PCT/AU2006/001408
40 o t is a trading day to which there is a corresponding r and is not a
Disruption Day o Ex(r) = Ex(r-t) x (WI(r)/WI(,-1)) xF(m) o Ey(r) = 7 (Ex(o-t)
x (1/ W1(n-1)) x (31(n) x P1(n)/P2(n)) x F(m)}  5 = 7 Ey(n) where I has a
range n= 1 to r such that Ey(1) + Ey(2) + ...... + (Ey(r)  o Ex(r-1) Ex(r) of
the prior trading day and where Ex(r_1) = Ex(o) = E(c) 



o F is the Net Adjustment Factor 10 o m is an integer counter in respect of
F that is the number of days  equal to the current trading day plus the
number of non trading  days since the prior trading day where F(m) o Pl(r)
is the price of the Current Marker Contract C1 on trading day t  o P2(r) is
the price of the Next Marker Contract C2 on trading day t 15 o W (r) is the
weight (proportion) accorded to the Current Marker  Contract C1 reflecting
C1 not yet rolled at the completion of  trading day t that is a Roll day r,
where W1(r) = 1 J1(n) 7 has a range, n = 1 to r in the Roll period  W1(r_o)
= 1 for a trading day outside the  20 Roll period W1(r.1) is the weight for
the prior trading day  o J1(r) is the weight (proportion) of C1 Rolled on a
day r, where  25 ZJ1(n)=1 7hasarange n=1tod and J1(r) = 1/d only where
the amount Rolled is equally weighted  during the Roll for each day r o d is
the total number of Roll Days on which the Roll takes place  o r for a Roll
Day r, is greater than 0 (zero), has integer values of 1  30 through d that
correspond to the number of the Roll Day, there is a corresponding
Trading day t referring to the same day  and, WO 2007/035986
PCT/AU2006/001408  41 for a Non-Roll Day r, has a value of 0 (zero),
there is a  corresponding Trading day t referring to the same day o n is an
integer counter o R(t) is the security Reference Price on trading day t  5
where R(t) = Pi(r)Wi(r) + P2(r)(1-Wi)r))  Creations, Redemptions and
Secondary Marke~ Under an exchange traded fund (ETF) structure
securities may be created and  redeemed on demand on any trading day
that is not a disruption day. The primary  10 issuance a securities is
typically only available to approved participants (AP's) via 



subscription who place the securities with investors or on-sell them to
investors in  the secondary market typically a regulated stock exchange.
The securities are  tradeable in the secondary market typically a regulated
stock exchange providing  investors and AP's with the ability buy and sell
the securities. 15 Excepting there may be transaction costs, for a security
on a non disrupted trading  day the creation price is equal to the
redemption price. Thus  Security Price = Reference Price x Entitlement =
Creation Price = Redemption  Price = Underlying asset price x
Entitlement. 20 The security typically confers no right to the underlying
assets at redemption.  Rather the security holder is entitled to the
equivalent value of the underlying  assets per security in cash. The
creation or redemption value of the Security is  based on the settlement
price or a market traded price as permitted The ability for approved
participants to create and redeem securities at fair value on  25 demand
on any non disrupted trading day in pursuit of arbitrage profits from
deviations from fair value has the affect of limiting tracking error of the
security. In other embodiments of this invention the form of underlying
asset held that  backs the security is optionally:  futures contracts 30 .
contractual obligations with corresponding terms that match the Security
based on futures contract  liquid forward market paper contracts WO
2007/035986 PCTIAU20 0 610 01 4 0 8  42 contractual obligations with
corresponding terms that match the Security  based on forward market
paper contract terms From the above it can be seen that this invention
provides a security based on  5 futures, commodity or non-commodity,
that can be exchange traded in a  transparent way with an easily
calculated entitlement attributable to the roll and any  adjustments that
leaves no mismatch at rollover and does not require rebalancing.  Those
skilled in the art will realize that this invention may be implemented in a
range of various embodiments without departing from the core teaching of
this 10 invention. 



MCSLLP  43 CLAIMS  1. A computer program for managing an exchange
traded, structured  investment security which is based on an asset and is
linked through its 5 entitlement and reference price to the value or
performance of the asset as  measured against an index, the said asset
having a forward price structure, a  forward market, and an expiration
date, in which the program provides for the  asset to be rolled forward into
another asset with a later expiry date and  calculates the Security Price by
the formula 10 S = R x E  where  S is the Security Price  R is the
Reference Price E is the value based Entitlement of the Security.  15 2. A
computer program for managing an exchange traded, structured
investment security as claimed in claim 1 in which the reference price is
calculated by the formula R = P1W1 + P2(1-W1)  20 where o R is the
security Reference Price o P, is the price of the Current Marker Contract
C,  o P2 is the price of the Next Marker Contract C2 o W, is the weight
accorded to the Current Marker Contract C, at  25 the completion of any
calendar day, where 0 5 W1 5 1 for any calendar day that is a Roll Day
W, = 1 for any calendar day that is a Non-Roll Day P1 and P2 are both
market prices during the trading day or both end-of- day prices as the
relevant circumstances require where the end-of-day  30 price is the
published price for the asset contract as determined in accordance with
the rules, regulations and procedures of the relevant  asset market and
laws of the relevant jurisdiction. 



MCSLLP  44 3. A computer program for managing an exchange traded,
structured  investment security as claimed in claim 1 in which the
reference price against  an index is calculated by the formula 5 R = P1W1
+ P2(1-W1)  where o R is the security Reference Price o P1 is the price of
the Current Marker Contract C1  o P2 is the price of the Next Marker
Contract C2 10 o W1 is the weight accorded to the Current Marker
Contract C1 at  the completion of any calendar day, where 0 s W1 <_ 1 for
any calendar day that is a Roll Day  W1 = 1 for any calendar day that is a
Non-Roll Day P1 and P2 are both market prices of a future contract during
the trading  15 day or both end-of-day prices as the relevant
circumstances require  where the end-of-day price is the Settlement Price
of a futures contract  as determined in accordance with the rules,
regulations and procedures  of the relevant futures exchange and laws of
the relevant jurisdiction. 20 4. A computer program for managing an
exchange traded, structured  investment security as claimed in claim 1 in
which entitlement is the claim on  the number (including fraction thereof)
on the underlying asset units or  equivalent held per security that back
each security, to which a security holder  is entitled per security at
redemption. 


