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METHOD AND SYSTEM FOR CREATING OR
MANAGING RECOMMENDATION BASED FUNDS

SPECIFICATION

FIELD OF THE INVENTION

The present invention relates to a method of creating or managing an

investment fund.

BACKGROUND OF INVENTION

Numerous financial institutions routinely issue recommendations on
securities and financial instruments that are traded on the financial markets. These
recommendations are usually based on the financial institution’s evaluation of the
prospects for the particular financial instrument, the underlying business conditions,
etc. Although, the investment public is thought to be generally receptive to such
recommendations, reliable investment vehicles for utilizing the recommendations in a
consistent and predictable manner are not readily available.

One object of the present invention is to provide a mechanism for
allowing the consistent utilization of the investment recommendations provided by
the financial institutions.

Another object of the present invention is to maximize the risk-

* adjusted return in an investment fund.

A further object of the present invention is to create or manage the
investment fund based on the above-mentioned recommendation provided by the

financial institutions.

SUMMARY OF THE INVENTION
To achieve at least some of these objects, the present invention
provides a method and system for forming or managing an investment fund. With

this method and system, at least one recommendation is selected from a set of
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recommendations provided by an analytical source. At least one financial instrument
that is associated with the selected recommendations is then obtained to form or
manage the investment fund.

The present invention also provides a method and system for forming
or managing an investment fund having a capital. One or more analytical sources are
designated. At least one desired recommendation level is selected from the
designated analytical sources. Then, one or more financial instruments associated
with the selected recommendation level(s) provided by the designated analytical
source or sources are obtained.

The obtained financial instruments according to the present invention
may include shares of a common stock or other investment securities. Liquid assets
used to obtain or purchase the financial instruments may include cash and/or freely
marketable securities.

According to the present invention, the capital of the investment fund
may be allocated by applying a mathematical algorithm. For example, the initial
allocation of the capital the investment fund may be carried out in accordance with a
first mathematical algorithm. Thereafter, the capital may be re-allocated upon an
occurrence of a predetermined triggering event. The re-allocation of the capital may
be carried out in accordance with a second mathematical algorithm. The first
mathematical algorithm and the second mathematical algorithm may be either
different or substantially the same.

The mathematical algorithms used to determine the allocation and/or
the re-allocation of the capital of the investment fund according to the present
invention may relate to a performance indicator of the financial instruments to be
obtained or already held by the investment fund. The mathematical algorithms may
also relate to a performance indicator of the investment fund as a whole, or may
include an equal division of the fund’s capital among all financial instruments
associated with the recommendation(s) of a particular analytical source. For example,
the indicator may include the ratio of an excess return to a variance of the excess
return, the standard deviation of the return, and/or a price to earnings per share ratio.

The indicator may also include the Sharpe’s ratio.
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The predetermined triggering events according to the present invention
may include a new recommendation from the designated analytical source, a change
in the recommendation level(s) for one or more financial instruments held by the
investment fund, a withdrawal of liquid assets by the investors, a new investment of

5  theliquid assets, a change in a performance indicator, and/or an expiration of a

predefined time limit.

BRIEF DESCRIPTION OF DRAWINGS
Fig. 1 shows an embodiment of a method for creating and/or managing
an investment fund according to the present invention.
10 Fig. 2 shows another embodiment of the method according to the
present invention.
Fig. 3 shows an exemplary diagram of a method for providing an
initial allocation of capital in the investment fund according to the present invention.
Fig. 4 shows an exemplary system according to the present invention.
15 Fig. 5 shows an exemplary diagram of a method which provides a

re-allocation of capital of the investment fund according to the present invention.

DETAILED DESCRIPTION OF THE PREFERRED EMBODIMENTS

The following definitions will be used throughout the description of
the method and system according to the present invention.

20 Analytical source - an entity that issues recommendations for
securities in the ordinary course of business (e.g., a financial institution, a group of
financial analysts, a sub-group of analysts which analyses a specific industry or a
sector or a single financial analyst).

Liquid asset - cash or freely marketable securities readily convertible

25  tocash.

Recommendation - a set of one or more recommendation levels used
by the analytical source to describe the estimated market prospects of a specific

financial instrument.
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Recommendation level - a rating that the specific financial instrument
is given by the analytical source.

Capital of the investment fund - a total market value of the financial
instruments and liquid assets held by the investment fund.

The investment public always seeks to maximize its investment
returns. Recommendations by the financial analysts may be important “barometers of
strength” for a particular financial instrument. They often influence the buying and/or
selling decisions of the investment public that uses these recommendations as tools
for the maximization of the investment returns.

A recommendation, as defined herein above, can be a set of possible
recommendation levels used by an analytical source to describe the market prospects
of certain financial instruments. The recommendation levels are usually short phrases
indicating the recommended action with respect to the particular financial instrument,
such as “Buy”, “Hold”, “Sell”, etc. Indeed, the recommendations may include, for
example, three recommendation levels (e.g., “Buy”, “Hold” and “Sell”), four
recommendation levels (e.g., “Strong Buy”, “Buy”, “Hold” and “Sell”), etc. Various
types of the recommendation levels may also be used by different analytical sources.
These levels may be, e.g., “Underperform”, “Market Perform” and “Outperform”;
“Sell”, “Hold” and “Accumulate” and so on. The recommendations may be
“upgraded”, for example, from “Hold” to “Buy”, or “downgraded”, for example from
“Hold” to “Sell”. An upgrade or downgrade constitutes a change in the
recommendation level.

As an example, shares of Company A’s stock may be trading on the
New York Stock Exchange® at $35 per share on a particular date. The financial
analyst familiar with the business of Company A has previously maintained a “Hold”
recommendation level for Company A’s shares of its common stock. However, upon
a review of the recent business performance of Company A, this financial analyst has
upgraded Company A’s common stock to “Buy”, informing the investment public
that, in his or her view, the shares of Company A’s stock should rise in value. The

investment public may react to the analyst’s change in the recommendation level by
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buying the shares of Company’s A common stock. As a result, the price of the
Company A’s shares may rise to, for example, $40.

The investment public may disagree with the recommendation of the
financial analyst. The degree of the market reaction to the recommendation is likely
to depend on the analyst’s reputation and track record. The method of outputting the
financial data and recommendation data, which allows the public to follow and
evaluate the track records of financial institutions is described in co-pending U.S.
Patent Serial Application No. 09/295,220 filed on April 21, 1999, which is
incorporated herein by reference in its entirety. The public may choose to follow the
recommendations of one analytical source, and/or and ignore the recommendations of
another. The method and system according to the present invention allows the
investment public to make such choices in a consistent manner by providing an
investment vehicle for the investors seeking to follow the recommendations from a
specific analytical source or sources. Indeed, with the present invention these
investors may invest in the financial instruments (e.g., the funds) which are rated by
the financial analyst in a particular manner.

Referring to Fig. 1, the investment fund is created and/or managed by
the method and system of the present invention by selecting at least one
recommendation (or recommendation level) from a set of recommendations (or
recommendation levels) provided by an analytical source (step 1). In step 2, at least
one financial instrument that is associated with the selected recommendation(s) or
recommendation level(s) are obtained.

The typical analytical sources are a financial analyst, a financial
institution or a group of analysts. The financial instruments may include shares of
stock, bonds, options and futures, Real Estate Investment Trusts (REITS), or any other
investment securities or vehicles used for the investment purposes for which the
analytical sources provide their recommendations. The financial instruments may be
purchased or obtained in any other manner. Basically, the method and system of the
present invention provides an ability to utilize a consistent investment scheme to
invest in the financial instruments that are associated with the recommendations

generated by the analytical source. In particular, the method and system of the
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present invention enables an investment in the particular financial instruments that
have associated therewith a desired (or undesired) recommendation level from the
designated analytical source.

As shown in Fig. 2, the method of the present invention may designate
the analytical source or sources (step 10), select a desired recommendation level (step
20), and obtain the financial instrument(s) that carry the selected recommendation
level from the designated analytical source(s) (step 30). The decision to obtain the
financial instrument(s) can be performed when the recommendation at the selected
level has been issued by the designated analytical source(s).

For example, the investment fund according to the present invention
which is designated as Goldman Sachs® Buy' should preferably obtain all financial
instruments carrying the “Buy” recommendation level from Goldman Sachs®. The
investment fund designated as Thomas Weisel Market Perform should preferably
obtain financial instruments rated as “Market Perform” by Thomas Weisel, and so on.
Thus, the Goldman Sachs® Buy fund is formed and managed by designating Goldman
Sachs® as the analytical source, selecting the “Buy” recommendation level of the
selected analytical source, and obtaining or purchasing all financial instruments
carrying the “Buy” recommendation level from Goldman Sachs®.

In addition, the investment fund designated as Goldman Sachs® Buy
and Thomas Weisel® Market Perform may also consist of all financial instruments that
carry a “Buy” recommendation from Goldman Sachs®, and, simultaneously carry a
“Market Perform” recommendation from Thomas Weisel®. A usage of other
variations and/or combinations of different financial instruments carrying various
recommendations are also conceivable according to the present invention. Indeed, the
funds of the present invention are not limited by a single recommendation level. In
fact, such fund may consist of all financial instruments rated as “Buy” as well as

“Hold” by Goldman Sachs?®.

It should be noted that all registered trademarks mentioned in the specification
of the present invention are used only to describe the method and system of
the present invention and no association is implied between the inventors
thereof and the owners of the registered trademarks described herein.
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Usually, the analytical source issues recommendations for several
financial instruments. Therefore, it is preferable to allocate the capital of the
investment fund among several financial instruments carrying the desired
recommendation level. To determine the initial allocation of capital, it is possible to
apply a particular mathematical algorithm that may be chosen at the creation of the
fund, and made known to the investment public.

Fig. 3 shows a method for the creation and initial allocation of the
capital in the investment fund according to the present invention. Initially, in step
100, the desired analytical source is designated and made known to the potential
investors (e.g., the financial analyst-Smith). Also, in step 200, a first mathematical
algorithm used to determine the initial allocation of the fund’s capital is chosen and
disclosed to the investment public (e.g., the capital of the fund is divided equally
among all financial instruments). In step 300, the desired recommendation level is
then selected from the designated analytical source(s) (e.g., the “Buy”
recommendation level). The liquid assets are then collected from the investors to
create the capital of the fund (step 400). At the time of the fund’s creation, the
designated analytical source(s) may provide several outstanding recommendations.
After the liquid assets are collected, the capital of the fund is invested in the securities
that carry the designated recommendation level from the selected analytical source
(step 500), and the initial allocation of the capital of the investment fund in
accordance with the chosen first mathematical algorithm is provided (step 500).

After the analytical source is designated, the recommendation level is
selected and the mathematical algorithm is chosen, the investment activities of the
fund may be automated by utilizing the appropriate computer hardware and software
known in the art. One exemplary embodiment of the system according to the present
invention is shown in Fig. 4. ‘

Fig. 4 shows an exemplary embodiment of a system 50 according to
the present invention. The system 50 includes an arrangement 55 which is connected
(e.g., via a wired connection or a wireless connection) to a communications network
30. In this exemplary embodiment of the system 50, the arrangement 55 includes a

storage device 10, a communications device 15 and a computing device 20. The



WO 02/21410 PCT/US01/41878

10

15

20

25

30

8

storage device 10 may be a hard drive, a Read-Only-Memory (“ROM”) device, a
Read-Access-Memory (“RAM”) device, a laser disk storage device, etc. The
communications device 15 may be a network card, a modem, etc. The computing
device 20 may be a general purpose microprocessor (e.g., an Intel® Pentium®
processor) or a special purpose processor.

The arrangement 55 utilizes the communications device 15 to connect
to the communications network 30. The computing device 20 is connected to the
communications device 15 for receiving data from and transfer the data to the
communications network 30. Generally, various user display devices may be
connected to the communications network 30. For example, these user devices may
be a personal computer 35, a laptop computer 36, a workstation 37 and/or other
communication devices. These user devices communicate with the arrangement 55
via the communications network 30 to possibly receive display data generated by the
arrangement 55.

The arrangement 55 is adapted to receive various information via the
communications network 30. Such information generally includes financial data for
financial instruments 40 and financial analyst analysis rating data 45 (e.g., the
recommendations) for these financial instruments. The arrangement 55 may also
receive ratings standard data 48 (e.g., the recommendation levels) for each financial
analyst.

The financial data 40 may include stock names and corresponding
stock prices. The financial data 40 may also include the financial information on
options and other financial instruments. In addition to the description of the
recommendations provided above, the financial analyst analysis data 45 may provide
a list names of financial analysts, their rating statuses for one or more stocks, and
particular points in time when the rating statuses were issued. The financial analyst
analysis data 45 may also provide one or more stocks, the rating statuses for each of
the stocks by the investment banks which evaluate the particular stock, and the points
in time when the rating statuses were issued by the financial analysts. In addition to
the description of the recommendation levels provided above, the ratings standard

data 48 may include names of financial analysts and rating lists for each financial
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analyst. In particular, the financial analyst rating standard data 48 may provide a
name of a particular financial analyst (e.g., Bear Stearns) and a rating list of this
financial analyst (e.g., Strong Buy, Buy, Above Average, Accumulate, Hold, Below
Average and Sell).

An exemplary operation of the system 50 according to the present
invention is as follows. The arrangement 55 may request the data 40, 45, 48 from a
data provider (e.g., an information server) via the communications network 30. Then,
the data provider transmits a data stream which includes the requested financial data
40 and the requested financial analyst analysis data 45 to the arrangement 55. The
data provider may aiso transmit the financial analyst ratings standard data 48 to the
arrangement 55. The arrangement 55 receives this data stream from the
communications network 30 via its communications device 15, and records the data
provided in the data stream in the storage device 10. The storage device 10 may
include one or more databases to conveniently maintain the currently received data,
along with the data which was previously received. These databases may include the
financial data 40 which can be correlated with the financial analyst analysis data 45
using, e.g., an indexing procedure.

A user (e.g., the investor) may be connected to the communication
network 30 via a display device (e.g., the personal computer 35, the laptop 36, the
workstation 37, a printer, etc.). Then, the user may want to participate in investing in
one or more of the funds created and/or managed using the data 40, 45, 48. Using the
method shown in Figs. 1, 2, 3 and 5 described herein, the arrangement 55 may create
and/or manage the funds associated with the recommendations issued by the particular
financial analyst(s). In addition, the arrangement 55 may allow the user to invest in
these funds, manage his or her assets within the funds, and/or sell the assets from one
or more of the funds. The arrangement 55 may execute one or more of these
functions by retrieving the information regarding the ratings or other analyst data
from the storage device 10 (by the computing device 20) and executing the method
according to the present invention described herein with reference to Figs. 1, 2, 3 and

5.
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The management and investment practices of the investment funds
according to the present invention are similar to the currently existing index funds
(i.e., S & P 500 index funds, Dow Transportation index fund, etc.) in which the
investment decisions and the capital allocation are guided by predetermined
mathematical algorithms. In contrast, the traditional mutual funds are managed by
individuals with a significant degree of discretion. Therefore, the investment funds
according to the present invention may be called the Recommendation Based Funds
(RBF).

Example 1 provided below shows the initial allocation of the capital in
a hypothetical Recommendation Based “Buy” Fund. It should be understood that this

example is provided only as an illustration, and in no way limits the present invention.

Example 1. Creation of John Smith Buy RBF.

1. John Smith is designated as the analytical source.

2. The first mathematical algorithm is chosen, and includes an
equal division of the capital among all financial instruments that carry the
recommendation level to be selected from John Smith.

3. The “Buy” recommendation level is selected.

4. The liquid assets are collected by the investors who are
interested in investing in the financial instruments recommended by John Smith. The
total of the collected liquid assets may be $9,000. On the date of the initial allocation
of the capital, John Smith has “Buy” recommendations for the shares of a common
stock of companies A, B and C. The chosen mathematical algorithm (e.g., an equal
division of capital) is applied to determine the initial allocation of the capital. Thus,
John Smith “Buy” Fund should invest $3,000 in the shares of company A, $3,000 in
the shares of company B and $3,000 in the shares of company C.

Although the equal division of capital is one of the simpler
mathematical algorithms, other algorithms may also be used according to the present
invention. For example, the chosen mathematical algorithm may relate to an indicator
of the performance of the financial instruments to be obtained by the investment fund.

The exemplary indicators of this nature can be price to earnings per share (P/E) ratio,
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standard deviation of return, ratio of excess return (E(R,)) to variance of excess return
(Var(R,)), etc., all of which are well known in the art. When such indicator is used as
the basis for the above-described mathematical algorithm, the capital of the
investment fund may be used to obtain the specific financial instruments in
accordance with the relative weight of the indicator for the specific financial
instrument to the total capital of the fund. Such allocation of the capital may, e.g.,
further the goal of maximizing the risk adjusted return of the investment fund since
these indicators are related to the performance of the financial instruments. For
example, a smaller price per earning per share ratio (P/E) may indicate the strength of
the shares of the particular stock.

Example 2 described below shows the initial allocation of the capital in
a hypothetical Recommendation Based “Buy” Fund with the chosen mathematical
algorithm based on the price to earnings per share (P/E) ratio. It should be understood
that this example is provided only by way of an illustration, and in no way limits the

present invention.

Example 2. Creation of John Brown Buy RBF based on P/E ratio.

1. John Brown is designated as the a;nalytical source.

2. The chosen first mathematical algorithm is the allocation of the
capital in accordance with the P/E ratios for the financial instruments to be obtained
(e.g., for which the exemplary algorithm is shown below) that carry the
recommendation level to be selected from John Brown’s recommendations.

3. The “Buy” recommendation level of John Brown’s
recommendations is selected.

4. The liquid assets of the fund are collected from the investors
who are interested in investing in the financial instruments recommended by John
Brown. A Recommendation Based Fund can be designated as John Brown “Buy”
Fund. The initial liquid assets of the fund are provided by the investors and consist
of, e.g., $1,000. The John Brown “Buy” Fund purchases the financial instruments
associated with a “Buy” recommendation from John Brown or from other sources.

On the date of the initial allocation of the capital, John Brown has “Buy”
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recommendations for the shares of a common stock of companies A,, B, and C,. The
P/E for the shares of companies A;, B, and C, are 50, 40 and 10, respectively. Thus,
the John Brown “Buy” Fund preferably allocates the initial capital on the basis of the
P/E ratios for shares of stock of companies A,, B, and C, . Since the smaller P/E ratio
may indicate the strength of the financial instrument, a part of the fund’s capital
allocated to the shares of the particular stock is preferably inversely proportional to
the P/E ratio for the stock. The following is the exemplary mathematical algorithm
that relates to the P/E ratios of the financial instruments obtained by the fund:

Y o =(P/Bp+P/Eg +P/Ecy)/P/E 1)
Ya;=(P/Ep;+P/Eg;+P/Ec;)/P/Eg;; 2
Yo=(P/Epy+P/Bp +P/Ecy)/P/Ey; 3)
XarmX * Y /(Yart Yt Yey): “4)
X=X * Yp1/(Yar+YpitYcy); and )
Xer= X * Yo/ (YartYetYe), (6)

where P/E,;, P/Eg; and P/E, are the price to earnings per share ratios for stocks A,
B, and C,, respectively; X is the total capital of the fund; Y,;, Yg; and Y, are the
fractions of the P/E ratios for stocks A;, B, and C,, respectively; and X,;, Xg; and X,
are the capital allocations (in dollars) for stocks A,, B, and C,, respectively.
Applying this algorithm to the exemplary numbers provided above, the following
results are obtained:
Y A=(10+40+50)/10=10
Yo =(10+40+50)/40=2.5
Y =(10+40+50)/50=
XA1=1000*%10/(10+2.5+2)=689
Xp=1000%2.5/(10+2.5+2)=172
Xc=1000%2/(10+2.5+2)=137

Thus, using these results, the John Brown “Buy” Fund should
preferably invest $689 in the shares of company A;, $172 in the shares of company B,
and $137 in the shares of company C,.

Another useful indicator of the performance of financial instruments is

the ratio of excess return (E(R,)) to a variance of excess return (Var(R,)). Example 3
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describes an exemplary use of this indicator in allocating the capital of a hypothetical
RBF.

Example 3. Creation of John Johns Buy RBF based on the ratio of excess return to

the variance of excess return (E(R.)/ Var(R.)).
1. John Johns is designated as the analytical source.

2. The first mathematical algorithm is chosen, and includes the
allocation of the capital in accordance with the E(R,)/ Var(R,) ratios for the financial
instruments to be obtained that carry recommendation level to be selected from
John Johns. The exemplary algorithm is described in further detail below.

3. The “Buy” recommendation level for John Johns as the
designated analytical source is selected.

4. The liquid assets are collected from investors who are
interested in investing in the financial instruments recommended by John Johns. The
collected liquid assets of the fund are, e.g., $10,000. The John Johns “Buy” Fund
purchases the financial instruments carrying a “Buy” recommendation from John
Johns or from another entity. On the date of the initial allocation of capital, John
Johns has “Buy” recommendations for shares of a common stock of companies A,, B,
and C,. The E(R,)/ Var(R,) ratios for the shares of companies A,, B, and C, are 0.1,
0.4 and 0.5, respectively. The John Johns “Buy” Fund allocates the initial capital on
the basis of the E(R,)/ Var(R,) ratios for the shares of stock of companies A,, B, and
C, . Since the larger E(R,)/ Var(R,) ratios may indicate the strength of the financial
instrument, the allocation of the capital of the fund invested in the specific stock can
be directly proportional to the E(R,)/ Var(R,) ratios for the particular stock. The
following is the exemplary mathematical algorithm that relates to E(R,)/ Var(R,)
ratios for the shares of stock of companies A,, B, and C, to be obtained by the fund.

Z Rp/R i Rpy R ) ™
Zpy=Rpp/Rpp Rt Res); ®)
Ze7 R/ RartRptRep); ®
X=X * Ry, (10)

X=X * Rpy; and (11)
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X=X * Reps (12)
where R,,, Rp, and R, are the ratios of excess return to variance of the excess return
for stocks A,, B, and C,, respectively; X is the total capital of the fund; Z,,, Z;, and
Z, are the fractions of the ratios of the excess return to the variance of the excess
return for stocks A,, B, and C,, respectively; and X,,, Xp, and X, are the capital
allocations (in dollars) for stocks A,, B, and C,, respectively.

Applying this algorithm, it is possible to determine the initial
allocation of the capital for the John Johns RBF by using the exemplary numbers
provided above.

Z,,=0.1/(0.14+0.4+0.5)=0.1
Z3,=0.4/(0.1+0.4+0.5)=0.4
Z=0.5/(0.1+0.4+0.5)=0.5
X42=10,000%0.1=1,000
Xp=10,000%0.4=4,000
X=10,000%0.5=5,000

Thus, the John Johns “Buy” Fund should preferably invest $1,000 in
the shares of company A,, $4,000 in the shares of company B,, and $5,000 in the
shares of company C,.

The above-described exemplary mathematical algorithm may also
relate to an indicator of a performance of the investment fund as a whole, e.g., an
average performance indicator for all financial instruments to be obtained by the fund.
This indicator may be, for example, the Sharpe’s ratio of the fund.

According to an embodiment of the present invention, the
mathematical algorithm for the capital allocation can be either explicitly specified/set
as provided in the examples above or derived from a particular goal function that
maximizes ( and/or minimizes) a pre-selected indicator of the fund’s performance.

The Sharpe’s ratio may serve as a well-recognized, objective and
verifiable measurement of the risk-adjusted return. The maximization of the risk-
adjusted return is one of the financial goals of RBF. The Sharpe’s ratio of RBF may
be maximized by allocating the capital of RBF in accordance with the ratio of excess

return (E(R,)) to the variance of excess return (Var(R,)) for each financial instrument
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held by the respective fund. Example 4 provided below shows an exemplary
mathematical algorithm that may be used to allocate the capital of a hypothetical
RBF.

Example 4. Maximization of the Sharpe’s ratio as the mathematical algorithm to be

5 used to determine the allocation of capital in a Recommendation Based Fund.

In this example, a, b, ¢, d are E(R, A), E(REB), VaxR, y ), Vai(ReB)

which are defined as the excess return and variance of excess return of stocks A and
B, respectively. In addition, x and y are defined as the capital allocations of the unit
of money to stock A and B, respectively. The financial goal of maximizing the

10 Sharpe’s ration may be expressed as follows:

x+y=1 (13)
ax + by

Jex? +dy?

— max 14)

Thus, the task of the allocation is reduced to find a conditional
maximum of the analytical function. Using conventional techniques, and noticing that
gradient is:

15

ax+by )= ! ; (ady® —bexy,bex® — adxy) (15)
yox? +dy? (cx” +dy*)”?

V(

the following equations can be generated:

x+y=1, and 16)
ady* —bexy=bex’ —adxy (17)
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In turn, this leads to the following:
b a
FRa 13

19

In other words the capital should be allocated in proportion to E (R%ar (R.) ratios

of the financial instruments to be obtained by the investment fund.

After the capital of the investment fund is initially allocated, the
number of events may necessitate a re-allocation of capital. Fig. 5 shows a diagram of
the method for the re-allocation of the capital of the investment fund according to the
present invention. In step 1000, the capital is allocated for the fund. After the fund is
created and the capital of the fund is initially allocated, the capital of the fund may be
re-allocated upon an occurrence of one or more predetermined triggering events (step

2000). Such exemplary events are described in further detail below.

The designated analytical source may issue a new recommendation
(event 2100) for one or more financial instruments not previously held by the
investment fund. For example, after the hypothetical John Smith “Buy” RBF
(described in Example 1) has been created, John Smith may issue a new
recommendation for the shares of the common stock of company D. Prior to the
issuance of the new recommendation, the John Smith “Buy” RBF’s capital is invested
in the shares of companies A, B and C. After the new recommendation is issued, the
capital of the John Smith “Buy” RBF should preferably be re-allocated in order to

obtain the shares of the common stock of Company D.
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Similarly, a change in the recommendation level (event 2200) from the
designated analytical source may possibly require a re-allocation of capital. For
example, if the shares of the common stock of company A held by the John Smith
“Buy” RBF (described in Example 1) are downgraded by John Smith from “Buy” to
“Hold”, the John Smith Buy RBF should preferably re-allocate these funds to remove
the shares of Company A from its holdings.

Other triggering event may also necessitate the re-allocation of the
capital. For example, a withdrawal of the liquid assets by one or more investors (event
2300), or a new investment of liquid assets into the investment fund (event 2500) may

require a sale or purchase of the financial instruments.

As described above, the allocation of the capital of the investment fund
is determined by applying a mathematical algorithm, which may be related to the
indicator of the performance of one or more financial instruments, or to the indicator
of the performance of the investment fund as a whole. A change in the performance
indicator (event 2400), which relates to the chosen mathematical algorithm may also

be selected to necessitate a re-allocation of capital.

Further, the expiration of a pre-defined time period (event 2600) may

also be chosen as a triggering event for re-allocating the capital.

The triggering events leading to the re-allocation of the capital ma;af be
predetermined at the creation of the investment fund, and as such may be defined as

the predetermined triggering events (general event 2000).

The new allocation of capital after the re-allocation may be determined
by an application of a second mathematical algorithm (step 3000). The second
mathematical algorithm may be substantially the same as, or different from the first
mathematical algorithm (step 200) used in the determination of the initial allocation of
the capital. After the second mathematical algorithm is applied, the new allocation of
the capital (step 5000) is usually achieved by the sale and/or purchase of the financial
instruments (step 4000).

The exemplary investment fund based on the predetermined triggering
events is a Fixed-Horizon Recommendation Based Fund (FH-RBF). FH-RBF is an
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investment fund in which the financial instruments to be obtained are held for a pre-
defined time period (ty,t,) after the recommendation at the selected recommendation
level is issued by the designated analytical source. In particular, t, is defined as the
period of time from the issuance of the recommendation at the desired
recommendation level to the time when the associated financial instruments is
preferably obtained by the investment fund, and t, is defined as the time from the
issuance of the recommendation to the time when the associated financial instrument
should be sold by the investment fund. Example 5 provided below describes a
creation and operation of FH-RBF. Generally, the pre-defined period (t,,t;) can be the
same for all financial instruments held by the investment fund. However, the time

period (t,,t;) may be different for one or more of the financial instruments.

Example 5. Creation and management of Goldman Sachs® “Buy 3-45 days” FH-
RBF.

1. Goldman Sachs® is designated as the analytical source.

2. The first mathematical algorithm is chosen which includes the
equal division of the capital among all financial instruments.

3. The “Buy” recommendation level is selected.

4, Goldman Sachs® “Buy 3-45 days” FH-RBF is created. The chosen

exemplary second mathematical algorithm can be as follows:
Goldman Sachs® “Buy 3-45 days” FH-RBF should preferably obtain the
financial instrument 3 days after the “Buy” recommendation is issued (t,=3) and

should hold them until either of the following occurs first:

a) one or more financial instruments held by the fund is downgraded
to a lower recommendation level; or

b) approximately 45 days (t,=45) after the original “Buy”
recommendation has been issued.
Thus, if the Buy recommendation for the shares of a common stock of the company
A has been issued on 1/1/2000, the Goldman Sachs® “Buy 3-45 days” FH-RBF
would buy the shares of company A, on 1/4/2000 (t,=3) and sell it on 2/14/2000
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(t,=45), assuming that the shares of company A, have not been downgraded during
this period.
It should be appreciated that those skilled in the art will be able to devise
numerous embodiments of the method and system of the present invention which,
5 although not explicitly shown or described herein, embody the principles of the

invention, and are thus within the spirit and scope of the present invention.



WO 02/21410 PCT/US01/41878

10

15

20

20

CLAIMS

1. A method for forming or managing an investment fund, wherein a

total market value of assets of the fund is a capital of the investment fund, the method

comprising:
a) designating one or more analytical sources;
b) selecting at least one desired recommendation level from
 the designated one or more analytical sources; and

c) obtaining one or more financial instruments associated with
the at least one selected recommendation level provided by
the designated one or more analytical sources.

2. The method of claim 1, further comprising collecting liquid assets

from one or more investment sources into the investment fund.

3. The method of claim 1, further comprising selecting a first
mathematical algorithm, and allocating the capital of the investment fund in
accordance with the selected first mathematical algorithm, wherein the capital of the

investment fund is initially allocated.

4, The method of claim 1, wherein the obtaining step comprises

purchasing the one or more financial instruments.

5. The method of claim 2, wherein the liquid assets comprise cash.

6. The method of claim 2, wherein the liquid assets comprise freely

marketable securities.
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7. The method of claim 2, wherein the one or more financial

instruments include at least one share of a common stock.

8. The method of claim 1, wherein the designated one or more

analytical sources include a specific financial institution.

9. The method of claim 1, wherein the designated one or more

analytical sources include a specific financial analyst.

10. The method of claim 1, wherein the selected at least one

recommendation level includes at least one of:
- a “Buy” recommendation,
- a “Strong Buy” recommendation,
- an “Accumulate” recommendation, and

- a “Hold” recommendation.

11.  The method of claim 3, wherein the first matherﬂatioal algorithm
represents an equal division of the capital among all financial instruments

recommended by the one or more analytical sources.

12.  The method of claim 3, wherein the first mathematical algorithm

relates to an indicator of a performance of the one or more financial instruments.

13.  The method of claim 12, wherein the one or more financial
instruments includes at least one share of a common stock, and the indicator includes

aratio of an excess return to variance of the excess return.
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14.  The method of claim 12, wherein the one or more financial
instruments includes at least one share of a common stock, and the indicator includes

a price to earning per share (P/E) ratio.

15. The method of claim 12, wherein the one or more financial
instruments includes at least one share of a common stock, and the indicator includes

a standard deviation of return.

16.  The method of claim 3, wherein the first mathematical algorithm at
least one of:

relates to an indicator of a performance of the investment fund, and

derived from a goal to maximize or minimize an indicator of the

performance or a combination of indicators of the performance.

17.  The method of claim 16, wherein the indicator is a Sharpe’s ratio.

18.  The method of claim 1, further comprising re-allocating the capital

of the investment fund upon an occurrence of a predetermined triggering event.

19.  The method of claim 18, wherein the predetermined triggering
event includes a new recommendation from at least one of the designated one or more

analytical sources.

20.  The method of claim 18, wherein the predetermined event includes
a change in performance of the one or more financial instruments held by the

investment fund.

21.  The method of claim 18, wherein the predetermined event includes

a change in the selected at least one recommendation level from the designated one or
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more analytical sources.

22. The method of claim 21, wherein the change in the at least one
recommendation level includes a removal of at least one of the one or more financial

instruments held by the investment fund from the selected recommendation level.

23.  The method of claim 18, wherein the predetermined event includes

a withdrawal of liquid assets from the investment fund.

24.  The method of claim 18, wherein the predetermined event includes

anew investment of liquid assets into the investment fund.

25.  The method of claim 18, wherein the predetermined event includes

an expiration of a pre-defined time period.

26.  The method of claim 15, wherein the re-allocation step comprises
applying a second mathematical algorithm to determine a new allocation of the capital

of the investment fund.

27. The method of claim 26, wherein the second mathematical
algorithm relates to an indicator of a performance of the one or more financial

instruments.

28. The method of claim 27, wherein the one or more financial
instruments includes at least one share of a common stock, and the indicator includes

aratio of an excess return to a variance of the excess return.

z

29.  The method of claim 27, wherein the financial instruments includes

at least one share of a common stock, and the indicator includes a price to earning per
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share (P/E) ratio.

30.  The method of claim 27, wherein the financial instruments includes
at least one share of a common stock, and the indicator includes a standard deviation

of return.

31. The method of claim 26, wherein the second mathematical
algorithm at least one of:

relates to an indicator of a performance of the investment fund, and

derived from a goal to maximize or minimize an indicator of the

performance or a combination of indicators of the performance.

32.  The method of claim 31, wherein the indicator is a Sharpe’s ratio.

33.  The method of claim 26, wherein the first mathematical algorithm

and the second mathematical algorithm are substantially the same.

34.  The method of claim 15, wherein the re-allocation step includes
one of selling and purchasing the one or more financial instruments to re-allocate the

capital of the investment fund.

35. A method for forming or managing an investment fund,
comprising:
a) selecting at least one recommendation from a set of
recommendations provided by an analytical source; and
b) obtaining at least one financial instrument that is associated

with the at least one selected recommendation to form or

manage the investment fund.
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36. The method of claim 35, wherein the at least one financial

instrument includes at least one share of a common stock.

37.  The method of claim 35, wherein the selecting step includes

selecting at least one specific recommendation level.

5 38.  The method of claim 37, wherein the at least one specific

recommendation level includes one of:

a “Buy” recommendation,

a “Strong Buy” recommendation,

an “Accumulate” recommendation, and

10 a “Hold” recommendation.

39.  The method of claim 35, wherein the analytical source includes at
least one of a specific financial institution, a group of financial analysts, a sub-group

of analysts and a single financial analyst.

40.  The method of claim 35, wherein the obtaining step comprises

15  purchasing the at least one financial instrument.

41.  The method of claim 37, wherein the obtaining step comprises
purchasing the at least one financial instrument which has associated therewith the at
least one specific recommendation level of the at least one recommendation provided

by the selected analytical source.

20 42.  The method of claim 35, further comprising obtaining assets for the
investment fund, wherein a total market value of the assets of the investment fund is a

capital of the investment fund.
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43.  The method of claim 42, wherein the obtaining step comprises
allocating the capital of the investment fund in accordance with a predetermined

mathematical algorithm.

44, The method of claim 43, wherein the mathematical algorithm at

least one of:
relates to an indicator of a performance of the investment fund, and

derived from a goal to maximize or minimize an indicator of the

performance or a combination of indicators of the performance.

45, The method of Claim 44, wherein the at least one financial
instrument includes at least one share of a common stock, and the indicator includes a

ratio of an excess return to a variance of an excess return.

46. The method of claim 44, wherein the at least one financial
instrument includes at least one share of a common stock, and the indicator includes a

price to earning per share (P/E) ratio.

47. The method of claim 44, wherein the at least one financial
instrument includes at least one share of a common stock, and the indicator includes a

standard deviation of return.

48.  The method of claim 43, wherein the predetermined mathematical

algorithm at least one of:
relates to an indicator of a performance of the investment fund, and

derived from a goal to maximize or minimize an indicator of the

performance or a combination of indicators of the performance.
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49.  The method of claim 48, wherein the indicator is a Sharpe’s ratio.

50.  The method of claim 35, further comprising re-allocating the
capital of the investment find upon an occurrence of a predetermined triggering

event.

5 51. A system for forming or managing an investment fund, wherein a
total market value of assets of the fund is a capital of the investment fund, system

comprising:
a processing device which:
- designates one or more analytical sources,

10 - selects at least one desired recommendation level from the

designated one or more analytical sources, and

- obtains one or more financial instruments associated with
the at least one selected recommendation level provided by

the designated one or more analytical sources.

15 52. A system for forming or managing an investment fund,
comprising:
a processing device which:
- selects at least one recommendation from a set of

recommendations provided by an analytical source, and

20 - obtains at least one financial instrument that is associated
with the at least one selected recommendation to form or

manage the investment fund.
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